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Abstract: The paper is aiming to identify issues in the change management processes 

required for the State Audit Office of Vietnam (SAV) to introduce Australian Government audit 

process. The key data collection method was semi-structured in-depth individual interviews, and 

document reviews provide supplementary data. Data was analyzed by means of Thematic 

Content Analysis. These findings revealed that the change management process may face various 

issues arising from personal barriers to the change, the SAV culture, application of technology to 

auditing, costs for the change, the SAV auditor human resource quality and training and the SAV 

organizational and operational model. Based on these research findings, a strategic model to 

change the audit process of the SAV can be developed in order to improve quality and 

effectiveness of the SAV activities. This, in turn, will have a positive influence on transparency 

and effectiveness of public sector expenditure and contribute to building a just, democratic, 

equitable and civilized society. 

Keywords: SAV, Australia, audit processes, auditing standards, technology. 

 

1. Introduction 

As a developing country, Vietnam recognized the role of a State Audit Office much later 

than developed countries did. The State Audit Office of Vietnam was established in 1994, and is 

still in the process of improvement as it adapts itself to the changing economic and social 

environment of Vietnam (SAV, 2013). As (SAV, 2013) states the SAV plays an important role 

in monitoring and controlling the management and utilization of the funds and assets of all 

government departments in Vietnam. The State Audit Law 2015 of Vietnam has opened up an 

important legal   framework for developing the SAV and its audit process (NASRV, 2015). The 

audit process of SAV was promulgated as an important mechanism to introduce and assess how 

the auditors work and achieve their objectives and tasks (SAV, 2016a). However, this audit 



24 

process has inherent limitations and weaknesses that need to be addressed in order to keep pace 

with the development of the State Audit Office of Vietnam. This could be realized if a study to 

identify issues in relation to changing the audit process of SAV to align with, say, the Australian 

Government audit process was implemented. Thus this research addresses the research problem: 

“A study to identify issues in relation to changing the audit process of the State Audit Office of 

Vietnam to align with the Australian Government audit process”. The problem of the research 

topic, then, is embedded in the research question “What the identification of issues in change 

management processes are required for the State Audit Office of Vietnam to introduce the 

Australian Government audit process?”. In order to answer the research question, the research 

will conduct the literature review and the establishment of research methodology. Identifying 

issues in relation to the change will be implemented so as to facilitate the SAV in changing its 

audit process. This, in turn, bring benefits and values to SAV auditors, the SAV and the 

community. 

2. Literature Review 

In this section, the literature review will be conducted in order to provide an overall picture 

of the research problem. This section will address a review of the current performance of the 

SAV and the objective of the change management process in the SAV, and the literature 

underpinning the evaluative framework. 

2.1. Overview of the current performance of the SAV 

The audit process of the SAV has inherent limitations and weaknesses that need to be 

addressed in order to keep pace with the development of the SAV. First, an examination of a 

document of the auditing standards produced by the SAV (2016f) suggests that the current 

auditing standards of the SAV do not adequately cover performance auditing and IT auditing. 

Second, in the SAV, a lack of criteria descriptions of audit procedures and methodologies and a 

lack of adequate assessments relating to the internal control system and the link between 

objectives, risks, control procedures and criteria have been identified (SAV, 2016a, 2016b, 

2016f). Third, there are no good solutions to the problems of the current audit process of the 

SAV. An examination of the SAV documents (2016a, 2017a, 2017b, 2017c, 2017d, 2017e) 

discloses that audit processes such as those for financial institutions and banks, state-owned 

enterprises, construction projects, targeted national programs, the state budget are based on 

already existing principles and standards; they do not innovate in any way. Finally, while 

technology is a major influence on the quality and effectiveness of audit activities (Moeller, 

2010), an examination of the two documents produced by the SAV (2018a, 2018b) reveals that 

the SAV audit process is based on a people-driven system and lack of application of technology 

for audit engagements.  

In summary, the audit process of the SAV is inadequate in several ways. This may have a 

negative influence on the quality and effectiveness of the performance of the SAV. Changing the 

SAV audit process is thus a strategy that has the potential to contribute significantly to SAV’s 

development. 

2.2. Overview of the objective of the change management process in the SAV 

Australia, which has been a specially stable and economically developed country for over a 
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century, provides a good example of modern auditing systems in developed countries. The major 

feature of  the Australian Government audit process is that it is strongly supported by technology 

and strong auditing standards. Australian auditing standards covers all types of audits such as 

compliance audits, financial statement audits and performance audits (Nicoll, 2016), and 

information technology audits (AUASB, 2018). An examination of three documents of the 

AUASB (2017a, 2017b, 2017c) shows that Australian auditing standards provide detailed 

guidance for how different types of audit and relevant audit methodologies and procedures are 

conducted and applied in those organizations audited. The application of IT to auditing 

emphasized in the Australian auditing standards have a positive influences on auditing practices 

(Arens et al., 2017). IT auditing techniques such as audit software programs and electronic 

databases applied by the Australian Government audit office considerably enhance the 

effectiveness of auditing practices (Nicoll, 2016). These auditing practices include audit 

information collection and assessment methodologies as well as the ability to check historical 

audit data and update audit information (Glynn and Ben, 2017). Australian auditing standards 

focus on application of technological advances to auditing (ANAO, 2018) to strengthen IT 

security and auditing information security. In addition, during the current uncertain economic 

conditions, the Australian auditing standard framework has functioned effectively and uniformly 

(Treasury of Australian Government, 2010; Nicoll, 2016). Thus, the research aims to improve 

the SAV to align with the Australian government audit process. A summary of Australian 

government audit process identified by the literature was sent to participants to serve as 

interviews. 

2.3. Literature underpinning the evaluative framework 

Change management may be represented as a process of transiting from one state to 

another, particularly from defining a problem to solving it (Hougaard and Carter, 2018). 

However, managing change is a very complicated and time-consuming activity. The introduction 

of new producers or values can meet unavoidable resistance and obstacles from the people 

involved (Hughes, 2016a, 2016b). In addition, the GAO (1997, p. 65) states that change 

management involves a wide range of real-life problems and defines the general meaning of 

change management as: 

“Change Management: activities involved in (1) defining and instilling new values, 

attitudes, norms, and behaviors within an organization that support new ways of doing work and 

overcome resistance to change; (2) building consensus among customers and stakeholders on 

specific changes designed to better meet their needs; and (3) planning, testing, and implementing 

all aspects of the transition from one organizational structure or business process to 

another” (GAO 1997, p. 65). 

The change may involve technology. Technology impacts change management processes 

and in turn this requires adequate understanding of technological issues involving a planned 

change. First, the change requires the development of a technology-driven system. Second, the 

implementation of the Australian Government audit process involves IT audits and audit 

software. Third, the SAV may have changes in its IT infrastructure in order to meet the 

requirements of the change.  
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Moreover, the study needs to consider the human element because issues involving people 

may arise from the implementation of the Australian Government audit process. When change 

must happen, it tends to meet with resistance from the people involved, who are forced to alter to 

new conditions perceived as uncomfortable and disagreeable (Ljaz and Vitalis 2011). Although 

change can attract both positive and negative reactions from people involved, it is unavoidable 

and necessary to strengthen and benefit both organizations and their individual members (Samah 

and Kamaruzaman, 2008). 

Another key issue is costs to change. In other words, the change leaders need to determine 

necessary costs and mobilize and manage the required resources for success for the change. 

Implementation of the change needs huge expenditure for improvements to technology, and the 

human and legal framework. Thus, change management should take issues involving costs, 

people and technology into account. 

The purpose of this study is to identify issues in the change management processes 

required for the SAV to introduce Australian Government audit processes. The change 

management processes are thus the key focus of the research. The evaluative framework is based 

on the literature, identifying three major issues of concern. They are technology, costs and 

people. These issues are represented in Table 1.  

Table 1: Key issues of change management process 

Key issues of change 
management process 

Sources (Examination of documents that have been contributed) 

1. Technology  

Software See (Arens et al., 2017; Glynn and Ben, 2017; Mustapha and Lai, 2017; Nicoll, 2016; Sah, 2016) 

Hardware See (Kurose and Ross, 2013; NAO, 2016; Nicoll, 2016; Patterson and Hennessy, 2018; SAV, 
2018b) 

Network systems and 
databases 

See (Hossain, Momin and Leo, 2012; Lawrence, 2012; Masrek, Karim and Hussein, 2007; Stair 
and Reynold, 2016; EUROSAI, 2016; SAV, 2018a) 

IT security See (ASD, 2017; GAO, 2017, 2018; NCSC, 2016; Nicoll, 2016; Sah, 2016; SAV, 2018a; Turner, 
Weickgenannt and Copeland, 2016; Whitman and Mattord, 2016) 

IT staff See (Hayes, 2018; Higgins, Xiao and Katsipataki, 2012; Kotter and Cohen, 2012; Lombardi, 
Bloch and Vasarhelyi, 2014; SAV, 2018b) 

2. People  

Psychological barriers to 
change 

See (Andriopoulos and Dawson, 2014; Bridges and Bridges, 2016; Cameron and Green, 2015; 
Cran, 2016; Hiatt and Creasey, 2012; Hughes, 2016b; Kotter and Cohen, 2012; Myers, Hulks and 
Wiggins, 2012; Mueller-Hanson and Pulakos, 2018; Senior and Swailes, 2016) 

Cultural barriers to 

change 

See (Andriopoulos and Dawson, 2014; Cowperthwaite, 2010; Dalkir, 2005; Martin, 2013; Myers, 
Hulks and Wiggins; 2012) 

Knowledge and 

training 

See (Andriopoulos and Dawson, 2014; Asare, Wright and Zimbelman, 2015; Ben-Eli, 2008; 
Cran, 2016; Have et al., 2017; Hougaard and Carter, 2018; Hiatt and Creasey, 2012; Hughes, 
2016a; 2016b; Kotter and Cohen, 2012; Lientz and Rea, 2011; Lombardi, Bloch and Vasarhelyi, 
2014; Myers, Hulks and Wiggins, 2012; Mueller-Hanson and Pulakos, 2018; Nicoll, 2016; Sah, 
2016; SAV, 2016a, 2016b, 2016d, 2016e, 2016g, 2017a, 2017b, 2017c, 2017d, 2017e, 2017f, 
2017g, 2018a, 2018b) 

Power and vested interest See (Ben-Eli, 2008; Hayes, 2018; Pieterse, Caniels and Homan, 2012; Senior and Swailes, 2016)  

Government politics See (Arens et al., 2017; Glynn and Ben, 2017; NASRV, 2015; Nicoll, 2016; SAV, 2013, 2014, 
2017g) 
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Key issues of change 
management process 

Sources (Examination of documents that have been contributed) 

Leadership See (Thomas, 2018; Black and Gregersen, 2014; Cameron and Green, 2015; Have et al., 2017; 
Hayes, 2018; Hougaard and Carter, 2018; Hughes, 2016a, 2016b; Kotter, 2012; Kotter and 
Cohen, 2012; Spector, 2013) 

3. Costs  

IT costs See (Arens et al., 2017; Cameron and Green, 2015; Glynn and Ben, 2017; Nicoll, 2016; SAV, 
2018a, 2018b; Sharma, Yetton & Zmud 2008) 

Human resources 

cost 

See (Cran, 2016; Bridges and Bridges, 2016; Have et al., 2017; Hiatt and Creasey, 2012; 
Hougaard and Carter, 2018; Hughes, 2016a; 2016b; Sharma, Yetton and Zmud, 2008) 

Training cost See (Arens et al., 2017; Asare, Wright and Zimbelman, 2015; Mueller-Hanson and Pulakos, 
2018; Nicoll, 2016; Sharma, Yetton and Zmud, 2008) 

Time and opportunity 
cost 

See (Bridges and Bridges, 2016; Black and Gregersen, 2014; Cran, 2016; Hiatt and Creasey, 
2012; Lunenburg, 2010; Sharma, Yetton and Zmud, 2008) 

In order to manage issues arising from the change, it is necessary to establish a clear and 

appropriate research methodology. In the next section, the research methodology will be 

analyzed and discussed. 

3. Research Methodology 

3.1. Document Review: secondary sources 

In the data collection process, document review was utilized to supplement the data 

provided by the interviews. The goal of the document review was to obtain an overall picture of 

the research topic that would inform the in-depth interviews. The application of this research 

method provided reliable and up-to-date information and enabled the researcher to examine the 

effectiveness of current audit process and reasons for changing the SAV audit process and to 

develop change management models for the SAV audit process. Analysis of documentary data 

can stimulate researchers to form ideas and refine research methodology (Flick, 2014) and is 

often selected for research topics involving governmental organizations, policy decisions and 

public service (Neuman, 2014). Anderson (2009) notes that document review can allow the 

researcher to access large quantities of data and locate precise, detailed information that can 

clarify issues involved the research. 

Documentary data collected were synthesized and classified into documents involving 

change management, auditing, interview questions and research methods. The outcomes of 

document review clarified a diversity of research issues such as the nature and methodology of 

change management and the role and impacts on the audit process of international auditing 

standards, procedures and methodology and types of audit. Although research methodology 

focused on semi-structured in-depth individual interviews, document review was used to 

supplement the overall data. Document review provided information that helped to inform the 

conduct of the interviews. In addition, the comparison and cross-check between the data gathered 

from document review and the data collected from the interviews helped to validate and enrich 

the research findings. 
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3.2. Semi-structured in-depth individual interviews: primary sources 

After the document review (analysis and examination of the relative documents) was 

completed, an overall picture of the research topic generated by this phase provided the context 

for the in-depth interviews. In the second phase of the research, the in-depth individual 

interviews, which are based on semi-structured format, were conducted. As Flick (2014) notes, 

the advantage of semi-structured interviews is that during the interviews, the researcher can 

combine multiple types of questions such as open, theory-driven and confrontational questions. 

He also notes that semi-structured interview format allows for follow-up questioning and 

exploration, which is an important feature of qualitative approach, and the participants, may be 

asked to specifically explain complex issues and contradictions. The goal of in-depth 

interviewing is to be acutely aware of the perspectives, perceptions, attitudes and behaviors of 

the stakeholders (the SAV auditors, audit team leaders and managers) regarding new audit 

process. As Marshall and Rossman (2016) note, in-depth interviewing can facilitate 

understanding of participants’ life and working routine, allowing a thorough grasp of their 

behaviors, emotions, thoughts, motivations and resistances. In addition, Marshall and Rossman 

(2016) state that in-depth interviews can generate rich data, enabling the researcher to explore 

deeply, analyze intensively and broaden themes. Data collected from the interviews was used to 

testify the validity, relevance and significance of the information obtained from document 

review. 

This approach is crucial for the establishment of an optimal change management strategy 

that takes psychological and sociological perspectives of stakeholders into account and is 

therefore able to sustain equilibrium among stakeholder’s demands, goals and interests. 

Moreover, in-depth interviewing is more attuned to the social context thanks to the application of 

a flexible interview approach. The researcher both went into details of and controlled the 

interview content through actions such as encouragement, comment, response and interruption in 

an open and comfortable conversation (Mack et al., 2005). Through this qualitative technique, 

the researcher encouraged participants to speak frankly regarding their views and thoughts about 

the change of the SAV audit process.  

3.3. Interview question 

The issue of which major factors should be used for defining the appropriateness and 

effectiveness of the new audit process arises. The change management processes are the key 

focus of the research. Based on the literature review, key issues such as technology, people and 

costs identified were analyzed and examined. These issues thus played an important role in 

establishing an effective evaluative framework for changing the SAV audit process and formed 

the basis research questions to be asked to participants during qualitative interview process. 

Indicative questions (one based on each of the evaluative framework issues) in these interviews 

is described in Appendix 1. The major issues identified in the evaluative framework were 

mapped against the nine in-depth interview questions in order to organize and arrange research 

issues into a meaningful and reasonable way. This is represented in Appendix 2. 



29 

3.4. Participants 

In the study, individual interviews were conducted for two groups of stakeholders (auditors 

and managers of the SAV) at the headquarters of the SAV in Hanoi City, the capital of Vietnam. 

There are several reasons why the SAV headquarters in Hanoi City is chosen as the research site. 

First, these headquarters, which are the largest and the most important office in the SAV, possess 

a diversity of important departments, implementing a great variety of auditing services for a 

large number of stakeholders. Second, the highest-ranking audit managers and highest-quality 

audit experts and auditors work in the SAV headquarters in Hanoi city. Finally, Hanoi city is 

where the researcher began his career and he has experienced the audit environment and 

activities of these headquarters for ten years. The researcher can take advantage of existing social 

relationships and networks in order to facilitate the process of conducting proposed surveys, 

interviews and studies. 

3.5. Data analysis methodology 

The data collected during the interviews was analyzed in order to identify issues in the 

change management processes. As the data includes various kinds of information and wide-

ranging, overlapping and conflicting ideas, opinions and perspectives regarding the audit process 

and potential improvements to it, a data analysis methodology facilitating the extraction of key 

themes from the data was employed. Thematic Content Analysis, a popular data analysis 

methodology in qualitative research, was a suitable methodology because of its emphasis on the 

identification of themes or topics (Burnard et al., 2008). It allows researchers to assess and 

systematize the data gathered from interview transcriptions (Newell and Burnard, 2011), and was 

therefore selected for the data analysis of this study.  

4. Results and Analysis 

In the study, 30 individual interviews were conducted for two groups of stakeholders (the 

SAV auditors and managers). Characteristics of participants are detailed in Appendix 3.The SAV 

auditors and managers selected to participate in the individual interviews worked for the various 

specialized Audit Departments of the Headquarters of the SAV in Hanoi. A diversity of SAV 

experience, education backgrounds, professional experience and knowledge and positions were 

represented. The participants displayed significant variety in terms of education background with 

qualifications including Bachelor, Master and Doctor Degrees. Most participants were highly 

educated with a diversity of professional experience and knowledge. The majority of participants 

serving in manager position had over 5 years’ experience with auditing work. In order to 

compare the ideas of experienced and new auditors, two of the auditors selected for the 

interviews were in the probation period.  

The following procedure for thematic content analysis was followed during analysis phase. 

It is based on the procedure outlined by Newell and Burnard (2011).  

Phase one: writing down memos for interviews. An initial step is the writing of memos 

regarding interviews immediately after the interviews take place. Advice was followed by the 
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researcher, who wrote memos for each of the interviews conducted. These memos were used in 

subsequent analysis as an additional source of data. 

Phase two: scrutinizing interviews transcripts and forming overall themes. The researcher 

repeatedly read through the interview transcripts and identified overall themes emerging from 

these transcripts. This aimed to help the researcher to become familiar with and clearly 

understand the data. Marginal notes were used to record the researcher’s initial thought and 

questions.   

Phase three: intensive reading and establishing open coding headings to portray all 

perspectives of the data collected. This phase is normally referred to as open coding. According 

to Punch (2005, p. 199), ‘Codes are tags, names or labels, and coding is therefore the process of 

putting tags, names or labels against pieces of the data’. Open coding is a time-consuming 

process starting by breaking down the data collected into segments and then focusing on the 

analysis, assessment, comparison, conceptualization and categorization of these (Strauss and 

Corbin, 2015). This allows researchers to form meaningful themes (Berg and Lune, 2014). In 

this period, the interview transcripts were read over and over to discover and identify as many 

emerging themes as possible. A collection of codes were devised to identify each theme. 

Elements of the interview data categorized according to these themes. Initial themes were 

reorganized in more systematic and appropriate manner in order to facilitate the analysis.   

Phase four: developing a shorter and more representative and controllable set of themed 

headings. All themes were analyzed to identify areas of overlap. Where appropriate, groups of 

similar or related themes were synthesized to create new, broader categories. This process 

created a shorter and more representative and controllable set of the themed headings. As Newell 

and Burnard (2011) advise, the set of final themes was reduced to a number of twelve or less (in 

this case, seven) in order to maximize the contrast.  

Phase five: restudying the data equipped with the reduced list of themed headings. In this 

phase, the researcher went back to the interview transcripts equipped with a reduced list of 

themed headings. Each interview transcript was divided into different sections and the text 

assigned to appropriate and specific themed headings. This final reduction of the data was the 

basis of the overall structure of the research results. 

After interviews, the interview transcripts were analyzed by thematic content analysis 

method. The seven themes were identified and extracted to the findings of the analysis of the 

interview transcripts. These themes have emerged from the examination process, they include: 

personal issues in relation to change, SAV culture in relation to the change, application of 

technology to the SAV activities in relation to the change, mobilization of financial resources for 

the change, obstacles to change arising from limitations and weaknesses in the SAV auditor 

human resources quality, obstacles to change arising from limitations and weaknesses in the 

SAV auditor training, the SAV organizational and operational model in relation to the change. 

The following key findings, which are important basics for identifying issues in the change 

management processes, are organized into the seven themes identified above.  
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Theme 1: Personal issues in relation to the change  

It is important to know that lack of information about the change may make stakeholders 

misunderstand the change and cause emotional issues such as worry, fearfulness and resistance 

in relation to the change. While the SAV culture needs to be changed to implement the 

Australian Government audit process, changes in the SAV culture may cause resistance from 

stakeholders. Although application of software programs to the SAV audit activities may bring 

benefits to stakeholders, it may not be welcomed by stakeholders once they do not clearly 

understand how to use these programs. Similarly, stakeholders may feel indifferent to IT security 

because they are only partly provided with adequate information about the role and impact of IT 

security to the SAV IT infrastructure and audit activities. The SAV auditors have not appreciated 

the significance of English language and computing and training programs. In order to 

implement the change, it is necessary to obtain strong support and cooperation from the SAV 

and other relevant organizations.  

While information dissemination towards the change may facilitate the SAV in removing 

personal issues in relation to the change, the means of communications of the SAV have not met 

the requirements of the change. Stakeholders feel afraid and lack confidence in the 

implementation of the change. The change may be impacted by personal issues such as 

stakeholders’ inadequate awareness to the change, the effect on their personality and habits, the 

worry of impacted power and interest, personal inertia, bad impressions to change and tensions 

in work and life. In addition, weak human resources quality of the SAV poses difficulties and 

challenges for the change management process. Leadership plays an important role in solving 

difficulties and challenges arising from the change. Thus, in order solve the above difficulties 

and challenges, it is necessary to improve the leadership of change leaders. 

Theme 2: The SAV culture in relation to the change 

The SAV culture has been formed by generations of SAV staff members and involves 

various values and beliefs and there have a strong influence on the SAV staff members and the 

change. The research findings reveal that the change management process may face various 

cultural differences arising from the working style, conception of time, work and life balance, 

auditing methodology and audit system between the SAV and Australian Government audit 

offices. These cultural differences impact the implementation of the Australian Government 

audit process. Although the SAV culture needs to be changed to implement the Australian 

Government audit process, changing the SAV culture is considered as the biggest challenge of 

the change and it is time-consuming and requires the stakeholder continual efforts.   

Theme 3: Application of technology to the SAV activities in relation to the change 

One of the significant challenges that the change faces is that its infrastructure has not 

met the requirements of the change. The SAV lacks qualified IT security, network security 

and network management software programs. As well, the SAV has not had specialized audit 

software programs. In addition, the change may face IT security issues such as inappropriate 

IT policies, hackers, low capacity of IT staff, IT security risks due to hackers, the SAV staff 
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members, incompatible or out-of-date IT security software. The SAV lacks computers, 

servers and IT devices for networks, data storing systems and other specialized systems, 

especially laptops for the SAV auditors. Moreover, the SAV has not emphasized the 

significance of IT security in the development of the SAV. Furthermore, the SAV database 

system and network management are underdeveloped. Finally, the SAV lacks IT human 

resources, especially high-quality IT staff, and has not developed appropriate and effective 

IT training programs for its IT staff. 

Theme 4: Mobilization of financial resources for the change 

In order to implement the change, the SAV needs to improve and build the current 

headquarters of the SAV and purchase facilities and equipment. The implementation of the 

change requires huge costs that need to be thoroughly considered. In addition, improving SAV 

human resources quality will involve various costs such as costs for developing curriculum, 

training, teaching materials, workshops and other relevant costs. Moreover, improving the SAV 

legal framework requires costs for studying and establishing legal documents, mechanisms and 

policies, organizing conferences and seminars, and information dissemination. Other costs such 

as costs for international cooperation, time cost and opportunity cost should also be considered in 

the change management process. 

Theme 5: Obstacles to change arising from limitations and weaknesses in the SAV 

auditor human resources 

Many participants noted that stakeholders may be afraid that they lack the necessary 

knowledge and skills to perform to the Australian Government audit process. The SAV human 

resources quality is relatively weak. The SAV auditors have insufficient understanding of the 

role of the SAV auditing standards. Multiple participants acknowledged that they have not 

sufficient knowledge to implement international auditing standards. When conducting audit 

engagements, their judgements are based on their own experience and understanding. In 

addition, most of the SAV auditors have limited skills in the English language and computing. 

These weaknesses prevent stakeholders from approaching, studying and practicing international 

auditing standards.  

Theme 6: Obstacles to change arising from limitations and weaknesses in the SAV 

auditor training  

The SAV training programs have not attracted the attention of the SAV staff members; 

some of them do not want to spend their time and efforts studying these programs. In addition, 

the SAV training programs have not met SAV auditors’ demand and or in other words these 

training programs have not provided the necessary knowledge and skills for SAV auditors. 

Further to that, the SAV lacks training programs specializing in IT, IT audits and application of 

IT to auditing. The SAV training programs have not met international quality standards of 

auditing training, or have been appropriately and methodically organized, based only on theory 

and lack of a practical user experience. Furthermore, knowledge and skills about performance 
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and IT audits have not been developed in the SAV training programs. Finally, the SAV lacks 

lecturers, experienced lecturers and teaching materials for its training programs.  

Theme 7: The SAV organisational and operational model in relation to the change 

The change may face legal incompatibility between mechanisms, policies, regulations and 

legal documents and SAV copyright law and those of Australian Government audit offices. 

While electronic documents, signatures and evidence need to be implemented in the change, 

their lawfulness, reasonableness and validity have not been recognized as part of the SAV law. 

There are inappropriateness, inconsistency and insufficiency in SAV audit standards, procedures, 

methodologies, processes and legal documents and lack of consistency and synchronization 

among some SAV legal documents and relevant organizations. In addition, the Constitution of 

the Socialist Republic of Vietnam has not fully recognized the legal status of the SAV and SAV 

Auditor General. Thus, in order implement the change, the SAV needs to improve its legal 

framework. However, improving the SAV legal framework requires the SAV to obtain a high 

degree of unanimity and cooperation from relevant organizations. 

5. Conclusion  

Conclusion 

The current audit process of the SAV is inadequate in several ways. This may have a 

negative influence on the quality and effectiveness of the current performance of the SAV. 

Changing the SAV audit process is thus a strategy that has the potential to contribute 

significantly to the SAV development. The research was looking to identify issues in the change 

management processes required for the SAV to introduce Australian Government audit 

processes. 

To change the SAV audit process, the study has employed a combination of document 

reviews and semi-structured in-depth individual interviews. In the study, 30 individual 

interviews were conducted for two groups of stakeholders (auditors and managers of the SAV at 

the headquarters of the SAV in Hanoi City, the capital of Vietnam). The research data collected 

by semi-structured in-depth individual interviews was analyzed using Thematic Content 

Analysis. The research findings synthesized by outcomes of the interview analysis identified key 

issues in the change management process. These issues involved stakeholders awareness, their 

emotions, personality, habits, power and interests and the SAV culture. It also included IT 

infrastructure, legal framework, human resources and training, costs for the change and 

necessary co-operation. 

Implications and limitations 

The first implication of the research is that the SAV should enhance the information 

dissemination of the change and provide timely, adequate and reliable information about the 

change to all stakeholders in order to dispel their worries and misunderstandings about the 

change. It is noted that the change will be effectively implemented if it is developed with a clear 

vision and supported by change leaders having strong leadership. In addition, the SAV should 
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focus on improving its infrastructure, auditor human resources, auditor training quality and legal 

framework in order to meet with requirements of its development and change. Embedding 

changes into the SAV culture should be employed in order to ensure changes to become an 

integral part of the SAV.  

However, the research also has several limitations. First, the research did not include 

quantitative methodologies. Both semi-structured in-depth individual interviews and document 

review, which are data collection methodologies of the study, are qualitative methodologies. 

Second, the context of the research is only limited to the headquarters of the SAV in Hanoi City, 

Vietnam. Third, there is a relatively small number of auditors and managers of the SAV 

participating in the study. Fourth, the issues arising from the analysis of the interview data 

involves a wide range of disciplines. The context that the document review focused on is the 

SAV. Fifth, while there are numerous issues needing to be discussed, timing of interviewing, 

which is restricted, impacts on the quality of interviews. Finally, although respondents 

acknowledged that anonymity and confidentiality was guaranteed, the researcher feels that 

several respondents seemed to avoid straight criticism and discussion about sensitive issues such 

as political and cultural issues. This might be due to the influence of occupational cautiousness 

or the personal character of these respondents. 

Contributions of the research  

The research outcomes might be applied in the SAV and provide a useful change 

management model for audit organizations of Vietnam.  These research outcomes can be used to 

develop an effective audit process for the SAV that will comply with strong international 

standards on auditing in order to enhance the economic efficiency of Vietnamese government 

expenditure and, in turn, to contribute to building a just, democratic, equitable and civilized 

society.  

The outcomes of the research will be beneficial for participants for several reasons. 

Developing an effective audit process for the SAV will enhance the effectiveness and quality of 

the participants work and minimize problems caused by its current audit processes that are 

incompatible with the requirements of the audit operations such as errors or repetition 

procedures. In addition, the audit process improvement of the SAV will enable the SAV to 

reduce the cycle time, to improve the empowerment of the employees and to facilitate the 

implementation of audit engagements by following appropriate and effective steps, phases, 

procedures and methodology of the audit process. This will increase the job satisfaction and 

productivity of the participants. As a result, all these might help the participants to increase the 

opportunities of promotion and to obtain an increase in salary.   

The research topic involves a variety of different disciplines such as audit, human 

relations, culture, law, and technology and government policy. These disciplines are all 

significant for determining what solutions may be required for the specific problem of the 

research topic. Through conducting the research, the researcher was acquired useful knowledge 

and experience of various disciplines. 
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Suggestions for future study  

The outcomes of the research suggest a wide range of issues needing to be further studied 

by the researcher or other researchers. The issues can be described as follows: 

• The research refers to the required improvements for the SAV IT and auditor human 

resources quality. Evaluating and improving the SAV human resources quality may be an 

important study;  

• The research indicates limitations and weaknesses in the SAV legal framework. Thus, in 

order to facilitate the development of the SAV, further studies for improving the SAV legal 

framework should be conducted; 

• Research findings noted that the SAV IT infrastructure and the application of IT to 

auditing have been underdeveloped. In turn, these impact on the development of the SAV. 

Improvements in SAV IT infrastructure and application of IT to auditing, which are becoming 

important issues for the SAV, should be further studied in future research; 

• Embedding changes into the SAV culture requires the SAV to conduct further studies 

about the SAV culture;  

• The research indicated that developing IT audits and performance audits in the SAV has 

inherent limitations and weaknesses that need to be improved in order to keep pace with the 

development of the State Audit Office of Vietnam. Building strong IT and performance audit 

models in the SAV may be a suggestion for future studies. 

 

APPENDIX 

Appendix 1: Indicative questions - one based on each of the evaluative framework issues 

1. What do you consider would be the major challenges in shifting the audit process of the SAV to align with the Australian 
Government audit process? 

2. What kinds of the personal difficulties might be achieving involved in this change to the Australian Government audit 
process? 

3. Do you believe the SAV culture would need to change to achieve the Australian Government audit process? Why or why 
not? 

4. Do you believe the technology is in place within the SAV to accommodate the Australian Government audit process? What 
needs to change? 

5. What do you think the costs of implementing the change would be? 

6. Do you believe you have sufficient knowledge to implement the Australian Government audit process? Why or why not? 

7. What do you think the Government should do with regard to legislation to facilitate the implementation of the Australian 
Government audit process? 

8. What kind of person do you think could best lead the implementation of the Australian Government audit process? 

9. Do you have other relevant comments or contributions to the research? 
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Appendix 2: The major issues identifying the evaluative framework mapped  

against the nine in-depth interview questions 

Major Issues Number of questions 

Technology   

Software 4 

Hardware 4 

Security 4 

IT staff 4 

People  

Psychological barriers to change 2 

Cultural barriers to change 3 

Knowledge and training  6 

Power and vested interest 2 

Government politics 7 

Leadership 8 

Costs  

IT cost 5 

Human resources cost 5 

Training cost 5 

Time and opportunity 5 

Other relevant comments or contributions to the research 1 and 9 

 

Appendix 3: Characteristics of participants 

Characteristic Number of Participants 

SAV experience   

<3 years 3 

3-6 years 4 

Years 15 

> 9 years 8 

Qualification  

Doctorate 2 

Master 20 

Bachelor  8 

Audit Speciality  

Finance 4 

Economics  11 

Banking 3 

Civil construction 7 

Engineer 2 

Others 3 

Position   

Manager 10 

Auditor 20 



37 

REFERENCES 
 

ANAO [Australian National Audit Office] (2018), ANAO Risk Management Framework 

2017-18, Canberra, AU: Author. 

Anderson, V. 2009, Research Methods in Human Resource Management, (2nd ed.), 

London, UK: Chartered Institute of Personnel and Development.  

Andriopoulos, C. and Dawson, P. (2014), Managing Change, Creativity & Innovation, 

(2nd ed.), London, UK: Sage. 

Arens, A.A., Best, P.J., Shailer, G.E.P., Fiedler, B.A., Elder, R. and Beasley, M. (2017), 

Auditing, Assurance Services & Ethics in Australia: An integrated approach, (10th ed.), 

Melbourne, AU: Pearson. 

Asare, S.K., Wright, A. and Zimbelman, M.F. (2015), ‘Challenges Facing Auditors in 

Detecting Financial Statement Fraud: Insights from Fraud Investigations’, Journal of Forensic 

and Investigative Accounting, 7(2), 63-112. 

AUASB [Australian Auditing and Assurance Standards Board] (2017a), Auditing Standard 

ASA 240: the auditor’s responsibility to consider fraud in an audit of financial report, 

Melbourne, AU: Author. 

AUASB [Australian Auditing and Assurance Standards Board] (2017b), Auditing Standard 

ASA 450: Evaluation of Misstatements Identified during the audit, Melbourne, AU: Author. 

AUASB [Australian Auditing and Assurance Standards Board] (2017c), Auditing Standard 

ASA 800: Special Considerations - Audits of Financial Reports Prepared in Accordance with 

Special Purpose Frameworks, Melbourne, AU: Author. 

AUASB [Australian Auditing and Assurance Standards Board] (2018), Australian Auditing 

Standards, Melbourne, AU: Author. 

ASD [Australian Signals Directorate] (2017), Australian Government Information Security 

Manual: Controls, Canberra, AU: Author. 

Ben-Eli, M.U. (2008), ‘Why is managing change difficult? Organisational Renewal and the 

Cybernetics of Effective Enterprise’, International Journal of Applied Systemic Studies, 2 (1-2), 

146 – 158. 

Berg, B.L. and Lune, H. (2014), Qualitative Research Methods for the Social Sciences, 

(8th ed.), Pearson, London, UK. 

Black, J.S. and Gregersen, H. (2014), It Starts with One: Changing Individuals Changes 

Organizations, (3rd ed.), Upper Saddle River, NJ: Pearson.  

Bridges, W. and Bridges, S. (2016), Managing Transitions: Making the most of change, 

Boston, MA: Da Capo Lifelong. 



38 

Burnard, P., Gill, P., Stewart, K., Treasure, E. and Chadwick, B. (2008), ‘Analysing and 

presenting qualitative data’, British Dental Journal, 204(8), 429-432. 

Cameron, E. and Green, M. (2015), Making Sense of Change Management: A Complete 

Guide to the Models, Tools and Techniques of Organizational Change, (4th ed.), London, UK: 

Kogan Page. 

Cran, C. (2016), The Art of Change Leadership: Driving Transformation in a Fast-Paced 

World, Hoboken, NJ: Wiley & Sons. 

EUROSAI [European Organization of Supreme Audit Institutions] (2016), EUROSAI 

Innovations: Volume III, Madrid, SP: Author. 

Flick, U. (2014), An introduction to Qualitative research, (5th ed.), London, UK: Sage. 

GAO [United States General Accounting Office] (1997), Business Process Reengineering 

Assessment Guide. Washington, DC: Author. 

GAO [United States Government Accountability Office] (2017), Federal Information 

Security:    weaknesses Continue to Indicate Need for Effective Implementation of Policies and 

Practices, Washington, DC: Author. 

GAO [United States Government Accountability Office] (2018), Fiscal Year 2019 

Performance Plan, Washington, DC: Author. 

Glynn, K. and Ben, B. (2017), Australian Audit Manual and Toolkit 2017: Small and 

Medium Sized Entities, (7th ed.), New South Wales, AU: Thomson Reuters (Professional) 

Australia Limited. 

Have, S., Have, W., Huijsmans, A.B. and Otto, M. (2017), Reconsidering Change 

Management: Applying Evidence-Based Insights in Change Management Practice, New York, 

NY: Routledge. 

Hayes, J. (2018), The Theory and Practice of Change Management, (5th ed.), London, UK: 

Palgrave. 

Hiatt, J.M. and Creasey, T.J. (2012), Change Management: The People Side of Change, 

Loveland, CO: Prosci. 

Higgins, S., Xiao, Z. and Katsipataki, M. (2012), The Impact of Digital Technology on 

Learning: A Summary for the Education Endowment Foundation, Durham, UK: Durham 

University. 

Hougaard, R. and Carter, J. (2018), The Mind of the Leader: How to Lead Yourself, Your 

People, and Your Organization for Extraordinary Results, Boston, MA: Harvard Business School 

Publishing. 

Hossain, M., Momin, M.A. and Leo, S. (2012), ‘Internet Financial Reporting and 

Disclosure by Listed Companies: Further Evidence from an Emerging Country’, Corporate 

Ownership & Control, 9(4), 351-366. 



39 

Hughes, M. (2016a), ‘Leading changes: Why transformation explanations fail’, 

Leadership, 12 (4), 449-469. 

Hughes, M. (2016b), The Leadership of Organizational Change, New York, NY: 

Routledge. 

Kotter, J.P. (2012), Leading Change, Boston, MA: Havard Business Review Press. 

Kotter, J.P and Cohen, D.S. (2012), The Heart of Change: Real-Life Stories of How People 

Change Their Organizations, Boston, MA: Havard Business School Publishing. 

Kurose, J.F. and Ross, K.W. (2013), Computer Networking: A Top-Down Approach, (6 th 

ed.), Upper Saddle River, NJ: Pearson. 

Lawrence, A. (2012), ‘Electronic Documents in A Print World: Grey Literature and the 

Internet’, Media International Australia, 143(1), 122-131.  

Ljaz, S. and Vitalis, A. (2011), ‘Resistance to Organizational Change: Putting the Jigsaw 

Together’, International Review of Business Research Papers, 7(3), 112-121.  

Lientz, B.P. and Rea, K.P. (2011), Breakthrough IT Change Management: How to Get 

Enduring Change Results (1st ed), New York, NY: Routledge. 

Lombardi, D., Bloch, R. and Vasarhelyi, M. (2014), ‘The Future of Audit’, Journal of 

Information Systems and Technology Management, 11(1), 21-32. 

Lunenburg, F.C. (2010), ‘Approaches to Managing Organizational Change’, International 

Journal of Scholarly. Academic Intellectual Diversity, 12(1), 1-10. 

Mack, N., Woodsong, C., MacQueen, K.M., Guest, G. and Namey, E. (2005), Qualitative 

Research Methods: A Data Collector's Field Guide, Research Triangle Park, NC: Family Health 

International. 

Marshall, C. and Rossman, G.B. 2016, Designing qualitative research, Thousand Oaks, 

CA: Sage. 

Masrek, M.N., Karim, N.S.A. and Hussein, R. (2007), ‘Antecedents and Impact of Intranet 

Utilization: A Conceptual Framework’, Journal of Information Technology Impact, 7(3),  

213-226. 

Moeller, R. (2010), IT Audit, Control and Security, Hoboken, NJ: John Willey & Sons. 

Mueller-Hanson, R.A. and Pulakos, E.D. (2018), Transforming Performing Management to 

Drive Performance: An Evidence-based Roadmap, New York, NY: Routledge. 

Mustapha, M. and Lai, S.J. (2017), ‘Information Technology in Audit Processes: An 

Empirical Evidence from Malaysian Audit Firms’, International Review of Management and 

Marketing, 7(2), 53-59. 

Myers, P., Hulks, S. and Wiggins, L. (2012), Organizational Change: Perspectives on 

Theory and Practice, Hampshire, UK: Ashford. 



40 

NAO [United Kingdom National Audit Office] (2016), NAO strategy 2017-18 to 2019-20, 

London, UK: Author. 

NASRV [National Assembly of the Socialist Republic of Vietnam] (2015), The State Audit 

Law 2015 of Vietnam, Hanoi, VN: Author. 

NCSC [United Kingdom Government's National Cyber Security Centre] (2016), Common 

Cyber Attacks: Reducing The Impact, London, UK: Author. 

Neuman, W.L. 2014, Social Research Methods: Qualitative and Quantitative Approaches, 

(8th ed.), Boston, MA: Pearson. 

Newell, R. and Burnard, P. (2011), Research for Evidence-Based Practice in Healthcare, 

(2nd ed.), Oxford, UK: Wiley-Blackwell. 

Nicoll, P. (2016), Audit in a Democracy: The Australian Model of Public Sector Audit 

And Its Application to Emerging Markets, London, UK: Routledge. 

Patterson, D.A. and Hennessy, J.L. (2018), Computer Organization and Design: The 

Hardware/Software Interface, Cambridge, MA: Morgan Kaufmann. 

Pieterse, J.H., Caniels, M.C.J. and Homan, T. (2012), ‘Professional discourses and 

resistance to change’, Journal of Organizational Change Management, 25(6), 798-818. 

Punch, K.F. (2005), Introduction to Social Research: Quantitative and Qualitative 

Approaches, (2nd ed.), London, UK: Sage. 

Sah, N.K. (2016), ‘Leveraging Technology for enhancing Public Audit’, Asian Journal of 

Government Audit, October 2016, pp. 10-18. 

Samah, A.A. and Kamaruzaman, J.H. 2008, ‘Managing Change with Integrity in 

Malaysian Institution of higher Education’, Asian Social Science, 4(5), 22-26.  

SAV [State Audit Office of Vietnam] (2013), The action plan to implement “the SAV’s 

development strategy for the period 2013 – 2017”, Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2014), The Master Plan for IT Development of the 

SAV in the period 2015-2020, Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2016a), The Auditing Process of the State Audit 

Office of Vietnam, Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2016b), The Auditing Quality Control Regulations 

of the State Audit Office of Vietnam, Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2016c), The Decentralization of SAV Human 

Resource Management, Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2016d), The Examination Regulations of the SAV, 

Hanoi, VN: Author. 



41 

SAV [State Audit Office of Vietnam] (2016e), The Regulations on training of the SAV, 

Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2016f), The SAV Auditing Standards, Hanoi, VN: 

Author. 

SAV [State Audit Office of Vietnam] (2016g), The SAV Training Framework for Auditing 

Skills in the Fields of State Budget, State-Owned Enterprises, Construction Projects, Financial 

Institutions and Banks, Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2017a), The Audit Process for financial institutions 

and banks, Hanoi, VN: Author.  

SAV [State Audit Office of Vietnam] (2017b), The Audit Process for state-owned 

enterprises, Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2017c), The Audit Process for Construction 

Projects, Author, Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2017d), The Audit Process for Targeted National 

Programs, Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2017e), The Audit Process for the State Budget, 

Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2017f), The Regulations on the Management and 

Utilization of SAV’s Document and Job Management Software Programs, Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2017g), The SAV implements the adjustment of the 

auditing activities to avoid overlapping or duplication, Hanoi, VN: Author. 

SAV [State Audit Office of Vietnam] (2018a), Strengthening the application and 

development of information technology to SAV activities in the period 2015-2020, Hanoi, VN: 

Author. 

SAV [State Audit Office of Vietnam] (2018b), The Directive on strengthening application 

of technology to SAV activities, Hanoi, VN: Author. 

Senior, B. and Swailes, S. (2016), Organizational Change, (5th ed.), New York, NY: 

Pearson. 

Sharma, R, Yetton, P.W. and Zmud, R.W. (2008), ‘Implementation costs of IS-enabled 

organisational change’, Information and Organization, 18(2), 73-100. 

Spector, B. (2013), Implementing Organizational Change: Theory into Practice, (3rd ed.), 

Boston, MA: Pearson. 

Stair, R.M. and Reynolds, G.W. (2016), Fundamentals of Information Systems, (8th ed.), 

Boston, MA: Cengage Learning. 



42 

Strauss, A. and Corbin, J. (2015), Basics of Qualitative Research: Techniques and 

Procedures for Developing Grounded Theory, (4th ed.), Thousand Oaks, CA: Sage. 

Thomas, G. (2018), Communication for Change Management: Mastering Communication 

to Architect Change, Port of Spain, TT: Leadership First Publishing. 

Treasury of Australian Government. (2010), Audit quality in Australia: Strategic Review. 

Canberra, AU: Author. 

Turner, L., Weickgenannt, A.B. and Copeland, M.K. (2016), Accounting Information 

Systems: Controls and Processes, (3rd ed.), Hoboken, NJ: Wiley. 

Whitman, M.E. and Mattord, H.J. (2016), Principles of Information Security, Boston, MA: 

Cengage Learning. 



43 

b2-s1 

 

THE ADOPTION  OF TARGET COSTING IN A VIETNAMESE 

MANUFACTURING ENTERPRISE 

Nguyen Thi Phuong Dung 
University of Economics and Business-Vietnam  

National University, Hanoi, Vietnam  
dungntp@vnu.edu.vn/phuongdung2311@gmail.com 

Pham Thi Thanh Hien 
University of Economics and Business, Vietnam  

National University, Hanoi, Vietnam 
thanhhienpham968@gmail.com 

 

 

Abstract: Target costing is considered as a modern management accounting technique 

which has been adopted widely and successfully in many enterprises around the world. Target 

costing starts with a market price and a planned profit margin for a product and establishes an 

allowable cost for the product. Numerous studies have analyzed the successful adoption of target 

costing in many manufacturing enterprises around the world. However, there is a severe lack of 

research in Vietnam on the application of target costing in Vietnamese companies. Therefore, the 

objective of this article is to analyze the adoption experiences of target costing in a Vietnamese 

manufacturing enterprise to fill in this lack as well as recommend some suggestions for 

Vietnamese enterprises to apply target costing successfully. 

Keywords: target costing, adoption, manufacturing, Vietnamese, company. 

 

1. Introduction 

Vietnam has joined many international economic organizations and bilateral and 

multilateral free trade agreements such as Asia Pacific Economic Cooperation (APEC in 1998) 

World Trade Organization (WTO in 2007), FTAs with Japan, Korea, Eurasian Economic Union 

(EEU) and so on. Vietnamese economy has been integrated deeper and wider into the world 

economy. The world economy integration brings to Vietnamese enterprises not only 

opportunities but also challenges. Vietnamese manufacturing enterprises must cope with the 

severe competition from enterprises around the world. The goal of producing products with high 

quality at suitable prices which customers are willing to buy has become vital and exigent to the 

Vietnamese manufacturing enterprises. 

Traditional or cost-plus costing has been adopted widely in many Vietnamese businesses 

for decades. Using traditional costing, enterprises tend to underestimate costs and overestimate 

profits, leading to wasteful spending and unprofitable products. Traditional costing is also 
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criticized for inefficiency because it cannot help enterprises produce products at the price which 

customers want. 

Target costing (TC) was developed in the 1960s by Toyota. Target costing has been widely 

adopted in many countries in the world such as IKEA (Sweden), Chrysler and Ford automobile 

manufaturing, Boeing aerospace company (the U.S), Tata Motors (India) (Lin et al., 2005). 

Target costing starts with a market price and a planned profit margin for a product and 

establishes an allowable cost for the product. Numerous studies have analyzed the successful 

adoption of target costing in many manufacturing enterprises around the world.  

At present, there is a severe lack of research on the content and adoption experiences of 

target costing in Vietnamese enterprises. This study pursues to fill in this gap by analyzing a case 

study of applying target costing in a Vietnamese manufacturing company to help other 

Vietnamese companies to apply target costing successfully.  

This article includes the following content (i) Overview of target costing, (ii) A Case study 

of adopting Target costing for Company X (iii) Suggestions for adopting target costing in 

Vietnamese manufacturing enterprises 

2. Theoretical framework of target costing 

Moden and Hamada (1991) defined Target costing as “the system to support the cost 

reduction process in the developing and designing phase of an entirely new model, a full model 

change or a minor model change. They supposed that target costing has the following properties: 

(i) TC is applied in the developing and designing stage and it is different from the standard 

cost control system which is applied  in the production stage. 

(ii) TC is not a management method for cost control in a tradional sense, but it is one 

which intends to reduce costs 

(iii) In the TC process, many methods of management science are used, because the 

managerial objects of TC include the techniques of development and product design 

(iv) The cooperation of many deparments is needed in the execution of TC 

(v) TC is more suitable in the multiproduct-small production run firm than in the few 

product-range production run firm.  

Monden and Hamada (1991) also considered that TC must be closely connected with 

corporate profit planning. For example, a company can develop products whose sales prices 

greatly exceed their high costs because of their high quality. In other case,  a company focuses 

only on costs, there may be a blas against high cost/high profit products. By connecting TC and 

profit planning, such a blas can be prevented and it makes employees understand the fact that a 

company’s ultimate goal is not cost reduction but higher profits. 

Tanaka (1993) supposed that “Cost estimation plays a role in target costing, but the two 

differ in several ways. Estimating cost is not the only goal. Rather, target costing is used to bring 
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the target cost and the estimated cost into line by better specification and design of the product. 

The ultimate goal is to enable a product to attain profit targets throughout its market life.”  

Ansari et al (2006) figured out a comprehensivee definition of the target costing which 

comes from the Consortium for Advanced Manufacturing International(CAM-I): Target costing 

is a system of profit planning and cost management, market price led, customer focused, design 

centered and cross functional. Target costing initiates cost management at the earliest stages of 

product development and apply it throughout the product life cycle by actively involving the 

entire value chain. 

The CAM-I definition contains six key ideas that provide the conceptual foundations for 

target costing. Each of these six characteristics is explained below. 

(i) Price led costing means that target costs are established by first determining a 

competitive market price and then subtracting the required profit margin from it. This is 

summarized in the equation: 

Target Cost = Target Price – Target Margin 

( Ansari et al. 2006) 

 (ii) Customer focus means that customer requirements about product quality, price, and 

timeliness determine cost analysis. Companies have to understand what quality features and 

timeliness customers expect at a given market price and what competition might do to respond to 

a company's product offerings. The target cost must not only yield the target profit but also allow 

the manufacturer to match competitive product dimensions. The target cost cannot be attained 

by sacrificing all the features that customers want, lowering the performance or reliability 

of the product, or delaying the introduction of its in the marketplace. 

(iii) Design of product and processes nis the key to cost reduction efforts. Target costing 

required design products and their manufacturing and delivery processes simultaneously. Target 

costing focuses on product design because most costs, nearly 70-80 percent, are committed at the 

design stage, while only 10-20 percent of the costs are incurred at this stage.  

(iv) Cross-functional product teams with members representing design and manufacturing 

engineering, sales and marketing, material procurement, cost accounting, service, and support 

typically are jointly responsible for attaining target costs. The teams also include outside 

participants such as suppliers, customers, dealers, and recyclers. The teams are responsible for a 

product from initial concept through production.  

(v) Life cycle costing considers all costs of owning a product over its life, such as purchase 

price, operating costs, maintenance and repairs, and disposition costs.  

(vi) Value chain members such as suppliers, dealers, and service and support personnel are 

part of the target costing process and help to focus cost reduction efforts throughout the value 

chain. Target costing plays an active and collaborative relationship in cost-reduction techniques 

are shared by all members in the cross-functional team.  
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These six characteristics distinguish target costing from traditional costing systems. 

Traditional costing systems typically start with costs and then add a profit margin to obtain a 

market price. If the market is unwilling to pay the price, the firm tries to find cost reductions. 

Target costing starts with a market price and a planned profit margin for a product and 

establishes an allowable cost for the product. Product and process design are used to reduce 

product cost, so it is equal to this allowable cost. 

3. Research methodology 

Case study is a typical method which is used in social sciences. In management accounting 

and business management more generally, case studies are widely used to understand the nature 

of accounting practices in specific enterprises. Therefore, we use case study as the main research 

method to research how to apply target costing in the case of Company X.  

Case study is a compilation of data and information from many aspects of the enterprises, 

such as finance, personnel, marketing, information technology, R&D departments. The 

information is gathered from a variety of sources and by using different methods like 

observations, interviews, and analysis.  

To study the details of applying target costing in the Company X, case study is the most 

suitable method. The research team proposed the procedure to apply case study method in the 

situation of the Company X. We use observations and in depth-interviews to collect necessary 

datas of accounting system, costing and pricing system, and manufacturing system of the 

Company X. The datas are in both qualitative and quantitative forms. A good case study should 

make clear which information is factual description and which is an inference or the opinion of 

the researcher. 

During from January to March 2018, the in-depth interviews with board of management, 

chief accountant, accountants, manufacturing supervisors, engineers and various employees were 

used as an extremely effective method to obtain information about how to apply target costing in 

Company X. Also, the research team collected and analyzed data from the Company X's 

financial statements, accounting documents, engineering documents in the period 2014-2017. At 

the same time, the research team conducted direct observations and in-depth interviews with 

many departments to propose the target costing procedure for the fire hydrant product. After that, 

further analysis and meetings are organized to determine the specific schedule for applying TC 

in the company.   

4. A Case study of adopting Target costing for Company X 

4.1 General information of Company X 

Company X is a financial autonomous company under the General Administration of 

Defense of Vietnam. The company specializes in designing, manufacturing and producing 

various economic products and equipments for the civil service and the military.  

In recent years, the company's annual growth rate reached 11% - 14%; The profit/state 

capital ratio reached 15.9% per year; Profit / turnover is over 10%. In particular, in the year if 
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2013 in compare with 2004: company’s turnover increased 9.72 times, state budget increased 8.4 

times, productivity increased nearly 9 times, average income of workers increased more than 8 

times. In 2013, the average salary is over 11 million VND / person / month. The company has 

established and confirmed it brand status in the domestic and international market. 

From the beginning, Company X has been serving nearly 2,000 domestic and foreign 

customers operating in fields such as mechanical engineering, mining, firefight ... 

The company's mechanical, chemical and industrial explosive products are manufactured 

on automatic, modern, hi-tech equipment with high quality, reliable and totally enable to replace 

with imported products of the same type.  

Unit: Million VND 

 

Table 1: Financial results of Company X during 2014-2016 

Sources: Accounting Department of Company X 

As of March 2018, Company X had recuited total 865 employees. 121 people among them 

are employees of Enterprise Management (accounting for 14% of the total number of 

employees). All of the employees are well-trained, have professional competence, due care, and 

professional behaviour. 100% of the working population are in working age (15-60 years for 

men and 15-55 years for women). 100% of trained laborers or professional training, capable of 

mastering new technologies. A well-managed, competitive corporate management team that is 

competitive in regional markets. However, the skill level of workers is not high, the level of 

knowledge of law is limited, the ability of foreign language is still poor. The majority of trained 

laborers focus only on hard training and professional skills, not paying much attention to 

comprehensive training. 

Traditional costing is applied according to the method of regular declaration. The objective 

of the the production cost accounting and product evaluation is to properly, adequately and 

appropriately generate production costs associated with the product produced in the business 
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period. At company X, production cost is collected according to different orders, the accounting 

form applied is the voucher journal. Currently, Company X is applying the product evaluation 

according to norms.  

After gathering the actual cost to calculate the value, the Board of Directors of Company X 

(including the Management Board and related department representatives) conducts a meeting to 

determine the selling price. Normally, the desired return for a product will range from 5% to 

15% depending on the competitive external factors in the market. Specifically, for fire hydrant 

products is currently 5%.  

The traditional method of calculating prices and determining the selling prices according to 

the norms that Company X is applying will be seriously affected if there are market fluctuations 

in raw material prices and other original inputs. In particular, when the price of competitors 

change, the risk of loss of market share is very large. Therefore, the research team combined 

with a company team to develop target costing for the company. The following part of this 

article will illustrate the application of target costing for the fire hydrant product, one of the 

major products of Company X. 

4.2. Introduction of the fire hydrant product 

  

Figure 1: The design of the fire hydrant product  

(Source: R&D department of Company X) 

As shown in Figure 1, The old fire hydrant using sandstone molding, consisting of several 

stages linked closely together. Each department (department, workshop, production group ...) is 

responsible for each stage. The price of fire hydrant - old product of Company X at the end of 

2016 is 8,200,000 VND. 
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Table 2: The information of an old fire hydrant product  

Unit: VND 

Price Weight (kg) Weight embryo (kg) Processing time (h) Profit Cost 

8,200,000 >190kg 283.92kg 169.56 5% 7,790,000 

As shown in Table 2, the cost to produce a unit of finished Fire hydrant is 7,790,000 VND. 

In particular, the cost of materials and materials is 4,565,059 and the cost of agricultural 

production is 2,842,375 VND. Other expenses such as tools, depreciation etc. are negligible. 

The processing time of each product part is 4158 minutes, equivalent to 69.3 hours; The 

total process time is 169.56 hours. It takes up to 100.26 hours to complete the assembly process, 

paint processing, packaging and quality inspection products, turn the stage. In addition, 

according to the fact when machining the old cylinder, cast iron castings have to cast back many 

times. Surface of castings is not beautiful, take more time to matis or modify the surface 

(grinding, filing, ...) 

4.3. Adopting target costing for the fire hydrant product of the Company X 

Phase 1: Market research, evaluation of competitive products 

According to the engineers of Company X, most of the Chinese cyclinder have thin, light 

structure, quality is not guaranteed by firefight standards. This cylinder has a service life of less 

than 2 years and is only formal. 

On the other hand, fire hydrynt product are manufactured by companies under the General 

Department of Defense Industry (Mai Dong Joint Stock Company, Mechanical Factory No.83,...) 

which ensured technical specifications according to standards and fire prevention regulations. It 

prestige and installed according to the State's planning, long time use and good quality. 

The fire hydrants manufactured by Mai Dong Joint Stock Company, or Mechanical Plant 

83, have the same characteristics as the Company X's head. And competable in the market, the 

research should reduce the price of products to less than or equal to 6,200,000 VND (selling 

price of the fire department by Mai Dong Corporation). 

Phase 2: Research on customer demand for fire hydrant products 

According to the interview with the Planning and Business Officer, Company X, the author 

summarized the customer's assessment of the importance of the characteristics of using a fire 

hydrant. Includes pressure-resistant, guarantee and product design. Customers evaluate these 

characteristics by five levels: 1. Not at all important - 2. Not important - 3. Average - 4. 

Important 5. Very important. Specific assessment of customers on the characteristics of the fire 

hydrant products as follows: 

Table 3: The customer's assessment of the importance  

of the characteristics of a fire hydrant 

 Feature Importance to Customer 

1 Pressure-resistant 5 

2 Certainty 5 

3 Design 2 

Source: Calculated by the research team 
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Phase 3: Design and identify the importance of product characteristics to customers 

Based on a summary of the customer's assessment of the importance of the fire-brigade 

product features, and the composition of the product, the group have calculated to rank the 

critical importance of the product structure. Detailed ranking results are as follows: 

Table 4: The detailed ranks of the importance of the characteristics of a fire hydrant 

Feature 
Importance to 
Customer (a) 

Component 
% Contribution to 

feature (b) 

Customer’s 
importance ranking 

((a/12) *b 

 

 

Pressure-resistant 

 

 

5 

Top bed 25% 10.42% 

Bottom bed 20% 8.33% 

Cradle 20% 8.33% 

Middle body 5% 2.08% 

Wing of cap 2% 0.83% 

Hose cap 3% 1.25% 

Nozzle insert 5% 2.08% 

Nozzle gasket 10% 4.17% 

Hose cap holder 10% 4.17% 

Certainty 5 

Big Hydrant disc holder 25% 10.42% 

Smaill Hydrant disc holder 25% 10.42% 

Hydrant stem 12.5% 5.21% 

Valve shaft 12.5% 5.21% 

Rivet 12.5% 5.21% 

(Washers, nuts, bolts ...) 12.5% 5.21% 

Design 2 

Chain ring 20% 3.33% 

Chain 20% 3.33% 

Chain link 20% 3.33% 

Paint color 30% 5.00% 

Matit 10% 1.67% 

Total 12 
  

100% 

Source: Calculated by the research team 

Phase 4: Identify non-manufacturing costs  

To produce a complete fire hydrant product, there are several related fees as follows: 

- Order: In fact, company X needs to buy cast iron, steel and some materials, tools from 

other suppliers. Therefore, the cost arising during the ordering process is: negotiation and 

transactional cost, freight forwarding, goods forwarding and goods inspection, sometimes 

including the difference in payment currency. On average for an old cylindrical product, the 

company consumes 72,000 VND per product unit for cost of orders. 

- Selling expenses: Include offers, product introduction, advertising products, commission 

sales; cost of inventory, preservation, packaging, transport; cost product warranty ... On average 

for an old product, the enterprise consumes 124,000 VND per product unit for ordering cost. 

Thus, we can sum up the cost to produce an old product unit and delivered to consumers is 

7,790,000 VND, of which production expense accounts for 97.55%, the rest is other costs. 
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Phase 5: Determine the selling cost and the target cost 

In order to be able to compete on the market and be profitable, the production cost 

accounting model and the target cost price calculation for fire hydrants at Company X can be 

applied. as follows: 

Price of customers willing to spend to buy a product: 6,100,000 VND 

Company X expects a return of 12% 

In conclusion: 

Target Price (1) 6,100,000 VND  

Target Profit (2) 732,000 VND (12% x 6,100,000 ) 

Target Cost (3) 5,368,000VND ( (3) = (1) – (2) ) 

Thus, the Target cost of the improved fire hydrant (new head) is 5,368,000 VND 

Phase 6: Determining target cost 

Target cost is as follows: 

Table 5: Target costs for a fire hydrant  

Unit: VND 

 
Costs Old New Differences 

1  Production expense 5,195,031 7,790,000 2,594,969 

2 Cost of orders 60,000 72,000 12,000 

3 Cost of sales 110,000 124,000 14,000 

Total 5,365,031 7,986,000 2,620,969 

Source: Calculated by the research team 

As such, we need to focus primarily on identifying and cutting production costs. Specific 

proposals are as follows: 

Table 6: The detailed target costs for a fire hydrant  

Unit: VND 

 
Cost Old New Differences 

1 Material direct  3,047,119 4,565,059 1,517,940 

2 Energy 75,738 75,738 - 

3 Tools 5,933 5,933 - 

4 Labor costs 1,765,346 2,842,375 1,077,029 

5 Management costs 229,495 229,495 - 

6 Depreciation 71,400 71,400 - 

 
Total 5,195,031 7,790,000 2,594,969 

Source: Calculated by the research team 
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Phase 7: Development of Target Costs in reality 

According to engineers, the new product is based on the Russian design. The original price 

is 5,368,000 VND; New fire hydrant will need to reduce the weight of product and reduce the 

number of processing hours. Table 7 shows the target costing of the new fire hydrant.  

Table 7: Target costing for the new fire hydrant 

Structure Importance 

Basis Stats 

Target 

Target reduction 

Workpiece 
weight 

Processing time 
(minute) 

Workpiece 
weight 

Processing 
time 

Top bed 10.42% 38.85 850 Decrease cost 13.55 150 

Bottom bed 8.33% 38.5 600 Decrease cost 13.7 140 

Cradle 8.33% 63.4 460 Decrease cost 35 110 

Middly body 2.08% 29.43 500 Decrease cost 29.43 500 

Wing of cap 0.83% 6.79 250 Decrease cost 6.79 250 

Hose cap 1.25% 9.28 150 Decrease cost 9.28 150 

Nozzle gasket 4.17 10.64 250 Decrease cost 7.74 130 

Hose cap holder 4.17% 7.79 360 Decrease cost 0 220 

Big Hydrant 
disc holder 

10.42% 8.2 150 Decrease cost 2 30 

Small hydrant 
disc holder  

10.42% 7 150 Decrease cost 1.2 30 

Hydrant stem 5.21% 5.5 150 Decrease cost 3.92 90 

Valve shaft 5.21% 3.33 120 Remained 
  

Rivet 5.21% 0.09 48 Remained 
  

(Washers, nuts, 
bolts ...) 

5.21% 48 Archieve outside Decrease cost 24 - 

Chain ring 3.33% 0.05 Archive outside Decrease cost 0.02 - 

Chain 3.33% 3 120 No change 
  

Chain link 3.33% 0.02 Archieve outside No change 
  

Paint color 5.00% 3.05 Archive outside Decrease cost 1.36 - 

Matit 1.67% 1 Archive outside Decrease cost 0.7 - 

Total 
 

283.92 4158 
 

148.69 1800 

Source: Calculated by the research team 

In conclusion, the new fire hydrynt will need to reduce it product weight to merely 120 

kilograms (by nearly 70 kilograms comparing to the old one), equivalent to 145.23 kilograms 

material and 39.3 hour of processing. To be more specific, there is a chart depic the workpiece 

weight and processing time as shown in Table 8 as follows. 
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Table 8: The details of Workpiece and processing time for a new fire hydrant 

Structure 
Weight          

unit 
Workpiece weight Processing time (minute) 

Top bed Kg 25.3 700 

Bottom bed Kg 24.8 460 

Cradle Kg 28.4 350 

Middly body Kg 0 0 

Wing of cap Kg 0 0 

Hose cap Kg 0 0 

Valve Kg 10 0 

Nozzle gasket Kg 2.9 120 

Hose cap holder Kg 7.79 140 

Big Hydrant disc holder Kg 6.2 120 

Smaill Hydrant disc holder Kg 5.8 120 

Rent Kg 1.58 60 

Valve shaft Kg 3.33 120 

Rivet Kg 0.09 48 

(Washers, nuts, bolts ...) Cái 24 Archive outside 

Chain ring Kg 0.03 Archive outside 

Chain Bộ 3 120 

Chain link Kg 0.02 Archive outside 

Paint color Kg 1.69 Archive outside 

Matit Kg 0.3 Archive outside 

Total 145.23 2358 

Source: Calculated by the research team 

4.4. The results of applying the target costing for fire hydrant product in Company X 

a. Economic aspect 

Table 9: The comparison between the old and new fire hydrant  

  
Price 

(VND) 

Weight 

(kg) 

Weight 
embryo 

(kg) 

Processing 
Time (h) 

Profit 
Cost 

(VND) 

Old 8,200,000 >190 283.92 69.3 5% 410,000 7,790,000 

New 6,100,000 <120 145.23 39.3 12% 732,000 5,195,031 

Source: Calculated by the research team 

As shown in Table 9, the total cost of producing new fire hydrynt (5,195,031 VND) is 

about VND 2.5 million lower than the old one (7,790,000 VND). At the same time, the necessary 

features are still guaranteed and have a superior advantage. In that time, the amount of direct 

materials decreased by 50% (from 283.92 kg to 145.23 kg). The processing time is reduced to 

almost half (from 69.3 hours to 39.3 hours), during the processing process does not take much 
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time to edit. As a result, the total production time decreased from 169.56 hours to 106.5 hours 

(about 63 hours) resulting in reduced labor cost. 

Total cost per unit of product (including production cost, cost of orders, cost of sales) 

decreased by VND 2.6 million (from 7,986,000 VND to 5,365,031VND). 

The profit from the new pillars is 12% of the cost, twice as high as the old one. 

Specifically, the profit from a new product unit is 732,000 VND; the old one is 410,000 VND. 

b. Technology Aspect 

According to engineers at company X, the new cylinder uses the method of "vacuum 

casting" instead of the "molding sand mold" as the old cylinder should have the following 

optimizations: 

- Thickness of material (from 13mm down to 10mm) does not affect the performance; 

- The surface of the beautiful castings, not porous, should not spend more time editing, 

reduced to 60% of processing time; 

- Stable material stiffness, suitable for high speed machining: 

- New design with increased working, torque reduction helps to open gently even under 

high pressure conditions (old cylinder can not work due to high torque); 

The new head has many changes compared to the old one, but still fully functional 

features. In the Vietnam market, only the cylinders of this design can be used to ensure the 

opening and closing of valves when the underground pressure is between 1.2 and 1.4 Mpa. 

5. Suggestions for adopting target costing in Vietnamese manufacturing enterprises 

At present, traditional costing methods are still widely adopted in Vietnamese 

manufacturing enterprises. Nguyen and Aoki (2014) reported that 83,3% Vietnamese food and 

beverage enterprises adopted absorption costing in product costing and pricing while 7.4% of 

the enterprises adopt parts of target costing. Doan at el. (2011) also found that absorption 

costing is the most widely adopted costing practice among the Vietnamese enterprises. Though 

absorption costing currently has become mandatory solely for tax authorities and external 

reporting purposes, it is still widely used for internal management purposes by Vietnamese 

enterprises. However, many researchers have criticized that absorption costing can not 

accurately measure costs for decision making purposes especially short-term decisions. That is 

the reason why modern costing practices such as target costing have been developed and 

promoted in many developed and developing countries (Abdel-Kader and Luther 2006b; 

Horngren et al.  2011).  

The research team corporated with the company X to build target costing for the fire 

hydrant product. Combining this case study and the previous papers (Nguyen Thi Phuong Dung, 

2015 & 2016), we would like to give some suggestions of Vietnamese enterprises who want to 

apply target costing as follows:  
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(i) Change the role of costing systems 

In the present competitive market conditions, Vietnamese manufacturing enterprises have 

to enhance their strength by applying modern management practices. Target costing is 

considered as a strategic management accounting technique which can help enterprises exist and 

develop strongly in the market economy. The enterprises should change the role of their costing 

system from a pure costing work to a strategic management system. The board of directors in the 

Company X identified the importance role of costing system so they decided to use TC.  

(ii) Focus on the R &D and design phases of product 

Majority of cost reduction are conducted in the original phases, namely, research and 

development, design phases. When the product comes to the mass production, enterprises have few 

chances to reduce costs. Therefore, Vietnamese manufacturing enterprises should have clear and 

long term strategies in developing R&D and design departments. They should invest in developing 

new products with the functionality and prices which customers want. In the case of Company X, 

based on the results of R&D and designs departments and accounting department, we can identify 

the target cost for the whole fire hydrant product and specific parts of the product. Therefore, we 

can propose a new design, new costs and a lower new price for the product which not only meets 

the requirements of customers but also enhancing profits for the company.  

(iii) Learn successful lessons of target costing from other enterprises 

Target costing has been developed for many decades in developed countries. There are 

many successful lessons from enterprises in many economic areas in other countries such as 

assembly area, process area and service area. The versions of target costing are various and 

abundant; hence Vietnamese manufacturing enterprises should study carefully those successful 

stories.   

6. Conclusions 

Target costing has been considered as a weapon to become global corporations for many 

companies in the world. This study provides detailed content of adopting target costing in a 

Vietnamese manufacturing enterprise. The adoption suggestions of target costing for Vietnamese 

manufacturing enterprises were also figured out in this research. The idea of target costing is 

simple, but the implementation ways are various. The structure of target costing in enterprises 

depends mainly on type of customers, type of products and degree of influence over suppliers. 

Therefore, to apply the adoption experiences of target costing in other Vietnamese enterprises 

requires further case studies analysis to find the most suitable way for Vietnamese enterprises. 
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Abstract: This study examines factors influencing internal audit effectiveness in Thanh Hoa 

cement manufacturing companies, Vietnam context. Data was collected from responses to a 

questionnaire addressed to chief audit executives and internal auditors of the Thanh Hoa cement 

manufacturing companies. Multiple regression analysis examines the association between the 

effectiveness of the internal audit function and four principal factors. Result reveals that the 

effectiveness of internal audit is influenced by: (1) the independence of internal audit, (2) the 

competence of internal audit, (3) the management support for internal audit, and (4) the quality of 

internal audit. This study provides useful information to practitioners and academics who are 

interested in identifying the determinants of internal auditing effectiveness in developing countries. 

Keywords: Internal audit effectiveness, Thanh Hoa cement manufacturing companies, The 

independence of internal auditors. 

 

1. Introduction 

Internal audit (IA) is an independent, objective assurance and consulting activity designed 

to add value and improve an organization's operations. It helps an organization accomplish its 

objectives by bringing a systematic, disciplined approach to evaluate and improve the 

effectiveness of risk management, control, and governance processes. (The Global Institute of 

Internal Auditors, 2018) 

The traditional role of internal auditors was focused merely on financial estimations and 

monitoring internal controls. In recent years, however, the importance of internal audit has been 

significantly increased to consider a wider role of internal consultant for better risk management 

performance and enhancing the value of the enterprises. Since its important role, it is of great 

significant to identify the factors affectting the internal audit efficiency.  In this respect, the 

highlight point is how internal audit department follows its determined objectives effectively.  

There are four cement factories in Thanh Hoa province: Bim Son Cement Company (Bim 

Son Town), Long Son Cement Company (Bim Son Town), Cement Joint Stock Company Cong 

Thanh cement plant and Nghi Son Cement Company (Tinh Gia district) with 08 cement kilns, 

total cement production of 1,225 million tons per year. In recent years, beside the development 

of the domestic market, cement plants have been promoting export of cement and clinker 
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products. Promoting the international market is one of the solutions that significantly improve 

the situation of excess cement supply in the current domestic market, when total output exceeds 

demand. Annual Report of Bim Son Cement Corporation 2017 has shown the development trend 

of the cement industry: the total supply of cement in the country is about 98.56 million tons, of 

which total demand is estimated Prices were only 83 to 85 million tons, lower than the supply of 

13.56 million tons, equivalent to 15.95% of the total demand. In the future, along with the 

growth of science and technology, level of competition will be more and more fiercely. Since, 

Thanh Hoa cement companies are step by step applicating innovation of science and technology 

into production process, investment in advanced production line equipment in order to improve 

quality and reduce production costs, contribute to improving competitive advantage in the 

domestic and international market. 

Along with the development of technology and production, Thanh Hoa cement plants are 

increasingly focusing on management and control effectiveness, especially the effectiveness of 

internal audit. Recognizing the importance of internal auditing in reporting, compliance and 

operation, a number of factories have been carrying out internal audits annually in various forms. 

Instead of hiring an external auditor, the internal audit department has been drafted and 

operational. However, the problem for cement companies in Thanh Hoa is how to build and 

implement effective internal auditing. Therefore, the research on the effectiveness of internal 

auditing and the factors affecting the performance are extremely important for cement companies 

in Thanh Hoa in particular, as well as for Vietnamese cement companies in general. 

In the last years, there are several studies researching the factors which associate the 

performance of internal audit team, such as: Alzeban (2014) study evaluates the factors affecting 

the effectiveness of internal audit. The results show that the support of management, experienced 

staffs provide adequate resources and an independent internal audit department’s effect on 

internal audit effectiveness. Drogalas George et al (2015) consider different measures for internal 

audit effectiveness in the Greek business environment, including independence of IA, 

management support, the competence of IA and the quality of IA. They claimed that the 

independence of IA has strongest affect on the internal audit performance.  

Even though there are so many researches involving the factors influencing the effectiveness of 

IA in the world, but nothing in Vietnam, especially in Thanh Hoa cement companies. Therefore, the 

main purpose of this paper is fulfill the gap studies. The author tries to identify the factors affecting 

the internal audit effectiveness concerning in Thanh Hoa cement enterprises. The result shows that 

there are four main factors: (1) The independence of Internal Audit, (2) The competence of Internal 

audit team, (3) the management support and (4) the quality of internal audit which have positive 

relationship with the performance of internal audit in these enterprises. 

2. Hypotheses 

2.1. Internal auditing effectiveness  

The Internal audit effectiveness (IAE) is a tricky concept that has been little studied in the 

accounting and auditing literature. According to Dittenhofer (2001), IAE is the achievement of 

objectives and goals of Internal audit function (IAF). Based on the official definition of IA, the 
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ultimate objective of the internal audit function is the creation of value added to the organization. 

Therefore, an Internal audit function (IAF) is effective when it actually contributes to create 

added value to the organization (Mihret et al, 2010). 

Previous studies claimed that an effective IAF aims to add value to the organization by 

helping its management and board of directors to evaluate and improve the effectiveness of risk 

management, internal control, and governance processes (Yee et al, 2008). Al-Twaijry et al 

(2003) confirmed that IA could bring added value by helping organizations to achieve its 

economic objectives through the implementation of internal audit recommendations by senior 

management. In addition, Drogalas, G et al (2015) argued that the IAF is able to improve the 

competitive advantage for the company by ensuring high-quality financial reporting and 

improving the governance process. To recap, an effective IAF aims to achieve its ultimate goal, 

which consists in creating added value and improves the organization `s performance. 

2.2. Competency of internal audit team  

Staff competency is an important key to the effectiveness of the internal audit activities 

(Al-Twaijry et al, 2003 & Alzeban & Gwilliam, 2014). The International Standards for the 

Professional Practice of Internal Auditing (ISPPIA) highlights the importance of internal audit 

team who possesses the knowledge, skills, and other competencies necessary to perform their 

responsibilities (ISPPIA Standard 1210, 2013). Indeed, internal auditors must collectively have 

the necessary education, professional qualifications, experience and training to be able to add 

value and improve the organization's operations (Mihret et al, 2008). Additionally, internal 

auditors require good interpersonal skills in communication, persuasion, collaboration, and 

critical thinking to effectively fulfill their duties (Drogalas, G et al, 2015).  

Previous studies suggest that competence of internal auditors is a critical determinant of IA 

effectiveness (Van Gansberghe, 2005 & Ali, A et al, 2007). In the Saudi environment, Al- 

Twaijry et al (2003) noted that the adequate level of competencies of internal audit staff in terms 

of training, experience, knowledge, and professional qualifications have a positive influence on 

the effectiveness of IA. Other studies suggest that lack of competence of internal auditors is an 

obstacle to the effectiveness of IA in a number of African countries (Mihret & Yismaw, 2007). 

Against this background, we can formulate the first research hypothesis: 

H1: Internal auditing effectiveness is positively related to the competence of the internal 

audit staff. 

2.3. Independence of internal audit team  

During the last years, professional bodies and standard-setters have emphasized the 

importance of independence and objectivity of internal auditors for the internal audit quality 

despite their employment status in the organization. The independence is a key element of the 

effectiveness of IA (Ahmad et al, 2009). ISPPIA Standard 1100 (2013) requires that the internal 

audit department must be independent in achieving their work to add value to the organization.  
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The few researchers that have examined this issue have found that the greater the 

independence and objectivity of internal audit department, the greater the internal auditor’s 

effectiveness. A survey conducted by Nadi. Alizadeh (2011) has shown that the organizational 

independence of the IAF is among the five important factors of the effectiveness of IA in Iranian 

companies. Arena & Azzone (2009) revealed that IA effectiveness increases when the CAE is 

affiliated to the IIA. In fact, internal auditors’ members of the IIA are independent and they can 

manage conflicts between the loyalty of the profession and the organization's requirements. 

These arguments lead to the following hypotheses: 

H2: Internal auditing effectiveness is positively related to the independence of the internal 

audit. 

2.4. Management support for internal audit  

Top management support is crucial to the acceptance and appreciation of the IAF within an 

organization. ISPPIA states that internal auditors should be supported from top management and 

Board of Directors to execute its duties and fulfill its responsibilities. Indeed, the internal audit 

department should have sufficient resources to improve the effectiveness of its activities. 

Reporting on the Malaysian public sector, Ahmad et al (2009) indicated that management 

support has a considerable influence on the implementation of internal audit recommendations 

and the internal audit would be well resourced in terms of number of staff and budget. Cashell, 

J., & Aldhizer, G (2002) found that management support was strongly related to the three 

auditing effectiveness dimensions (auditing quality, auditees’evaluations, and added contribution 

of IA) in Israeli organizations. Alzeban & Gwilliam (2014) found that management support was 

the most important factor influencing IA effectiveness within the Saudi Arabian public sector 

organizations. They noted that IA effectiveness would be enhanced by hiring trained and 

experienced staff, and providing sufficient resources. Based on the preceding discussion, we can 

formulate the fifth research hypothesis: 

H3: Internal auditing effectiveness is positively related to the management support for 

internal auditing. 

2.5. The Internal Audit quality 

Internal audit quality is examined as one of the variables associated with internal audit 

effectiveness by Mihret and Yismaw (2007). Based on the public sector of Ethiopia, the findings 

indicate that internal audit effectiveness is affected by the internal audit quality, along with the 

support of management, the organization environment and the characteristics of the organization. 

In another research, Van Gansberghe, C (2005) studied the relation between the perceived 

quality of internal audit and the safety of corporate governance structure in South Africa. In 

contrast to the above, the results indicate that there is no correlation between the corporate 

governance structures and the perceived quality of internal audit. More recently, examining one 

hundred and eight Israeli organizations, Cashell, J., & Aldhizer, G (2002) also considered the 

quality of internal audit work as a factor of internal audit effectiveness. Along with the above 
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Alzeban and Gwilliam (2014) emphasize the impact of internal audit quality to internal audit 

effectiveness. According to the above the first research hypothesis is developed as follows: 

H4: Internal auditing effectiveness is positively associated with Internal Audit Quality  

3. Research Methodology 

3.1. Research model 

Based on the aboved studies, author gives our own research model which has five main 

factors influencing the eficiency of Internal audit in Thanh Hoa cement manufacturing 

companies as following: 

Table 1: Model of research 

 

                                     

 

 

 

 

 

 

 

 
 

Source: The author`s primary data analysis 

3.2. Sample, Questionnaire and Model 

The author uses two methods of research: qualitative method and quantitative method. 

Qualitative methods are used to determine the groups of factors that affect the effectiveness of 

internal audits in Vietnamese enterprises. Quantitative research methods were used in the study, 

such as: Cronbach`s Alpha Reliability Test, EFA Discovery Factor Analysis, KMO Coefficient 

Analysis based on primary data through investigating 210 the chief audit executives and internal 

auditors in the business. 

The questionnaire was structured in regard with the research hypotheses and the relevant 

literature review. Firstly, questions are selected mainly by three surveys that examined similar 

research field: Drogalas George et al (2015), Hella Dellai (2016) and Tabandeh Salehi (2016). 

The questions finally included in the questionnaire are considered as more relevant with the 

present study as well as more significant with regard to their content. However, the present paper 

consists of additional questions to best describe internal audit effectiveness. The questionnaire 

The Independence of IA 
 

The Management support 

The Competency of IA 

The Quality of IA 
 

The Effectiveness 
of Internal Audit 
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comprises twenty-six questions, which are divided in six groups. The first group is composed of 

questions refer to the demographic characteristics of the participants. The other groups consists 

of Likert scale questions, concerning internal audit effectiveness, internal audit quality, 

competence of internal audit team, independence of internal audit and support of internal audit 

by the top management. 

After 1 month, 250 survey questions were designed on the Likert scale of 5 point, from 

"completely disagree" to "completely agree". Survey methodology uses stratified random 

sampling (Company, sex, age, level of education and working experience) between 01/03/2018 

and 31/03/2018. From the results of 250 questionnaires were collected, the author gets 205 valid 

questionnaires included in the study using the combination of SPSS software. 

Table 2: Professional demographics of the participants. 

 Frequency Percen tage (%) 

Company 

Bim Son 71 34.6 

Long Son 41 20.0 

Nghi Son 55 26.8 

Cong Thanh 38 18.5 

Gender  
Male 65 31.7 

Female 140 68.3 

Age 

From 30- 40 56 23.7 

From 40-50  65 31.7 

Above 50  84 41 

Level of Educaton 

Bachelor      71 34.6 

Master      92 44.9 

Ph.D       05 2.4 

Other 37 18.1 

Working experience 

5 – 10 96 46.8 

11- 20  81 39.5 

Above 20 28 13.7 

Source: The author`s primary data analysis 

The author used following ordinary least square regression model to estimate effects of 

above identified factors (independent variables) on internal audit effectiveness (dependent 

variable). Our main OLS regression model is as follows: 

IAE =  b1IND + b2MSUP + b3QUA+ b4COMP 

Where, 

IAE represents internal audit effectiveness.  

IND shows the independence of internal audit department. 

MSUP refers to management’s support for internal audit 

QUA shows the quality of internal audit 

COMP indicates the competency of internal audit department (education and experience) 
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4. Results and Discussion 

4.1. Cronbach`s Alpha, KMO and EFA analysis 

Table 3: Cronbach`s Alpha, KMO and EFA analysis result 

Variable Question 
Cronbach` 

Alpha 
KMO 

Factor  
loading 

Indepedence of IA 

Ahmad et al. 2009; 
Nadi. Alizadeh, 
2011; Arena & 
Azzone, 2009 

 

Internal review audit are adequately free to perform their expert  
commitments and obligations 

 

0.710 

 

0.687 

0.756 

The head of internal audit reports to a level internal the association 
that permits the internal audit to satisfy its obligations 

0.744 

The head of internal audit has direct contact to the board (to the 
President for Government Organizations) 

0.712 

The internal audit department has direct contact with senior 
administration other than the finance director 

0.736 

Irreconcilable circumstance is once in a while present in the work 
of inner auditors 

0.788 

Internal auditors seldom confront obstruction by administration 
while they conduct their work 

0.719 

Internal audit staff have free access to all departments and workers 
in the organization 

0.785 

Internal audit staff are not asked for performing the non- audit 
functions 

0.749 

The management 
support 

Ahmad et al, 2009; 
Cashell, J, 2002; 
Alzeban, 2014 

Senior administration underpins internal audit to perform its obligations               

0.878 0.783 

0.899 

Senior administration are included in the internal audit arrangement 0.879 

Internal audit furnishes senior administration with adequate, solid 
and pertinent reports about the work they perform and proposals 
made 

0.912 

The reaction to internal audit reports by the senior administration is 
sensible 

0.875 

Internal audit department is sufficiently vast to effectively complete 
its obligations and responsibilities 

0.792 

Internal audit department has adequate spending plan to effectively 
do its obligations and responsibilities 

0.844 

The Quality of 
Internal Audit 

Mihret, D, 2007; 
Cashell, 2002; 
Alzeban, A., 2014; 
Van Gansberghe, C, 
2005 

Established internal audit s objectives were accomplished 

0.806 0.792 

0.795 

Internal audit s work was efficiently performed 0.802 

Internal audit s findings are correctly justified 0.789 

Internal audit s recommendations can be easily implemented 0.825 

Internal audit s report is accurate 0.792 

The Competence of 
Internal Audit team 

Alzeban & 
Gwilliam, 2014; Van 
Gansberghe, 2005; 
Ali, A et al, 2007; 
Al- Twaijry et al, 
2003; Drogalas, G et 
al, 2015. 

The professional knowledge of internal auditors is high 

0.821 0.787 

0.798 

Internal auditors is considered as professionals 0.812 

Internal auditors are proactive 0.862 

There is communication between internal auditors and auditees 0.806 

Internal auditors attend educational seminars for continuous training 0.799 

Internal auditors has adequate education 
0.811 

The effectiveness of 
Internal Audit 

Dittenhofer, 2001; 
Mihret et al, 2010; Yee 
et al, 2008, Al-Twaijry 
et al, 2003; Drogalas, G 
et al, 2015 

The Internal audit helps the organization accomplish íts objectives 

0.858 0.720 

0.823 

The internal audit improves the organization operations. 0.852 

The internal audit creates added values to the organization. 

0.819 

(Source: The author`s primary data analysis) 
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Table 3 shows the result of analysis Cronbach1s Alpha, KMO and EFA for all the independent 

variables and dependent one. The initial assessment of the reliability of the ladder throughout the 

Cronbach`s Alpha coefficient for the four independent variables: Independence of Internal audit team 

(IND), Management support (MSUP), The quality of internal audit and The competence of internal 

auditors are higher than 0.6 (Table 3) and the Correlation coefficient of the total variance of 

observable variables is higher 0.3 (Hair & et al, 2006), which all satisfy test requirement.  

In the EFA exploratory factor analysis, the author uses the Varimax rotation, the Principal 

Component extraction method to compact data and reduce collinearity between factors for the 

next multiple regression analysis. Results of the initial EFA analysis for all the observed 

variables show coefficient of KMO greater than 0.5 with a significant Barltelt`s Test (Sig value 

<0.05), satisfy test requirements. The factor loadings are greater than 0.4 (Hair & et al, 2006), 

indicating that the observed variables correlate with the total variable. 

Analysis of the EFA for the three dependent variables gives coefficient of KMO equals 

0.727, the Sig value <0.05, the loading factors are greater than 0.4, indicating that the dependent 

variables correlate with each other and correlate with the total variable . 

4.2. Pearson correlation coefficients analysis 

Table 4 shows the results from analysis of correlations between independent and dependent 

variables. It shows that the observed variables were independent of each other and correlate with 

total variables. 

Table 4. Pearson correlation coefficients for the variables in the model 

 1. IAE 2. IND 3. MSUP 4. QUA 5. COMP 

1. IAE 1.000     

2. IND 0.664** 1.000    

3. MSUP 0.508** 0.407** 1.000   

4. QUA 0.355** 0.239** 0.266** 1.000  

. COMP 0.561** 0.450** 0.465** 0.378** 1.000 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed). 

Source: The author`s primary data analysis 

4.3. Regression analysis 

Table 5 shows results from regression analysis. Our overall model is significant at p<0.01 

level, with adjusted R2 of 75%. Coefficient of IND is significant and positive figure (approving 

H1), which means higher effectiveness of internal auditors is related to more independence of 

internal audit staffs. According to our factor analysis, the independence of IA team, as main 

component, with β = 0.297, contributes the most to the effectiveness of internal audit.  Results 

also show that there is a significant and positive relationship between effectiveness of audit 

committee and the management support for internal audit department (approving H2). Moreover, 

other results show that, according to H3, there is a significant and positive relationship between 

internal audit effectiveness and the quality of internal audit, at p<0.01 level of confidence; which 



65 

indicates that the higher effectiveness of internal audit is related to the higher quality of IA team. 

Finally, the study also indicates that there is a positive relationship between internal audit and 

competence of internal audit department (leading to approval of H4). It plays the second 

important role in enhancing the efficiency of internal audits, only after the independence of 

internal auditors, with β = 0.254. 

While the author analysis uses perceptions of managers as a semi-external measure of 

internal audit effectiveness, we repeated the main analysis using the perceptions of internal 

auditors about internal audit effectiveness, as our dependent variables. Similarly, results from 

this analysis shows there are positive and significant relationships between internal audit 

effectiveness and four independent factors. Our last results also emphasize again on the 

significance of the independence of IAT for internal audit effectiveness. 

Table 5. Regression results 

Coefficientsa 

Model Unstandardized Coefficients Standardized 
Coefficients 

T Sig. 

B Std. Error Beta 

1 

(Constant) -.817 .309  -2.644 .009 

IND .347 .071 .297 3.491 .001 

MSUP .214 .054 .207 8.030 .000 

QUA .143 .058 .125 2.137 .034 

COMP .262 .051 .254 3.200 .002 

Source: The author`s primary data analysis 

5. Conclusion 

Internal auditors providing recommendations based on their analysis and assessment of 

business data and business processes are considered as an accelerating factor in effectiveness and 

efficiency of organizations. Internal audit with commitment to integrity and accountability as an 

independent consulting resource creates value for governors and senior management of 

companies. This study focuses on factors affecting internal audit effectiveness. Our results 

provide evidence that competence, independence of internal auditors, the quality of IA and level 

of management’s support for internal audit performance all contribute to the effectiveness of 

internal audit department. Our findings also emphasize on the independence of IAors for internal 

audit performance, as the key driver of internal audit effectiveness in Thanh Hoa context. 

Overall, this study adds to the extant literature on internal audit by examining the factors of 

internal audit effectiveness. The study also provides practical insights for regulators and internal 

audit practitioners, suggesting that internal audit effectiveness is of major importance for Thanh 

Hoa cement manufacturing businesses. Despite findings important, the results should be 

considered in light of a number of limitations. The data collected by survey was necessarily 

limited in order to restrict the length of the questionnaire and to maximize response rates. Further 

the data are limited to the perceptions of internal auditors, and are not as comprehensive as they 
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would have otherwise been if we had included other stakeholders, such as external auditors. For 

this reason perhaps, a future study could be undertaken to explore the perception of other parties 

such   as   external   auditors   on   the   internal   audit effectiveness. Also other independent 

variables could be modeled. Finally, further alternative methods such as interviews may help to 

further explain factors affecting internal audit effectiveness. 
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Abstract: This research is conducted for assessing the relationship between disclosure 

levels of environmental accounting information and financial risk. Data were collected from 

companies listed on Vietnam's stock market for the five years from 2013 to 2017, including the 

companies disclosed and the companies did not disclose environmental accounting information. 

Based on quantitative research method, this study has measured the relationship between 

disclosure levels of environmental accounting information and the financial risk. The results 

indicate that, there is a close relationship between the level of disclosure of environmental 

accounting information and the financial risk of the current year and in the future. In addition, 

the results also point out that, there is a difference in financial risk between the group of 

companies did not disclose environmental accounting information and the group of companies 

disclosed environmental accounting information. Though findings, some recommendations were 

given for improving the disclosure levels of environmental accounting information to satisfy the 

demand for information of the stakeholders in the context of integration. 

Keywords: Environmental accounting, information disclosure, financial risk, accouting 

information. 

 

1. Introduction 

Globalization, international economic integration and trade liberalization have been 

outstanding trends in the modern world economy. The process of deepening, broadening and 

effective integration of Vietnam into the world economy has brought about great achievements 

for the country in general as well as firms in particular. Vietnamese firms have more 

opportunities to enter the global market and integrate deeper into the world financial market for 

accessing foreign capital inflows. However, countries in the world, especially in Western Europe 

and East Asia, have been investing heavily in green growth strategies. They are particularly 

interested in combating and removing access to markets of imported products that do not comply 

with the production process and do not meet the requirements of environmental protection. In 
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that context, Vietnamese firms with stable and strong development need to pay attention to 

environmental and social responsibility apart from getting profits. 

Business activities have positive and negative impacts on the environment and vice versa, 

the environment also contributes to the advantages or disadvantages in production and business 

activities of firms. Therefore, the accounting and information on revenue and environmental 

costs will help firms understand clearly the relationship between business activities of firms and 

the environment. Moreover, it will enhance the prestige and image of the business with domestic 

and foreign partners. This is also the reason for the business community in the countries 

participating in the Transpacific Partnership Agreement (TPP) can not ignore the disclosure of 

information about activities and measures to protect environment.  

Vietnam is a member of the TPP agreement, so the implementation and disclosure of 

environmental accounting information by Vietnamese firms is considered as a key factor. It is 

also a necessary condition helping firms improve competitive capacity and develop sustainably 

in the context of global economic integration. Circular No. 155/2015/TT-BTC issued by 

Ministry of Finance, effective from January/1/2016, mandates public firms to publish some 

environmental information for sustainable development goal. In Vietnam, companies listed on 

the stock market are already aware of the importance of disclosure and transparency of 

environmental accounting information to the company's existence and development. However, 

this level is not really high and there are still differences between companies. Therefore, the 

research team conducted the project to confirm the relationship between the level of disclosure 

of environmental accounting information and the firm risk of the company, thereby raising the 

awareness of companies about firm risks can be encountered without fulfilling the need for 

environmental accounting information of stakeholders. Research contributes to suggesting 

directions and effective solutions to promote Vietnamese enterprises to implement and disclose 

environmental accounting information in the coming time. 

2. Literature Review 

In developed countries, environmental accounting has received the attention of both 

academics and business executives. Although officially mentioned in the guidelines on 

environmental accounting by the United Nations Commission on Sustainable Development 

(UNDSD) in 2001 and The International Federation of Accountants (IFAC) in 2005, 

environmental accounting in reality has been investigated since 1970s and implemented in many 

firms in developed countries since the 1990s. In the field of research, scientific papers on 

environmental accounting appeared very early in the 1970s, but it was not until the 1990s that 

there were more and more researches conducted, with 45 works, research papers on 

environmental accounting is published each year on average. In particular, the period from 1997 

to now is considered to be a boom period for studies related to environmental accounting (NI, 

2017). In addition to popular research such as the theoretical studies related to environmental 

accounting, research on how to apply  environmental accounting practices to businesses in 

different fields, research on the relationship between disclosure of environmental accounting 
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information and financial performance or firm risks were received much attention from 

scientists. 

The study by (Ayadi, I.Kusy, Pyo, & Trabelsi, 2015), used  a sample of US public firms, 

the research found that firms with strong CSR records engage in higher risk-taking. Furthermore, 

the study found that accounting for differences in governance structure substantially accentuates 

this relationship. Prior literature establishes that high managerial risk-tolerance is necessary for 

the undertaking of risky yet profitable investment decisions. Thus, these findings suggest that 

CSR, rather than being a waste of scarce corporate resources, is instead an important aspect of 

shareholder value creation.  

The study by (Qiu, Shaukat, & Tharyan, 2016) examine the link between a firm's 

environmental and social disclosures and its profitability and market value. The research found 

that past profitability drives current social disclosures. However, consistent with the existing 

evidence, this research did not find any relation between environmental disclosures and 

profitability. Further, while prior literature has largely focussed on environmental disclosure, the 

reacher found that it is the social disclosures that matter to investors and firms that make higher 

social disclosures have higher market values. Further analysis reveals that this link is driven by 

higher expected growth rates in the cash flows of such companies.  

The study by (Harjoto & Laksmana, 2016),  used five measures of corporate risk taking 

and a sample of 1718 US firms during 1998 to 2011. The research found that stronger CSR 

performance is associated with smaller deviations from optimal risk taking levels. The study also 

examined the mechanism through which CSR has an impact on firm value and find a positive 

indirect impact of CSR on firm value through the impact of CSR on risk taking. CSR 

performance is positively associated with firm value because CSR reduces excessive risk taking 

and risk avoidance. 

The study by (Cai, Cui, & Jo, 2016) examined the relation between corporate 

environmental responsibility (CER) and risk in U.S. public firms. The research develop and test 

the risk-reduction, resource-constraint, and cross-industry variation hypotheses. Using an 

extensive U.S. sample during the 1991-2012 period. These findings support the risk-reduction 

hypothesis, but not the resource-constraint hypothesis, along with the notion that the top 

management in U.S. firms are generally risk- averse and that their CER engagement facilitates 

their risk management efforts. Our cross- industry analysis further reveals that the inverse CER-

risk association mainly comes from the manufacturing sector, whereas in the service sector, CER 

tends to increase firm risk. 

The research by (Al‐Hadi, Chatterjee, Yaftian, Taylor, & Hasan, 2017), examined the 

association between corporate social responsibility (CSR) performance and financial distress and 

additionally the moderating impact of firm life cycle stages on that association. Based on a 

sample of 651 publicly listed Australian firm‐years’ data covering the 2007–2013 period, the 

research’s results show that positive CSR activity significantly reduces financial distress of the 

firm. In addition, the negative association between positive CSR performance and financial 
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distress is more pronounced for firms in mature life cycle stages. The study’s results are robust to 

alternative proxy measures of financial distress, CSR performance and life cycle stages. 

The study by (Dutta & Nezlobin, 2017) showed that a firm’s cost of capital decreases 

(increases) in the precision of public disclosure if the firm’s growth rate is below (above) a 

certain threshold. The threshold growth rate is higher when the firm’s cash flows are more 

persistent, or when other firms in the economy are growing at low rates. While current 

shareholders always prefer maximum public disclosure, future shareholders’ welfare decreases 

(increases) in the precision of public disclosure if the firm’s growth rate is below (above) the 

threshold 

The study by (Monti, Pattitoni, Petracci, & Randl, 2018),  based on a large panel of listed 

firms from 52 countries in the period 2002-2015 and use GMM estimators that allow considering 

both autoregressive memory in risk measures and possible endogeneity of CSR. The study 

showed that CSR has a risk-reducing effect on risk. This effect is stronger in civil-law countries 

with low security regulation and disclosure requirement levels and in countries where financial 

information is less widespread. Firms in high-impact or high-profile industries benefit more from 

CSR than firms in other industries. Similar benefits apply to firms that are not cross-listed. 

Finally, the financial crisis has increased the risk-reducing effect of CSR. 

In Vietnam, studies related to the disclosure of environmental accounting information can 

be referred to as: research of (Hung, 2016), (Anh & Binh, 2017), (Nguyen, Tran, Nguyen, & Le., 

2017) , (Nguyen, Tran, & Nguyen, 2018)… Basing on quantitative research method, these 

studies have investigated the factors that affecting the disclosure levels of accounting 

information and have given some recommendations to improve environmental accounting in the 

future. However, these studies are limited in exploring and evaluating the impact of factors on 

the level of disclosure of environmental accounting information for that type of enterprise 

without regard to the relationship between the disclose level of environmental accounting 

information and finance risk of the business. Therefore, solutions to improve environmental 

accounting and improve the level of disclosure of environmental accounting information have 

not really convinced the enterprises, not to clearly see the effect of information disclosure 

environmental accounting. Research of  (Tien, Anh, & Chinh, 2017) was implemented with 156 

listed companies in Vietnam for the period of 4 years 2012 - 2015. The results of this research 

indicate that efforts of environmental protection and activities will help to achieve higher 

financial performance in the same time and in the future as well. However, this study only 

mentioned aspects of financial per without considering the degree of risk.  

Thus, in the past time, in the world and in Vietnam, there are a lot of studies on the factors 

affecting the level of disclosure of environmental accounting information as well as the 

relationship with finance performance or financial risk. However, these studies do not really 

measure the relationship between the level of disclosure of environmental accounting 

information and the financial risks. Therefore, the proposed solutions are not convincing in terms 

of financial risk mitigation. So, the research of the authors is really necessary, the above research 

is applied selectively but not duplicate. 
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3. Theoretical Background and Research Hypotheses 

3.1. Theory of disclosure of environmental accounting information 

Research views on environmental accounting argue that environmental accounting is 

judged in two aspects, accounting and environmental management. In addition to supporting 

internal decision making in the business operations of the business with the view to improving 

financial and environmental performance, environmental accounting also provides information 

outside the business to stakeholders such as banks, financial institutions, environmental 

management agencies, communities, etc. Thereby it helps businesses to (i) Enhance competitive 

advantage due to green consumption of clean products, (ii) Change and increase the level of 

awareness and action of organizations and stakeholders on environmental issues in each 

company and the economy as a whole. Thus, the sufficient, timely and accurate information 

environmental accounting disclosure of firms listed on the stock market in Vietnam plays an 

important role not only for businesses, investors but also for state management agencies. To 

explain the disclosure of environmental accounting information of enterprises, we use the 

following theories as: 

Theory of Legitimacy and Responsibility for Publicizing Environmental Accounting 

Information: Legitimacy Theory is defined by (Dowling & Pfeffer, 1975) as follows: "An entity 

can exist when its value system is consistent with the value system of the larger social system in 

which it is located" Inheriting and developing the theory of legalization, (Guthrie & Parker, 

1989) argue that the theory of legalization is related to the power of society. He said that 

business enterprises in society must sign a social contract that managers agree to implement. The 

terms of this contract may be specified in terms of legal provisions or unspecified depending on 

the expectations of the social community. Legal theory explains the responsibility for 

implementing environmental accounting of enterprises as follows: (1) The necessity to 

implement environmental accounting derives from society, government‘s dissatisfaction and the 

pressure from demand of workers, consumers and stakeholders (2) Environmental disclosure is a 

motivation for businesses to legitimize their activities, thereby promote their image that benefits 

them. Thus, disclosing public environmental information in annual reports is a strategic 

representation of the business. This strategy implies that the business is operating legally and has 

social responsibility. 

Relevant stakeholder theory and the responsibility to disclose environmental accounting 

information: The Stakeholder Theory is derived from the perspective of economic interests in all 

actions by the economist Freeman (1984). According to Freeman, all stakeholders are affected 

by all business behaviors, including shareholders, suppliers, customers, employees, competitors, 

social workers, lawmakers, academics, indigenous peoples, labor organizations, local 

administration and the government. Based on stakeholder theory, (Ullmann, 1985) explains that 

if a stakeholder controls an important source of business, the business will find a way to satisfy 

their needs. Environmental information disclosure is considered an effective governance strategy 

that addresses relationships and satisfies needs of stakeholders. On the other hand, the study by 

(Chiu & Wang, 2014) shows that return on equity ROE is positive and debt to equity ratio is 

reverse to the disclosure of information about the environment. 
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Signalling Theory and the responsibility to disclose environmental accounting 

information: Signal Theory suggests that asymmetric information between businesses and 

investors leads to adverse selection for investors. To avoid this situation, businesses voluntarily 

publish information and give positive signals to the market. According to this theory, the larger 

the business, the greater the imbalance of information (Guthrie & Parker, 1989). In addition, 

higher-yielding firms will tend to publish more information to provide positive signals to 

investors about growth prospects, which will have a positive impact on stock prices of the 

business. 

3.2. Study on the relationship between the disclosure level of environmental accounting 

information and financial risk. 

Stakeholder theory (Dowling & Pfeffer, 1975; Ullmann, 1985) suggests that investing in 

environmental and social responsibility helps organizations reduce their risk. By creating a 

corresponding source of capital among stakeholders, taking social responsibility provides 

organizations with a beneficial protection equivalent to an insurance policy. As a result, social 

responsibility makes companies less vulnerable and more resilient from potential depletion. In 

particular, consumers are less likely to stay away from the company's products. Following 

negative incidents, such as environmental catastrophes, companies with high social 

responsibilities are expected to be less affected than their direct competitors. (Magness, 2006; 

Orlitzky & Benjamin, 2001) assert that social responsibility generates goodwill among 

stakeholders in mitigating negative attitudes. Greater loyalty from the customer can help 

companies absorb external shocks and give the company more time to make adjustments to its 

operations. 

Public perception of a company that does not practice well with environmental 

responsibility can increase the severity of a severe reaction. It increases the chances of a 

company being held accountable and getting more negative results. Therefore, poor social and 

environmental responsibility can exacerbate costs at a time when companies face serious 

difficulties. In particular, the company may be pressured to control the damage to its image by 

spending heavily on advertising and public relations. Due to poor social responsibility, 

companies can not maintain the loyalty of their customers and employees. Customers can switch 

to another provider while employees can leave the company when the hardship is taking place in 

the company. (Godfrey, 2005) assert that managers tend to use social responsibility activities to 

ensure support from local communities and politicians. By preventing hostile takeovers, social 

responsibility can exacerbate the management of managers. With the negative impact on the 

business results of the company, it may not be surprising that the company will be considered to 

be at higher risk. 

Recent empirical studies have found a negative correlation between corporate social 

responsibility and corporate risk. The study of  (Monti et al., 2018) viewed  that social 

responsibility is associated with reduced systematic risk. Research (Cai et al., 2016) found a 

negative relationship between the advantages of social responsibility and systemic risk. If 

businesses pay more attention to issues related to community, employment and environmental 

issues, then risk The system tends to decrease. (Harjoto & Laksmana, 2016)  showed that 
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improved environmental risk management is associated with lower capital costs and especially 

lower equity cost. The cost of debt increases because businesses take advantage of lower risk to 

increase their leverage. (Chakraborty, Luciasilva, & Sheikh, 2018)  determined that good social 

responsibility is associated with a higher credit rating of the business. (Chakraborty et al., 2018) 

states that managers tend to use social responsibility activities to ensure support from local 

communities and politicians, reducing the risk that businesses may encountered. The research 

(Cai et al., 2016)  found  that environmentally responsible firms experience lower risk. From that 

argument, the research hypothesizes the first hypothesis as follows: 

H1a: There is a negative relationship between the disclosure level  of the environmental 

accounting information and the financial risk of the company in the current year. 

H1b: There is a negative relationship between the disclosure level of environmental 

accounting information and the financial risk of the company in the following year. 

3.3. Review the financial risk of listed companies that disclose environmental accounting 

information to other listed companies that do not disclose environmental accounting 

information. 

There is a lot of empirical support for the view that companies will be fined if they see 

business management in ways that conflict with social values. This is especially true when the 

conflict arises between pursuing organizational profits and the goal of environmental protection. 

Thus, one of the ways companies risk management in the process of operating and improving 

financial performance is to engage in socially and socially responsible behavior. Numerous 

empirical studies have demonstrated that company risk includes the total risk (measured by 

standard deviation of return) and market risk (measured by the CAPM model) Environmental 

accounting information and at companies without disclosure of environmental accounting 

information differ. Companies with environmental accounting disclosures are often at a lower 

risk than companies that do not disclose environmental accounting information. (Cai et al., 2016)  

demonstrated that companies with environmental accounting disclosures would secure trust and 

image with stakeholders, thus reducing the number of cases. litigation, controversy, boycott 

products company. Therefore, these companies usually have lower accounting risk and market 

risk. (Monti et al., 2018) argued that when a company participates in social responsibility, it 

maximizes shareholder value, enhances its credibility, and ensures long-term viability. 

Therefore, investors and managers of companies must pay attention to CSR activities in 

developing their investment strategies and regulatory policies. (Oikonomou, Brooks, & Pavelin, 

2012) used the S&P 500 corporate data table, confirm that social responsibility is inverted with 

systematic risk, in which systemic risk consists of market risk (measured by the standard 

deviation of stock profit, β share) and accounting risk (measured by long-term debt/asset ratio, 

debt/equity ratio, ROA volatility). From this point of view, the study gives the second hypothesis 

as follows: 

H2: There are financial risk differences between listed companies with disclosure of 

environmental accounting information and companies listed without environmental accounting 

information. 
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4. Research Methodology 

4.1. Data Collection 

Group 1: Listed Companies with Environmental Accounting Information: The selected 

companies must meet two criteria: (i) having a complete set of annual accounting data for the 

five years (2013 - 2017 (ii) Companies must disclose environmental accounting information in 

their annual report or sustainability report. The final sample for this study was unbalanced table 

data, as shown in Table 1. 

Table 1: Research sample statistics 

No. Industry 

Number of listed companies disclose environmental accounting 
information 

2013 2014 2015 2016 2017 

1 Agriculture - Forestry - Fishery 1 6 12 14 25 

2 Extractive 5 12 14 16 27 

3 Community utilities 2 3 6 8 12 

4 Construction and real estate 0 0 5 6 11 

5 Manufacturing 2 4 9 14 30 

Total 10 25 46 58 105 

(Source: Composer from http://finance.vietstock.vn) 

Group 2: Listed companies do not disclose environmental accounting information: These 

companies must meet two criteria: (i) a complete annual accounting data sheet covering the five 

years (2013-2017). ii) Companies must correspond to the size, sector and time of listing with 

Group 1 companies. 

4.2. Variable Measurements 

- Level of disclosure of environmental accounting information (ENVI) 

According to the Global Reporting Initiative's (2013) Sustainable Development Report 

Guidelines, the total number of items for disclosure of mandatory environmental accounting 

information is 34 items in the 12 relevant fields as Table 2: 

Table 2: Items for Mandatory Environmental Information Disclosure 

No. Field 
No of items 
have to be 
disclosed 

No. Field 
No of items 
have to be 
disclosed 

1 Material 2 7 Information on label of products and services 2 

2 Energy 5 8 Compliance 11 

3 Water 3 9 Transportation 1 

4 Biodiversity 4 10 Overall 1 

5 Emissions 7 11 Supplier’s Review of the Environment 2 

6 Wastewater and Waste 5 12  Environmental complaints mechanism 1 
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To assess the extent of disclosure of environmental accounting information, information 

regarding the criteria is scored in Table 3. 

Table 3: Method for Assessing Disclosure Levels of Environmental Information 

Level of information disclosure Score 

Publication information is both quantitative and qualitative form 4 

Only qualitative, non - quantitative disclosure 3 

Quantitative information both in object and value, no qualitative information 2 

Quantitative information on the value, no object and no qualitative information 1 

No information disclosure 0 

The disclosure index is calculated according to the weighted approach, depending on the 

quality of the information provided to assess the score for each item, then averaged for each field 

and calculated environmental accounting information disclosure index. The formula is as 

follows: The level of information disclosure of firms X = 
∑ ���
��� �

��
  (Yi is the score of information 

item i published by firm X). Similarly, research has calculated the level of information disclosure 

by field. 

- Financial risk and control variables 

Company risk is often measured by the standard deviation of the rate of return through the 

volatility of stock prices over a given period of time. This study only considers the overall risk of 

the company (reflected by the stock price fluctuations of the company on the market) but ignores 

market risk (VN - index). Applying the results of previous studies such as ((Barone & Braghò, 

1996; Becchettia, Cicirettiab, & Dalò, 2018; Oikonomou et al., 2012), in this study, the 

company's financial risk It is determined according to the following formula: 

FR =  �
�

�����
 ∑ (�� −  ��

���
��� )�   *  √250 

Inside:          FR: Financial risk 

                     �� : Return on stock at day t 

��  =  
��� ��� �(��� �)� ����

����
  

(P: The price of the stock; D: The dividend;  �: The rate of stock dividend; �: The 

preferred price of additional shares) 

                      ��: Average yield  

�� = ∑ ��
�
� =   

��� ���⋯ � ��

�
  

Control variables include:  Business Size (SIZE); Financial leverage (LEV); Listing period 

(AGE); Independent Auditing (AUD) are measured and presented in Table 4, below: 
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Table 4: Measurement of Control Variables  

Code Control Variable Measurement 

SIZE Business Size Log (Total Assets) 

LEV Financial leverage Total long-term debt divided by total assets 

AGE Listing period Number of years from the beginning of listing to the end of 2017 

AUD Independent Auditing = 1, independent auditor of Big 4; = 0, the rest 

To examine the relationship between the level of disclosure of environmental accounting 

information and the financial risk of an enterprise, study the following regression models: (1) 

Financial risk is a dependent variable, Environmental accounting disclosures and four control 

variables are independent variables. (2) Additional latency factors are used to assess the impact 

of prior year disclosure of environmental accounting information on financial risk of tthis year. 

The study chose a one-year lag (t-1) that was not many years ago due to the inadequate sample 

size. The research model is written as follows:    

FRjt= β0 + β1 ENVIjt + β2 SIZEjt + β3 LEVjt +  β4 AGEjt+  β5 AUDjt + �jt 

FRjt = £0 + £1 ENVIjt-1 + £2 SIZEjt + £3 LEVjt +  £4 AGEjt+  £5 AUDjt + £jt 

5. Results and Discussion 

5.1. Descriptive statistics 

Figure 1 gives an overview of the level of disclosure of environmental accounting 

information by listed companies in Vietnam from 2013 to 2017. During the study period, 

Increasing market volatility is not only evidenced by the number of listed companies with 

disclosure of environmental accounting information (from 10 companies in 2013 to 105 

companies in 2017), but also by Indicator level of disclosure of environmental accounting 

information. which is a good sign demonstrating that Vietnam firms are paying attention to the 

release of information on environmental indicators, especially after the detailed guidance of 

Circular No. 155/2015/TT-BTC on 06 October 2015. This is shown by the mean value of the 

environmental accounting disclosure indicators in 2016, 2017 compared to the previous years.  

 

Figure 1: Volatility of the index of disclosure of environmental accounting information  

of listed companies for the period 2013 – 2017 
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Table 5 presents basic statistical describing parameters of independent variables and 

dependent variables. According to (Tauchen, 1986), condition for estimation of reliability for 

performing regression analysis is n> 200. According to (Joe F. Hair, Christian M. Ringle, & 

Sarstedt., 2014), there should be 15-20 observations for a variable to be estimated. Combined 

with these principles, the sample size chosen by the author with 244 observations is reasonable. 

The result insure the reliability. The results in Table 5 show that the level of environmental 

accounting information disclosure is 2.879 and range from 1.008 to 3.687. The size of the 

business ranges from 10.329 to 18.327, indicating that the size of the firms in the sample differs 

widely. The period of listing on the stock market is 14.391 years on average and fluctuates from 

9.865 to 17.710, which proves that the listed firms in the sample are not too young. 

Table 5: Statistical Analysis 

 FR ENVIt ENVIt-1 SIZE LEV AGE AUD 

Number of Observations 244 244 139 244 244 244 244 

Mean value 0.376 2.879 2.667 15.265 0.410 14.391 0.405 

Standard Deviation 0.097 2.705 2.605 5.184 0.317 7.059 0.419 

Minimum value 0.078 1.008 1.105 10.329 0.219 9.865 0.000 

Maximum value 0.765 3.687 3.287 18.327 0.683 17.710 1.000 

5.2. Evaluation of Correlation Between Variables 

Table 6 presents the results of the correlation coefficient test between the variables and the 

results of the multi-collinearity test. The purpose of the correlation analysis is to examine the 

tendency of the relationship between independent variables and dependent variables in the 

model. The previous year's and the year's levels of disclosure of environmental accounting 

information are positively correlated with FR, which means that the higher the level of disclosure 

of environmental accounting information, lower financial risk in both present and future. 

However, to confirm whether the results are accurate or not, we need to conduct multivariate 

regression analysis. 

Table 6: Correlation and Multi-collinearity Test 

 FR ENVIt ENVIt-1 SIZE LEV AGE AUD VIF (t) 
VIF 

(t-1) 

FR 1.000       - - 

ENVIt -0.103 1.000      2.324 - 

ENVIt-1 -0.467 0.231 1.000     - 2.013 

SIZE -0.326 -0.252 -0.079 1.000    1.325 1.201 

LEV 0.218 -0.327 -0.132 0.133 1.000   2.198 1.856 

AGE -0.305 0.428 0.267 0.189 0.154 1.000  1.907 1.813 

AUD -0.304 0.185 0.112 0.231 0.123 0.137 1.000 1.837 1.902 

Table 6 also shows the results of the multi-collinearity test, the results show that at the 

same time, the correlated pairs are less than 0.8 and the VIF of the independent variable is less 
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than 5, which proves that there is not multi- collinearity. In addition, in order to increase the 

reliability of the regression results, the study conducted to examine whether there was a change 

in variance in the research model through the use of the White's General test. The test results 

show that the p value is greater than 0.05, so with a significance level of 5% the H0 hypothesis 

on the uniformity of the variance is acceptable. That is, the pattern does not exist in the 

phenomenon of variance. With the above analysis, we assert that appropriate research data to 

perform multivariate regression analysis to examine the relationship between social 

responsibility and financial risk. 

5.3. Discussions 

(1) The relationship between the level of disclosure of environmental accounting and the 

financial risk of the current year. 

Table 7 presents the results of regression using the least squares (OLS), fixed effects model 

(FEM) and random effects model (REM). The results show that there are differences between the 

three methods. Therefore, to conclude what results should be used, the research conducted two 

following tests: Step 1: Use Hausman test to decide to use whether FEM or REM method. The p 

value of Hausman test is 0.000, therefore the FEM model is more appropriate. Step 2: Use the 

F_test test to select the result between the FEM or OLS method. The p value of F – test is 0.000, 

so the FEM model is more appropriate. Thus, the final fit model to measure this relationship is 

the pooled FEM model, with a 5% significance level. The results in Table 7, (Sig. = 0.0210 

<0.05) show that the level of disclosure of environmental accounting information affects the 

current year's FR. 

Table 7: Regression Results - the case does not consider latency factor 

 FR 

OLS FEM REM 

ENVIt -0.324 

(.0236) 

-0.268 

(.0210) 

-0.318 

(.0278) 

SIZE 
-0.421 

(.0017) 

-0.654 

(.0047) 

0.312 

(.0068) 

LEV 
-0.317 

(.0056) 

0.087 

(.0287) 

-0.376 

(.0031) 

AGE 
-0.312 

(.0068) 

-0.201 

(.0021) 

-0.168 

(.0150) 

AUD 
-0.982 

(.0067) 

-0.251 

(.0021) 

-0.584 

(.0102) 

Number of Obs 244 244 244 

Constant 0.315 0.289 0.235 

Adj R – squareds 0.3145 0.3286 0.3173 

The results in Table 7 also show that the relationship between the level of disclosure of 

environmental accounting information and the financial risk is the reverse relationship (the 
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coefficient between this relationship is -0.268). The results of this research comply with the 

previous studies such as: (Cai et al., 2016; GODFREY, MERRILL, & HANSEN, 2009; 

Oikonomou et al., 2012). This suggests that the higher the level of disclosure of environmental 

accounting information, the lower the likelihood of a business experiencing the financial risk of 

the year.  

(2) The relationship between the level of disclosure of environmental accounting and the 

financial risk of the following year. 

To examine the relationship between the level of toxicity disclosed by environmental 

accounting information and the financial risk of the following years, the study performed a 

multivariate regression analysis with dependent variables: FR and t_test. The results of the 

regression analysis are presented in Table 8. For the results of the Breusch-Pagan Lagrange test, 

the accepted hypothesis H0 (Prob = 1.0000) thus the pooled OLS model is more appropriate than 

the REM model. For the Hausman test, rejecting the hypothesis H0 (Prob = 0.0216) means that 

the FEM model is more appropriate than the REM model. However, based on F-test results (Prob 

= 0.4123), it is also assumed that the fit model is pooled OLS. Thus, the final fit model to 

measure this relationship is the pooled OLS model, with a 5% significance level. The results in 

Table 8, (Sig. = 0.0109 <0.05) show that there is a relationship between the level of disclosure of 

previous year's accounting information and the financial performance of the following year. 

Table 8: Regression Results – The case considers the latency factor  

 FA 

OLS FEM REM 

ENVIt-1 -0.423 

(.0109) 

- 0.215 

(.0214) 

-0.675 

(.0165) 

SIZE 
-0.526 

(.1236) 

-0.436 

(.0154) 

0.756 

(.0134) 

LEV 
0.165 

(.0015) 

0.054 

(.0143) 

-0.456 

(.0246) 

AGE 
-0.187 

(.0154) 

-0.098 

(.0145) 

0.146 

(.0165) 

AUD 
-0.176 

(.0056) 

-0.343 

(.0065) 

-0.154 

(.0028) 

Number of Obs 139 139 139 

Constant 0.124 0.124 0.298 

Adj R – squareds 0.4254 0.3261 0.3096 

The results in Table 8 also show that the relationship between the level of disclosure of 

environmental accounting information and the financial risk is the reverse relationship (the 

coefficient between this relationship is -0.423). This suggests that the higher the level of 

disclosure of environmental accounting information, the lower the likelihood of a business 

experiencing the financial risk of following year.  
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(3) Considering the financial risk between the company disclosing the environmental 

accounting information and the company not disclosing the environmental accounting 

information. 

The study examined the difference in financial performance between the two groups of 

companies: the group disclosed environmental accounting information and the group did not 

disclose environmental accounting information. The results are presented in Table 9, which 

shows the financial risk of each group and the results of the t-test. 

Table 9: Group financial performance and Bartlett's test for equal variances 

 Group No Mean Std.Dev Std.Err 

FR 
ENVI 105 0.21543 0.4326 0.05342 

Non – ENVI 105 0.66754 2.2346 0.12187 

 

 
F Prob>F SS df MS 

Bartlett’s test 

χ2 Prob 

FR 0.47 0.0000 10.109 243 2.178 101.1365 0.000 

The mean value of financial risk for group statistics of listed companies with 

environmental accounting disclosures (0.215) is lower than for companies Non-disclosure of 

environmental accounting information (0.667). At the same time, t-test results show that p-value 

= 0.000 <0.05. Thus, the hypothesis H0 is rejected and accepts the alternative hypothesis. This 

means that there is a statistically significant difference in FR between listed companies with 

environmental accounting information disclosure and listed companies without disclosure of 

environmental accounting information. 

Thus, when the listed company performs the disclosure of environmental accounting 

information in a detailed and transparent manner will avoid the likelihood of a business 

experiencing the financial risk, as well as enhances the image, increases the value of the brand, 

promotes morale of employees, increases productivity labor, resulting in reduced transaction 

costs to obtain external funding. 

6. Conclusion and Recommendations 

The research results indicate the importance of environmental accounting information 

disclosure of enterprises in the long-term business strategy. The level of disclosure of 

environmental accounting information is not only to enhance financial performance, but also 

avoidable financial risk. Highly effective firms are often among the top firms in the industry that 

are well-regarded for their environmental responsibility, as demonstrated by adequate and 

detailed disclosure of information related to the environment. The disclosure of environmental 

accounting information is a way for businesses to enhance their image and reputation with 

stakeholders, especially in the integration trend when developed countries are very interested in 

green growth and sustainable development. However, the situation shows that the accounting 

work and information disclosure related to the environment have not been properly paid attention 
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by Vietnam firms. Therefore, in the coming time, businesses need to strengthen the solution to 

improve environmental accounting to support the disclosure of information. From the research 

results, this study proposed some recommendations to the Vietnam as follows: 

First, the need to raise awareness of corporate environmental responsibility and the 

benefits of disclosing detailed environmental accounting information to the financial 

performance of the business. Some businesses say that if they focus on environmental protection 

activities, transparency of environmental accounting information is costly, reducing profits, it is 

a misconception. The empirical results of the study have shown that the level of disclosure of 

environmental accounting information affects the financial risk of enterprises both now and in 

the future. Therefore, the disclosure of environmental accounting information is not only to 

comply with environmental law, avoid legal complications but also to improve the image and 

increase the financial efficiency of the business and avoidable financial risk. 

Second, in the Vietnamese context, the reporting of primary environmental accounting 

information is still voluntary and free of any general pattern, with only large companies reporting 

responsibility. The number of companies reporting social responsibility is very low. Research 

results are the basis for encouraging organizations to change views when making annual reports 

as well as the content of disclosure in their annual report should not be too focused on the 

indicators. Financial results achieved during the year that ignored the environmental 

performance achieved. Because, together with the trend of green development of the world, 

investors are more interested in the information related to the implementation of corporate social 

responsibility. Consequently, with the implementation of environmental responsibility, the 

disclosure of this information to investors is also a way to attract their attention. 

Third, the results also show that, in addition to the level of disclosure of environmental 

accounting information, other factors such as business size, financial leverage, listing period, 

independent auditing also affect the financial risk of the business.  Therefore, in order to avoid 

financial risk in the period, enterprises should consider, coordinate and pay attention to many 

factors in order to achieve the best economic growth while ensuring economic growth, medium 

Ensure sustainable development and enhance the image of enterprises in the market. 

Basing on the quantitative and qualitative research methodology, the team assessed the 

impact of the level of disclosure of environmental accounting information on the financial risk of 

the business. The results indicate that the level of disclosure of environmental accounting 

information affects the financial risk of businesses both now and in the future. At the same time, 

the study also found the relative difference in financial risk between two groups of enterprises 

disclosing environmental accounting information and not disclosing environmental accounting 

information. From the research results, this study has made several recommendations to promote 

the level of disclosure of environmental accounting information in the future. The article has 

enriched the sources of research on environmental accounting as well as contributed to the 

disclosure of environmental accounting information in the future. However, research is limited to 

one financial risk measures and four control variables, while still using other indicators to test 

this relationship, further limiting the sample also makes sense. Dependency of affected results. 

Nevertheless, we consider these to be suggestive for further research in the future. 



83 

REFERENCES 
 

Al‐Hadi, A., Chatterjee, B., Yaftian, A., Taylor, G., & Hasan, M. M. (2017). Corporate 

social responsibility performance, financial distress and firm life cycle: evidence from Australia. 

doi:doi:10.1111/acfi.12277 

Anh, Đ. P. N., & Binh, T. T. (2017). Reality and Factors Affecting the Levels of 

Disclosure of Social Responsibility Information of Listed Enterprises in Vietnam's Stock Market. 

Paper presented at the Proceedings of National Workshop: Research and Training Accounting 

and Auditing of Vietnamese Universities according to international standards, National 

Economics University. 

Ayadi, M., I.Kusy, M., Pyo, M., & Trabelsi, S. (2015). Corporate Social Responsibility, 

Corporate Governance, and Managerial Risk-Taking. Electronic Journal. doi:DOI: 

10.2139/ssrn.2438177 

Barone, E., & Braghò, A. (1996). A model for measureing financial risks. 

Becchettia, L., Cicirettiab, R., & Dalò, A. (2018). The stocks at stake: Return and risk in 

socially responsible investment. Journal of Financial Stability, 37. 

doi:https://doi.org/10.1016/j.jfs.2018.04.006 

Cai, L., Cui, J., & Jo, H. (2016). Corporate Environmental Responsibility and Firm Risk. 

Journal of Business Ethics, 139(3). doi:DOI: 10.1007/s10551-015-2630-4 

Chakraborty, A., Luciasilva, & Sheikh, S. A. (2018). Managerial Risk Taking Incentives, 

Corporate Social Responsibility and Firm Risk. Journal of Economics and Business, online. 

doi:DOI: 10.1016/j.jeconbus.2018.07.004 

Chiu, T.-K., & Wang, Y.-H. (2014). Determinants of Social Disclosure Quality in Taiwan: 

An Application of Stakeholder Theory. Journal of Business Ethics, 129(2). 

doi:https://doi.org/10.1007/s10551-014-2160-5 

Dowling, J., & Pfeffer, J. (1975). Organizational legitimacy: social values and organization 

behavior. Pacific Sociological Review, 18. doi:https://doi.org/10.2307/1388226 

Dutta, S., & Nezlobin, A. (2017). Information disclosure, firm growth, and the cost of 

capital. Journal of Financial Economics, 123(2). 

doi:https://doi.org/10.1016/j.jfineco.2016.04.001 

Godfrey, P. C. (2005). The Relationship Between Corporate Philanthropy And Shareholder 

Wealth: A Risk Management Perspective. Academy of Management Review, 30(4). 

doi:https://doi.org/10.5465/amr.2005.18378878 

GODFREY, P. C., MERRILL, C. B., & HANSEN, J. M. (2009). THE RELATIONSHIP 

BETWEEN CORPORATE SOCIAL RESPONSIBILITY AND SHAREHOLDER VALUE: AN 

EMPIRICAL TEST OF THE RISK MANAGEMENT HYPOTHESIS. Strategic Management 

Journal, 30. doi:10.1002/smj.750 



84 

Guthrie, J., & Parker, L. D. (1989). Corporate Social Reporting: A Rebuttal of Legitimacy 

Theory. Accounting and Business Research, 19(76). 

doi:https://doi.org/10.1080/00014788.1989.9728863 

Harjoto, M. A., & Laksmana, I. (2016). The Impact of Corporate Social Responsibility on 

Risk Taking and Firm Value. Journal of Business Ethics. doi:DOI: 10.1007/s10551-016-3202-y 

Hung, D. N. (2016). Factors affecting the level of financial information disclosure of firms 

doing business under of the model parent company-subsidiary companies. Kinh tế & Phát triển, 

224(II).  

Joe F. Hair, Christian M. Ringle, & Sarstedt., M. (2014). PLS-SEM: Indeed a Silver Bullet. 

Journal of Marketing Theory and Practice. doi:http://dx.doi.org/10.2753/MTP1069-6679190202 

Magness, V. (2006). Strategic posture, financial performance and environmental 

disclosure: An empirical test of legitimacy theory. Accounting, Auditing & Accountability 

Journal, 19(4). doi:https://doi.org/10.1108/09513570610679128 

Monti, A., Pattitoni, P., Petracci, B., & Randl, O. (2018). Does Corporate Social 

Responsibility Impact Risk?. SSRN Electronic Journal. 

doi:https://dx.doi.org/10.2139/ssrn.3167883 

Nguyen, L. S., Tran, M. D., Nguyen, T. X. H., & Le., Q. H. (2017). Factors Affecting 

Disclosure Levels of Environmental Accounting Information: The Case of Vietnam. Accounting 

and Finance Research, 6(4). doi:https://doi.org/10.5430/afr.v6n4p255 

Nguyen, L. S., Tran, T. H., & Nguyen, T. N. (2018). Factors Affecting Disclosure Levels 

of Environmental Accounting Information:  

The Case of Vietnam firms doing business under of the model parent company – subsidiary 

company. Paper presented at the The 5thIBSM International Conference on Business, 

Management and Accounting 19-21 April 2018. Hanoi University of Industry, Viet Nam. 

NI, T. (2017). Disclosure of the Environmental Accounting Information Research. Paper 

presented at the International Conference on E-commerce and Contemporary Economic 

Development (ECED 2017).  

Oikonomou, I., Brooks, C., & Pavelin, S. (2012). The Impact of Corporate Social 

Performance on Financial Risk and Utility: A Longitudinal Analysis. Financial Management, 

41(2). doi:https://doi.org/10.1111/j.1755-053X.2012.01190.x 

Orlitzky, M., & Benjamin, J. D. (2001). Corporate Social Performance and Firm Risk: A 

Meta-Analytic Review. Business & Society, 40(4). 

doi:https://doi.org/10.1177%2F000765030104000402 

Qiu, Y., Shaukat, A., & Tharyan, R. (2016). Environmental and social disclosures: Link 

with corporate financial performance. The British Accounting Review, 48(1). 

doi:https://doi.org/10.1016/j.bar.2014.10.007 



85 

Tauchen, G. (1986). Finite state markov-chain approximations to univariate and vector 

autoregressions. Economics letters, 20(2). doi:https://doi.org/10.1016/0165-1765(86)90168-0 

Tien, H. V., Anh, H. T. V., & Chinh, N. T. (2017). The corporate environmental 

responsibility and corporate financial performance: evidences from Vietnamese listed 

companies. Paper presented at the Proceedings of ICUEH2017: International conference of 

University of Economic Ho Chi Minh City: Policies and sustainable economic development., 

HCMC, Vietnam, September 28, 2017. 

Ullmann, A. A. (1985). Data in Search of a Theory: A Critical Examination of the 

Relationships Among Social Performance, Social Disclosure, and Economic Performance of 

U.S. Firms. Academy of Management Review, 10(3). doi:10.5465/AMR.1985.4278989 



86 

b5-s1 

 

THE APPLICATION OF THE BALANCED SCORECARD  

IN MANAGING UNIVERSITY THE CASE OF HANOI  

OPEN UNIVERSITY  

Tran Thi Thu Phong 
Hanoi Open University 

thuphong.kt@hou.edu.vn 
Le Thi Tu Oanh 

Accounting Department, University of Labour and Social Affairs-Hanoi 
oanhletu@gmail.com 

 

 

Abstract: Giving autonomy to universities is a breakthrough in the state management 

mechanism to promote the role of self-responsibility of the universities, thereby improving the 

quality of training. Self-reliance also poses many challenges in changing management thinking 

and requires managers to use modern tools in educational management. A Balanced score card 

model is considered an effective way to transform vision and strategy of a university into goals 

and specific action plans based on four dimensions: Finance; Student; Internal processes; 

Learning and developing. The research was conducted at the Hanoi Open University, one of the 

first publicly-funded universities in Vietnam, with a sample of 112 staff and lecturers. The 

research results have proposed a balanced scorecard model for the management purpose of 

Hanoi Open University. 

Keywords: balanced score card (BSC); educational management; self-reliance. 

 

1. Introduction  

The Balanced Score Card (BSC), first introduced in 1992 by Kaplan and Norton, is a 

method of planning, measuring performance with the purpose of converting general visions and 

strategies of organizations and businesses into specific objectives, specific measurements and 

indicators. The Balanced Scorecard provides an important performance benchmarking system, 

complementing traditional financial measures with other measures of customer satisfaction, 

internal business processes, learning and growth. Thanks to the balanced scorecard, 

organizations can ensure a balance in measuring performance, guiding individual behavior 

towards the overall goals of organizations. 

The balanced scorecard is a management tool which is commonly used in many fields 

worldwide. According to a Bain and Company survey of more than 708 companies, 62% of 

responding organizations used the balanced scorecard in managment, which is a much higher 

addoption rate than some other tools of managerial accounting such as Supply Chain, Activity 

Based Costing. With non-profit organizations such as universities, as the target is not financial 
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effectiveness, Kaplan and Norton adjusted BSC model so that it fits with the non-profit purposes 

of universities. Universities has started using  since 2000. Universities have an orientation to 

apply BSC approach due to its popularity thus, it will be easily accepted by lecturers. It enhances 

communication among departments and ensure internal consulting. Furthermore, approach of 

BSC is also flexible and strategic, allowing vertical participation and in vertical vertical and 

history. Application of this model in the educational management is based on four dimensions: 

finance, student, learning and growth and internal processes in order to achieve university goal 

of providing useful solutions for self-reliance of universities. 

2. Theoretical Framework 

The balanced scorecard model has been concerned and applied by universities in Vietnam. 

Nguyen Thi Kim Anh (2010) mentioned the urgency of applying BSC in education and training. 

In addition, the author analyzed the usefulness of BSC in current management of public 

universities. Despite mentioning the urgency of studying BSC in public universities, the research 

only proposed a general BSC model for universities. Therefore, each university needs to study a 

specific BSC model which is suitable for the organization. Following this, some authors have 

proposed certain balanced scorecard models applied in university management, such as Nguyen 

Huu Quy- Da Nang University (2012), Duong Thi Hoai Thuong (2016) - Foreign Trade 

University. The authors proposed the use of specific balanced scorecard models suitable with 

specific characteristics of their universities. 

Steps of developing a balanced scorecard in a university 

The balanced scorecard should be continuously executed from top to bottom with the 

process from goal setting to strategic planning, strategy implementation. This process was 

initiated by leaders of universities and communicated to lower levels. The following specific 

steps are necessary to develop a balanced scorecard in a university: 

Step 1: Identifying the mission, vision and strategy 

Before developing detailed plans, the university needs to review its mission, vision, core 

values in order to establish goals and strategies for the organization. 

Step 2: Determining indicators 

The university needs to identify the action direction required to implement the strategic 

objectives. In this case, it is possible to use the four-dimensional framework proposed by Kaplan 

and Norton. 

Step 3: Building strategic plans 

Strategic planning is the establishment of a cause-effect relationship and influential factors 

between organizational goals and strategies through specific indicators in each dimension. 

Step 4: Developing Key Performance Indicators (KPI) 

Key Performance Indicators (KPI) are quantitative measures used to evaluate or compare 

performance with certain goals. Establishing KPI is a quantification of the objectives in the 

Strategic Map with specific measures. Thanks to these measures, the general objectives and 

strategic contents will become clearer and more specific for each department and individual. 
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Step 5:  Integrating the balanced scorecard into the management system 

The BSC is integrated into planning, budgeting system and management reporting system 

of the university. Reviewing and adjusting the BSC, depending on the pace of change of the 

university should be conducted annually. 

3. Methodology  

Research data was collected by sending questionnaires to heads, managers, faculty 

specialists, departments, and lecturers of Hanoi Open University. The questionnaire was divided 

into three main sections: (i) General assessment of the perception and success factors of the 

university; (ii) Detailed assessment of 04 measures according to balanced scorecard, finance, 

internal processes, customers, learning and growth; (iii) respondent information. In sections 1 

and 2, 5-point Likert scale was used in questions, from "very disagree" to "very agree". The 

questionnaire was based on previous studies about the balanced scorecard of Mang Chuang 

(2006), Cristina (2009) and some supplement was created to fit with the university’s specificity. 

In part 3, questions aimed at gathering general information of university staff, lecturers, 

including department, position, gender, age, working years. The nominal scale was used in these 

questions.  

Methodology  

Data analysis was conducted on SPSS 20 software combined with analytical method, 

comparing the results with secondary data to achieve the research objectives. The study was 

divided into two phases: preliminary and formal, namely: 

  Preliminary research: Pilot testing was conducted by sending questionnaires to 10 staff, 

lecturers to assess the validity and comprehension of the questions. After that, editing was made 

based on feedback received to complete the survey. 

 Formal research: Formal research included sending official survey forms to staff and 

lecturers via email; Data collection; data cleaning, synthesizing excel files, checking 

appropriateness, removing blank or incomplete forms, conducting data analysis on the SPSS 20 

software to perform descriptive statistics. 

Description of the sample  

The questionnaires were sent via email to respondents including heads, staff and lecturers 

of the university and convenience sampling method was used. The total number of 

questionnaires sent is 150, and number of valid questionnaires received is 112. In which, 8 

respondents were department heads (university, department, faculty), 14 respondents were 

deputy heads, 46 respondents were lecturers, 36 respondents were specialists and 8 respondents 

were staff. In term of gender, the majority of respondents were female (67.9%). In terms of age, 

most respondents were in 30 to 40 age group (accounting for 57%), followed by those in the 40 

to 50 age group (accounting for 39.3%). Regarding the number of working years, the majority of 

respondents has worked in the education sector from 10 to 20 years (accounting for 44.7%), 

followed by those with less than 10 working years (32.1%). Details are shown in Table 1. 
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Table 1. Description of the sample  

Characteristics  Sample = 112 Percentage (%) 

Gender  
Male  36 32.1 

Female  76 67.9 

Age  

Under 30 4 3.6 

30 - 40 57 50.9 

40 - 50 44 39.3 

From and over 50  7 6.3 

Department  Faculties  60 53.6 

 
Departments 37 33.0 

 Centers 15 13.4 

Position  Heads of department  8 7.1 

 

Deputy heads of department 14 12.5 

lecturers 46 41.1 

Specialists 36 32.1 

Staff  8 7.1 

 Under 10 years 36 32.1 

Working year  
10 - 20 years 50 44.7 

From and above 20 years 26 23.2 

Source: Calculated by the authors using survey results. 

4. Research results  

4.1. Identifying mission, vision and strategy 

Hanoi Open University has identified its goal of being self-reliant, specifically: developing 

Hanoi Open University into a university offers majors in multiple fields according to regional 

and international standards; operating independently linked to accountability and responsibility 

to ensure that the government-policy beneficiaries and disadvantaged people have the 

opportunity to study and research in the university; building and developing an organizational 

system and personnel according to the model of public university with the mission of "Opening 

learning opportunities for everyone of quality". 

Regarding perception of the mission, vision, core values and strategic objectives, when being 

asked if they know about the mission, vision of the university, 100% of respondents answered 

“yes”. This indicates that perception of the university’s mission, vision was disseminated and 

propagated widely among staff, lecturers and workers. This would be an advantage for general 

development, a unity from perception to action of the university’s members. 

4.2. Determining indicators 

Based on the university’s mission, vision, core values and specificity of educational 

activities, the study consulted officers and lecturers about using four dimensional framework of 

Kaplan and Norton which includes finance, customers, internal processes, learning and growth. 

With 5-point Likert scale, we assessed the importance and objectives of using the balanced 

scorecard in Hanoi Open University. The results of importance of the balanced scorecard are 

showed in table 2. 
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Table 2. Perception of the importance of measures of the balanced scorecard  

No. Importance  
Very 

disagree 
Disagree  

Not agree nor 
disagree 

Agree  
Very 
agree  

Mean 

1 
Establishing a clear direction, strategy 
and vision 

0.0% 0.0% 5.4% 48.2% 46.4% 4.41 

2 
Strengthening the level of loyalty and 
satisfaction of students  

0.0% 0.0% 11.6% 49.1% 39.3% 4.28 

3 Improving internal processes  0.0% 0.9% 5.4% 42.9% 50.9% 4.44 

4 
Implementing measures simultaneously 
to maintain sustainable growth and 
development 

0.0% 0.9% 8.9% 43.8% 46.4% 4.36 

Data in table 2 shows that the measures are highly valued regarding their importance for 

the development of the university with means from 4.28 to 4.44 in 5-point Likert scale. The 

importance of improving internal processes to meet the expectations of students is the highest 

rated one (50.9% respondents very agree with a mean of 4.44). The importance of establishing a 

clear direction, strategy and vision was also highly valued with 46.4% of respondent agreeing 

with a mean of 4.41, followed by implementing measures simultaneously for sustainable growth 

and development and strengthening students’ satisfaction (with means of 4.36 and 4.28 

respectively). 

Regarding objective of each measure, results are shown in the Table 3. Means of objectives 

were mostly agree and very agree. Accordingly, the financial measures with 4 groups of 

objectives were: increasing revenues; reducing spending; effective use of resources; 

implementing long-term plans. These objectives got means’ values from 3.94 to 4.30 regarding 

agreement. In terms of customer measures, the two core objectives included: enhancing the 

reputation of the university (mean = 4.53); improving students' satisfaction (mean = 4.39). These 

objectives got a very high level of agreement. Similarly, the internal processes aimed at two 

objectives: improving the overall management process; improving the training management 

process, while learning and growth had two objectives: enhancing lecturers’ expertise; 

developing management skills. These objectives got high means’ values (from 4.21 to 4.42). 

Table 3. Perception of the objectives of the balanced scorecard 

Measure  Objectives  Mean  

Finance 

Implementing long-term plans 4.23 

Increasing revenues  3.94 

Reducing spending   4.14 

Effective use of resources  4.30 

Customers  
Enhancing the university’s reputation  4.53 

Improving students’ satisfaction  4.39 

Internal processes  
Improving overall management process  4.42 

Improving training management process 4.30 

Learning and growth 
Improving lecturers’ expertise  4.21 

Developing management skills  4.27 
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4.3. Building strategic plans 

With the purpose of offering majors in multiple fields according to regional and 

international standards, with specific directions based on four dimensions, together with the 

results of the survey consulting opinion of the department heads and university leaders. We 

proposed a strategic map showing the relationship between the aspects and the common goals, 

as follows: 

 

Figure 1. Strategic map 

Learning and growth  

Improving lecturers’ 
expertise  

Developing  
management skills  

Profession, effectiveness  

Finance  
Increasing 
revenue 

Reducing 
spending   

Effective use of 
resources  

Implementing  
long-term plans  

Customers    
Enhancing university’s 

reputation  
Improving students’ 

satisfaction  

Internal processes  

Improving training quality  

Improving overall 
management process  

Improving training 
management process  

Training Multi-sector, Multi-fields in 
accordance with regional and International 

standards 
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4.4. Developing Key Performance Indicators (KPI) 

Measures will be specified through the system of indicators. These indicators will reflect 

the performance of each department, each individual in the organization. Establishing these 

indicators needs to be based on development orientation of the organization in each phase. When 

setting and selecting the indicators, it is necessary to collect information through analyzing 

research results conducted in the past to foresee future trends. Based on the assessment of 

lecturers and consulting from previous studies about the balanced scorecard, we proposed 37 

measures. Details are shown in table 4. 

Table 4. The proposed balanced scorecard 

BSC Objectives Indicators Unit  Formula  

FINANCE 

Increasing 
revenues 

Revenue growth  VND 
(Revenues of current year-Revenues of 
previous year) 

Revenue growth rate % 
(Revenues of current year-Revenues of 
previous year)/ Revenues of previous year 

Revenue per student VND 
Revenues of current year/ Total number of 
students  

Revenue per student growth 
rate   

% 
(Revenue per student of current year- Revenue 
per student of previous year)/ revenue per 
student of previous year 

Cutting costs  

Reduction of spending  VND 
(Spending of current year-Spending of previous 
year) 

Spending per student  VND 
Spending of current year/ Total number of 
students 

Spending per student 
growth rate 

% 
(Spending per student of current year- Spending 
per student of previous year)/ Spending per 
student of previous year 

The growth rate of actual 
spending over budgeted 
spending 

% 
(Actual spending- Budgeted 
spending)/Budgeted spending 

The growth rate of the 
difference between 
revenues and spending 

% 
(The difference between revenues and spending 
of current year)/ The difference between 
revenues and spending of current year 

Effective use 
of resources  

The rate of using full-time 
lecturers  

% 
Total number of full-time lecturers/ Total 
teaching hours of full-time and part-time 

The number of highly 
qualified lecturers recruited 

People 
The number of lecturers having at least a PhD 
degree being recruited in one year  

The rate of using facilities 
(in campus 2) 

% 
Total areas used for education/ total rented 
areas  

Implementing 
long-term 
plans 

The rate of completing 
long-term plans 

% 
(Actual tuition and fees collected – Budgeted 
tuition and fees collected )/ Budgeted tuition 
and fees collected 

Students  

Enhancing 
university’s 
reputation  

The rate of completing 
enrollment target 

% 
Total actual number of enrollments/ Total 
budgeted number of enrollments 

Employment rate of 
graduates 

% 
Total number graduates having a job right after 
graduation/total number of graduates in one 
year 

Enhancing 
students’ 
satisfaction  

Investment rate on facilities  % Spending on facilities/ total spending 

Level of  students’ 
satisfaction with staff and 
lecturers 

% 
Total number of satisfied students and highly 
satisfied ones / Total number of students  
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BSC Objectives Indicators Unit  Formula  

  

Average level of  
satisfaction with staff and 
lecturers 

% 
The number of staff, lecturers being assessed 
satisfied or higher by student/ Total number of 
staff and lecturers 

The number of new 
extracurricular programs, 
supporting programs 

Programs 
The number of new extracurricular programs, 
supporting programs in one year 

The rate of spending on 
scholarships 

% Spending on scholarships/ total spending  

Internal 
processes  

Improving 
overall 
management 
process  

Processing time of 
administrative procedures 

Hour Processing hours/Number of requests 

Satisfaction rate of lecturers 
in using information 

% The number of complaints/ total lecturers 

Number of regulations 
being adjusted and issued 

Regulations 
Number of regulations being adjusted and 
issued in one year  

Improving 
training 
management 
process  

The rate of students able to 
enrolled in the modules 

% 
The rate of students able to enrolled in the 
modules / Total number of students 

The rate of academic 
counseling time for students 

% 
Actual academic counseling time/ Regulated 
counseling time 

The satisfaction rate of 
students with academic 
counseling  

% 
The number of satisfied students and very 
satisfied students/ Total number of students 

The average level of 
satisfaction with academic 
counseling 

% 
The number of counselors receiving satisfaction 
or higher from students/ Total number of 
students 

Number of new training 
programs 

Programs 
Number of new training programs for student in 
one year  

The number of new learning 
materials 

Books/ 
documents 

The number of new learning materials in one 
year 

Learning 
and 
growth  

Enhancing 
lecturers’ 
expertise 

The number of new 
professional training 
courses 

Courses 
The number of new professional training 
courses in one year  

The number of lecturers 
having higher academic 
degrees and academic titles 

People 
The number of lecturers having higher 
academic degrees and academic titles in one 
year  

Investment rate on scientific 
research  

% Spending on scientific research/ total spending  

Number of papers per 
lecturer 

% 
The total number of paper published in current 
year/ number of lecturers 

The growth rate of papers 
published nationally 

% 

(The number of national papers of current year 
– The number of national papers of previous 
year)/ The number of national papers of 
previous year 

The growth rate of papers 
published internationally 

% 

(The number of international papers of current 
year – The number of international papers of 
previous year)/ The number of international 
papers of previous year 

Developing 
management 
skills  

The number of new 
management training 
courses 

Courses 
The number of new management training 
courses for staff and lecturers in one year  

The number of times 
learning and exchanging 
with other units 

Times 
The number of times learning and exchanging 
with other units in one year 
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4.5. Integrating the balanced scorecard into the management system 

The balanced scorecard system should be deployed to the departments of the university, 

from faculties, departments, to the centers and integrated into the university’s management 

system, details are shown as follows: 

Table 5. Departments and units responsible for implementing the balanced scorecard  

Aspects  Objectives Indicators Responsible departments 

FINANCE  

Increasing 
revenues 

Revenue growth 

Planning - Finance Department  
Revenue growth rate 

Revenue per student  

Revenue per student growth rate  

Reducing 
spending  

Reduction of spending  

Planning - Finance Department 

Spending per student  

Spending per student growth rate 

The growth rate of actual spending over budgeted 
spending 

The growth rate of the difference between revenues 
and spending 

Effective use 
of resources  

The rate of using full-time lecturers 
Organizing – Administration 
Department, Training Units  

The number of highly qualified lecturers recruited 

The rate of using facilities 

Implementing 
long-term 
plans 

The rate of completing long-term plans Planning - Finance Department 

CUSTOMERS  

Enhancing the 
university’s 
reputation  

The rate of completing enrollment target Training Department  

Employment rate of graduates  Student Affairs Department  

Improving 
students’ 
satisfaction  

Investment rate on facilities Planning - Finance Department 

Level of  students’ satisfaction with staff and 
lecturers 

Office of Testing and Quality 
Assurance 

Average level of  satisfaction with staff and 
lecturers 

Office of Testing and Quality 
Assurance 

The number of new extracurricular programs, 
supporting programs  

Training units 

The rate of spending on scholarships Planning - Finance Department 

INTERNAL 
PROCESSES  

Improving 
overall 
management 
process  

Processing time of administrative procedures 
Organizing – Administration 
Department 

Satisfaction rate of lecturers in using information Library/ materials  

Number of regulations being adjusted and issued Organizing - Finance Department 

Improving 
training 
management 
process  

The rate of students able to enrolled in the modules Units having training 

The rate of academic counseling time for students Units having training 

The satisfaction rate of students with academic 
counseling  

Units having training 

The average level of satisfaction with academic 
counseling 

Units having training 

Number of new training programs 
Training Department/Units Having 
Training 

The number of new learning materials Information Technology Materials 
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Aspects  Objectives Indicators Responsible departments 

LEARNING 
AND 
GROWTH 

Enhancing 
lecturers’ 
expertise   

The number of new professional training courses 
Organizing –Administration 
Department 

The number of lecturers having higher academic 
degrees and academic titles  

Organizing –Administration 
Department 

Investment rate on scientific research 
Planning – Finance Department / 
Scientific Research Department 

Number of papers per lecturer 
Scientific Research Department and 
International Cooperation 
Department  

The growth rate of papers published nationally 

The growth rate of papers published internationally 

Developing 
management 
skills  

The number of new management training courses 
Organizing – Administration 
Department 

The number of times learning and exchanging with 
other units 

Organizing –Administration 
Department 

Every year, the university conducts assessment and figure out causes of why certain 

measures do not meet the planned requirements, then identify suitable solutions or make 

adjustments. In addition, the departments implementing the balanced scorecard need to come up 

with new initiatives to promote the implementation of new goals, as well as learn ideas that have 

been used by other organizations in a similar context to make decisions. Finally, the suitable 

initiatives and solutions need to be reflected in the strategic map based on specified objectives. 

5. Conclusion  

Hanoi Open University is one of the first public universities to be given autonomy. 

Therefore, effective management of resources has always a matter of great concern to university 

administrators. The application of the balanced scorecard is imperative for the university to 

achieve its goals, and to fulfill its missions within the balance of the measures. Applying the 

balanced scorecard will help the university to achieve its financial goals thanks to its success in 

delivering high-quality training services, student satisfaction, integrating internal management 

processes and constant efforts of faculty members, lecturers. The development and successful 

application of the balanced scorecard will contribute to harmonizing the interests of each 

individual and the university, helping the university to achieve its goals of developing and 

improving the lives of lecturers. 
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Abstract: Raising the competitiveness of enterprises in particular and the economy in 

general is one of the most important missions, the measurement system of enterprises has a great 

influence on the behavior of managers and employees. The Balanced Scorecard (BSC) is a 

performance measurement tool as well as a strategic management tool developed by Kaplan & 

Norton in the early 1990s and has been successfully implemented in many countries over the 

world. Quantitative research was conducted in this paper, using questionnaire survey to collect 

information from 68 Vietnamese enterprises, showing factors influencing the success of the BSC 

model in the Vietnamese economic background include perception on BSC, management 

involvement from the leader and the role of the finance department in the business. This 

contribution helps managers to consider issues and propose solutions such as the need for a 

clear understanding of BSC, the need for managers to have high commitment and assurance of 

support to the implementation team during the implementation or construction of a strong 

financial unit. 

Keywords: balance scorecard, Vietnamese enterprise, perception on BSC, performance 

measurement. 

 

1. Introduction 

In the current trend of integration and competition, improving the competitiveness of 

enterprises in particular and the economy in general is one of the most important tasks of 

Vietnam. According to Kaplan & Norton (1992): “what you measure is what you get”. It can be 

seen that an enterprise’s measurement system greatly impacts the behavior of the managers and 

employees of that enterprise. In today's dynamic, continuously changing environment, the 

traditional financial accounting measures such as return-on-investment, earnings-per-share, can 

lead to misleading signals and no longer catch up with recent trends. 

Balanced Scorecard is a performance measurement tool as well as a strategic management 

tool developed by Kaplan & Norton in the early 1990s that actually created a storm in the 
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industry of accounting. According to Niven (2006), more than 50% of Fortune 1000 companies 

have adopted this method. Furthermore, he also pointed out that 49% of enterprises in North 

America, 54% of European enterprises, 52% of Asian enterprises and 56% of Latin American 

enterprises used BSC. Because of its wide acceptance and high efficiency, the BSC is considered 

one of the 75 most influential inventions of the twentieth century, as published by the Harvard 

Business Review in 2000. 

Despite being a new model, BSC has proven its effectiveness in practice in many countries 

around the world. The success of this model has encouraged Vietnamese enterprises to consider 

and put it into operation at their units. However, it is still difficult to achieve the desired effect 

when implementing the model in Vietnam. So, how to help Vietnamese enterprises effectively 

implement the model and bring success to the enterprises?  Starting from such situation and 

significance, the authors have done the research on “Factors affecting the successful application of 

the Balance scorecard model in Vietnamese enterprises" with the desire that the research outcomes 

will help managers make the right decision while developing the BSC model in the company. 

In theory, since its launch in 1992, BSC has become one of the topics that attracted 

researchers to study about it. The previous studies on BSC are quite diverse and have many 

different research directions such as studies on exploitation, development according to the 

functions of BSC; studies on the application of BSC in various sectors; Study on the extent to 

which BSC is accepted in the specific context of the economies of different countries, 

etc…However, the BSC has not been widely applied in Vietnam and there are quite few research 

articles on BSC in Vietnam. Therefore, the study of the factors affecting the successful 

application of the BSC under Vietnam's specific conditions is not only of practical significance 

but also of theoretical contribution to complement and perfect the theory on BSC. 

In addition, the article also gives the reader the most comprehensive overview of the BSC 

and, more importantly, the research findings show the factors that affect the success of the BSC 

model in economic conditions, including: (1) Awareness of BSC, (2) Management involvement 

of the leaders and (3) Role of the finance department in the enterprise. This contribution helps 

managers evaluate and consider the issues when implementing BSC. At the same time, study 

also provides recommendations and solutions to promote the application of BSC in Vietnam and 

improve the efficiency of the BSC model in corporate governance. 

2. Theoretical basis 

2.1. Balance scorecard 

The scorecard was first developed by Robert Kaplan (Harvard University professor) and 

David Norton (a consultant in the Boston area). In 1990, they began researching a number of 

companies for the purpose of discovering new ways to measure performance. Traditionally, 

industries measure performance primarily on the basis of financial indicators. However, after 

conducting research with the top 12 performance measurement companies, Kaplan and Norton 

(1992) presented a "Balance Scorecard" - a set of financial measures that allowed managers to 

find out the results of the actions taken and the measures that drive the future development, 



99 

including: customer satisfaction, internal processes and learning for development. The balance 

scorecard allows managers to transform a company's strategy into specific measurable 

objectives, to examine the business from four key aspects, and to provide answers to the 

following basic questions: 

- On the aspect of finance: “How do we meet the requirements of shareholders?” 

- On the aspect of customers: “How do customers see us?” 

- On the aspect of internal process: “What are we to do?” 

- On the aspect of study and development: “Would we be able to continue progressing and 

creating more added value?” 

In terms of content, BSC is designed by Kaplan & Norton including four aspects: finance, 

customer, internal processes, learning and development. (Figure 1) 

 

Figure1: Four aspects of BSC 

Source: Robert Kaplan & David P.Norton, 1996 

 

2.2. Factors that affect successful application of BSC 

(1) Perception of Balanced Scorecard: According to Dragan Pujas (2010) and Niven 

(2006), one of the reasons why BSC failsis because enterprises do not understand exactly what 

the BSC is and what it involves. Whether the enterprise implements BSC by itself, or outsources 

consultants. Therefore, the hypothesis No. H1 is: The level of perception of BSC has a positive 

impact on the successful application of BSC model in Vietnamese enterprises. 
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(2) Management involvement from the leaders: According to Dragan Pujas (2010) and 

Geert Braam and Ed Nijssen (2008), the leaderspay an important role in strategy formation, 

organizational design and system management. They have a great influence in the enterprise and 

are responsible for the strategic and operational effectiveness of the company. Thus, the 

hypothesis No. H2 is:The level of management involvement from the leader has a positive impact 

on the successful application of the BSC model in Vietnamese enterprises. 

(3) The role of the finance department: According to Geert Braam and Ed Nijssen 

(2008), the accounting department would have a specific knowledge of the organizational 

method to benefit from the use of performance metrics and management systems like BSC. 

When the accounting department is influential in the enterprise, the role involved in maintaining 

and updating accounting processes will be respected, as long as BSC is considered as an 

accounting tool. Thus, the hypothesis No. H3 is: The role of the finance department has a 

positive impact on the successful application of the BSC model in Vietnamese enterprises. 

(4) Information Technology: According to Niven (2006) and Eric Tanyi (2011), the 

process of gathering, analyzing, reporting and distributing information related to the BSC can be 

labor-intensive and time-consuming; This process can put a lot of pressure and fatigue on the 

BSC team. This problem can be overcome by designing an automated information delivery 

system and an easy-to-use BSC application software in the enterprise. Therefore, the hypothesis 

No. H4: The level of information technology application has positively impacted the successful 

application of BSC model in Vietnamese enterprises. 

(5) Education and Training: According to Dragan Pujas (2010), Niven (2006), many 

managers believe that proper education and training are not compulsory. Such a conclusion 

would permanently damage the project and lead to the failure of the BSC. Therefore, the H5 

hypothesis is:the level of education and training has a positive impact on the successful 

application of the BSC model in Vietnamese enterprises. 

(6) Internal Communication: According to Niven (2006), BSC fails because the 

enterprise does not communicate enough information to employees. The success of the BSC is 

based on the cooperation and support of staff. A communication plan enhances the ability of 

employees through tools and helps the BSC become a tool for business decision making. Thus, 

the H6 hypothesis is: The internal communication level has a positive impact on the sucessful 

application of the BSC model in Vietnamese enterprises. 

3. Research methodology 

This article uses quantitative methods and surveys through questionnaires as it is a very 

appropriate way to measure relationships and test hypotheses when the amount of information to 

be collected is large; it saves money and time and can cover a large scale of survey. 

3.1. Research model 

Since launched in 1992, BSC has become a matter of concern among researchers. There 

have been a wide range of in-depth studies on BSC such as ones on its operating methods, its 
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functions and applications in various sectors and key indicators that affect successful application 

of BSC in different business forms in the economic context of different countries. Among those 

mentioned above, the ones on factors that influence effective implementation of BSC have 

attracted great attention of researchers. An overseas research "Beer & Eisenstat" (2000) pointed 

out three factors attributing to the utilization of BSC, which are: the leader participate in 

management, information technology (IT), and internal communication. Another study "Key 

factors make Balanced Scorecard Successful” by Barkdoll Jake & John Kamensky, which was 

published on the website of BSC Interest Group in July 2005, added up two more factors: 

finance and education. 

In the Vietnamese first study regarding to BSC, "An application of Balanced Scorecard in 

Vietnamese service businesses" by Dang Thi Huong, published on Journal of Economic and 

Business Studies, Vietnam National University 26 (2010) 94-104, the author identified five key 

performance indicators that affect BSC, including Management Involvement from the leaders, 

role of the financial department, the perception on BSC, education and training and IT. Another 

honorable mention is Mai Xuan Thuy's (2012). Findings of researches on factors that influence 

the success of BSC are summarized in the table below: 

Table 1. Summary of factors that affect successful application of BSC model 

Factors 

Management 

Involvement from 

the leaders 

Role of the 

Financial 

Dep't 

Perception 

on BSC 

Education & 

Training 
IT 

Internal 

Communication 

Beer & Eisenstat (2000) x    x x 

Barkdoll Jake & John 

Kamensky (2005) 
x x  x x x 

Oana Adriana (2007) x x x x  x 

Geert Braam và Ed 

Nijssen (2008) 
x x 

   
x 

Nguyen Anh Thu 

(2010) 
x x x x  x 

Dang Thi Huong (2010) x x x x x 
 

Dragan Pujas (2010) x 
 

x x x x 

Eric Tanyi (2011) x 
 

x 
 

x 
 

Mai Xuan Thuy (2012) x  x x  x 

Simon K.Cheruiyot 

(2013) 
x x 

 
x x 

 

Source: Developed by the authors 

Based on the research model of Dragan Pujas (2010), combined with other studies by 

Geert Braam and Ed Nijssen (2008), Eric Tanyi (2011) and Simon K.Cheruiyot (2013), together 

with the current situation in Vietnam, the authors propose the research model as follows 
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Figure 2: Research model 

Source: Developed by the authors 

3.2. Creating a metering scale 

All independent and dependent variables use the scale presented in previous studies by 

Dragan Pujas (2010), Geert Braam and Ed Nijssen (2008), Eric Tanyi (2011), and Simon 

K.Cheruiyot (2013).  

3.2.1. Independent variables 

The successful application of BSC in Vietnamese enterprises is characterized by: 

- BSC brings a high level of efficiency in operating activities  

- BSC conveys visions and strategies effectively in the whole enterprise. 

3.2.2. Dependent variables 

All the dependent variables are used in measuring different factors: 

* Perception on BSC: applying the scale introduced in researches by Dragan Pujas (2010) 

and Eric Tanyi (2011). 

The understanding level of BSC is characterized by: 

- BSC not only measures the efficiency but also varies in application in the enterprise. 

- BSC is planned explicitly, presenting the link among four aspects. 
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* Management Involvement from the leaders: applying the scale introduced in researches 

by Dragan Pujas (2010), Geert Braam and Ed Nijssen (2008), Eric Tanyi (2011),  Simon 

K.Cheruiyot (2013). 

The level of management involvement from the leaders in operating BSC is characterized 

by: 

- Senior leaders engage in the process of introducing BSC within the enterprise. 

- Senior leaders understand that appropriate use of KPIs is fundamental for the prosperity 

of the company.  

- Senior leaders support the BSC groups. 

- Senior leaders can obtain information from many new resources. 

* Role of the Financial Department: applying the scale introduced in researches by Dragan 

Pujas (2010), Geert Braam and Ed Nijssen (2008), Simon K.Cheruiyot (2013). 

The level of financial support in implementing BSC is characterized by:  

- The financial department has stronger power in the organization than others. 

- Accountants have influences and even prevail over other positions in the enterprise. 

- Compensation systems for staffs 

* Information Technology: applying the scale introduced in researches by Dragan Pujas 

(2010), Eric Tanyi (2011) and Simon K.Cheruiyot (2013). 

The level of IT application to BSC is characterized by: 

- Utilize IT in the process of operating BSC. 

- Application software is simple to use. 

* Education and Training: applying the scale introduced in researches by Dragan Pujas 

(2010), and Simon K.Cheruiyot (2013). 

The level of education and training regarding to BSC is characterized by: 

- Participants of BSC are experienced. 

- Seminars about BSC during the performing process 

- Hire BSC consultants. 

* Internal communication: applying the scale introduced in researches by Dragan Pujas 

(2010), Geert Braam and Ed Nijssen (2008) 

The level of internal communication is characterized by: 

- The access to administrative and financial information is limited at different levels. 

- Information exchange among departments in the enterprise is important and frequent. 
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All the independent and dependent variables use the scale established in previous studies 

by Dragan Pujas (2010), Geert Braam and Ed Nijssen (2008), Eric Tanyi (2011), and Simon 

K.Cheruiyot (2013). This has been indicated by questions and statements surrounding the 

implications of the variables for the respondents to express their perspectives. The variables are 

measured by using a wide range of items and statements in the form of Likert with the scale of 1 

to 5 (1 = strongly disagree, 2 = disagree, 3 = normal/neutral, 4 = agree, 5 = strongly agree), 

unless otherwise stated. 

• The multivariable regression equation for the model is as follows: 

Y = f(x) = �� + ���� + ���� + ���� + ���� + ���� + ���� + � 

Of which: 

Y - MHTC: the success of BSC model in Vietnamese enterprises 

�� - NTVB: Perception of BSC 

�� - TGQL: management involvement from the leaders 

��- BPTC the role of the finance department 

��- CNTT: Information technology 

�� - GDDT: Education and training 

�� - TTNB - Internal communication 

�� Is a constant 

��,��,��,��,��,�� are the coefficients of resonance 

� is a random error 

3.3. Data collecting 

The research data was collected from survey results by sending questionnaires via email to 

enterprises named in the Top Largest Enterprises in Vietnam in 2017 according to the report of 

the Vietnam Report on 14/12/2017 on the website: http: //vnr500.com.vn/.The questionnaire was 

sent to the enterprises between 01/05/2018 and 16/06/2018 via email. 

The total number of questionnaires responded was 68, out of a total of 433 forms sent, 

representing 15.70%. Among the respondents, 33 were using BSC. Therefore, the number of 

research samples was 33 enterprises. 

The questionnaires of 20 questions are divided into three main sections: 

 Introduction: This section aims at introducing the objectives, the importance of the 

research and a brief overview on BSC model. Thus, questions numbers 1 to 5 are about the 

general information of the company such as: fields of activity, forms of ownership, scales of the 

business, etc. 
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Section 1 - Business characteristics: This section aims at identifying features of enterprises 

surveyed. 

Section 2 - Balanced Scorecard (BSC): This is the major part of the questionnaires, 

containing questions relating to elements of the research and the application of BSC in the 

business (including questions number 6 to 10). The content of the questions is designed 

according to the model and the scale presented above in order to test the hypotheses. The detail 

is as below: 

Table 2. Hypotheses and Survey questions 

Hypothesis Survey question 

H1 Question 9: Rate your perception on BSC. 

H2 Question 10: Rate the management involvement of your leaders in the process of operating BSC. 

H3 Question 11: Rate the role of the financial department in the process of operating BSC in your enterprise. 

H4 Question 12: Rate the application of IT to BSC in your enterprise. 

H5 Question 13: Rate the education and training about BSC in your enterprise. 

H6 Question 14: Rate the internal communication in your enterprise. 

Source: Developed by the author 

Section 3 - Personal information: This section aims at collecting additional information to 

make notes if necessary such as full name, address, email, etc. 

In terms of Exploratory Factor Analysis (EFA), according to the study by Hair, Anderson, 

Tatham and Black (1998) on reference to expected sample size. Whereby, the minimum sample 

size quintuples the total number of observed variables, with the formula being n = 5*m, in which 

m being the number of the questions in the study. In this study, the number of questions relating 

to factors is 6, therefore, the minimum sample size is 30, and the size 33 is acceptable. 

The SPSS 20 software is used to test the reliability of the scale and the hypotheses of the 

study. 

4. Results 

4.1. Verification of scale reliability 

All independent variables and dependent variables have Cronbach's Alpha> 0.6 and 

Corrected Item-Total Correlation > 0.3, so the variables are highly reliable. 

Only independent variables of internal communication have Cronbach's Alpha coefficient 

= 0.207 <0.6 and are therefore excluded from the study. 

Therefore, the research model after excluding internal communication is shown as follows: 
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Figure 3: Adjustment of research model 

Source: Developed by the Authors 

4.2. Test of hypotheses 

This is the most important step to be taken to test hypotheses in the research model as well 

as to answer the research questions that have been raised. The method used is multivariate 

regression analysis with the support of SPSS 20 software. 

After the test on the SPSS software, we obtained the following tables: 

Table 3: Model Summary 

 Model R  R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson 

1 .664a 0.441 0.338 0.464 2.142 

a. Predictors: (Constant), GDDT, NTVB, CNTT, TGQL, BPTC 

b. Dependent Variable: MHTC 

Source: Test results on SPSS software 

As shown in Table 1, the R-Square coefficient of 0.441 means that the independent 

variables explain 44.1% of the variance of the dependent variables.  

The Durbin-Watson test indicates whether the model has autocorrelation. Durbin-Watson 

statistic values are from 1 to 4. According to Durbin-Watson (1950), the self-correlation value is 

positive when the Durbin- Watson is 0, and is negative when the Durbin- Watson is 4, and no 

autocorrelation at 2. According to Table 3, the Durbin-Watson value = 2,142, which is close to 2, 

so the model does not have autocorrelation. 
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Balanced 

Scorecard (BSC) 
model 

 

 

 

 

The role of the finance 
department 
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Table 4: Correlation coefficients 

 Model 

 Unstandardized 
Coefficients 

Standardized 
Coefficients t Sig. 

Collinearity Statistics 

B (Std. Error) Beta Tolerance VIF 

1 

Constant 0.739 0.838 
 

0.882 0.386 
  

NTVB 0.172 0.085 0.307 2.035 0.018 0.907 1.103 

TGQL 0.202 0.109 0.287 1.854 0.046 0.863 1.158 

CNTT 0.038 0.122 0.045 0.311 0.414 0.965 1.037 

GDDT 0.105 0.089 0.174 1.175 0.464 0.941 1.063 

BPTC 0.322 0.102 0.492 3.164 0.004 0.856 1.168 

a. Dependent Variable: MHTC  

Source: Test results on SPSS software 

When correlating the correlation coefficients, Pearson discusses multi-collinearity, so 

authors will consider multi-collinearity through the Variance Influence Factor (VIF). One 

convention is that if VIF ≥ 10, there is a high multi-collinearity between independent variables in 

the model. However, this is an experimental convention; foe some authors like Allison (1999), 

VIF ≥ 2.5 is considered to be a hyper-collinear phenomenon. In Table 4, the VIF coefficient is 

less than 2.5 and fluctuates around 1.1, so there is no collinearity in the model. 

Table 4 shows that the sigma coefficients of NVTB, TGQL, BPTC <0.05, so they are 

statistically significant or the hypotheses No. H1, H2, H3 are accepted. The two variables CNTT 

and GDDT have sig> .05, which is not statistically significant, so the hypotheses H4, H5 are 

rejected because they are of no statistical significance. 

(1) Perception on BSC 

Hypothesis H1: The level of perception on BSC has a positive influence on the successful 

application of BSC model in Vietnamese enterprises. 

According to the results, the relationship between awareness of BSC and success of BSC 

model with a regression coefficient of β1 = 0.307 demonstrates the sole effect of perception on 

BSC on the success of BSC model. To be more specific, when the perception on a BSC increases 

(decreases), 1 unit in the average success of BSC in the enterprise will correlatively increase 

(decrease) 0.307 unit. 

With significance level of sig = 0.018 <0.05, the H1 hypothesis is thus accepted. This 

indicates that gaining understanding about BSC prior to the model implementation has a 

significant implication for the effectiveness of the outcomes. 

(2) Leaders’ Management Involvement 

The hypothesis H2 states that the level of involvement of leaders in management brings 

about a positive influence on the successful implementation of the BSC model in Vietnamese 

enterprises. 



108 

The results of the research show that the existence of correlation between the involvement 

of leaders in management and the success of the BSC model with a value of β2 = 0.287 

demonstrates the sole influence of the participation of leaders on the success of BSC model. 

Specifically, when the involvement of leaders increases (decreases) 1 unit, the average success of 

the BSC in the enterprise will increase (decrease) 0.287 unit. 

The significance level sig = 0.046 <0.05 validates the hypothesis. Therefore, the support 

and direct participation of leaders in the process of receiving and deploying BSC will implicitly 

affect the success of the BSC model in the enterprise.  

(3) Financial Department 

Hypothesis H3 indicates that the financial department positively influences the successful 

application of the BSC model in Vietnamese enterprises. 

The research’s results show that the correlation between the influence of financial 

department and the success of the BSC model is β3 = 0.492, reflecting the sole influence of the 

finance department on the success of the BSC model. As the role of the financial department 

increases (decrease) 1 unit, the average success of the BSC in the enterprise will increase 

(decrease) 0.492 unit. 

With the result of sig = 0,004 < 0,05 the hypothesis is accepted. In a business, the 

financial and accounting department is assessed to have an important part in providing and 

controlling financial information which will exert an effect on the success of the BSC model. 

Furthermore, the Beta value of this variable is highest, proving its importance in the success of 

the BSC model. 

(4) Information and Technology 

According to hypothesis H4, The level of information and technology application has a 

positive influence on the successful application of BSC model in Vietnamese businesses. It can 

be seen from the result that the correlation between information technology and the success of 

the BSC model has a value of β4 = 0.045 with statistical significance level sig = 0.414> 0.05.. 

With this result, the hypothesis is rejected. As sig> 0.05, this variable is not statistically 

significant, or it can be inferred that the application of information technology has nothing to do 

with the success of the BSC model. 

(5) Education and Training 

Hypothesis H5 states that The level of education and training has a positive influence on 

the successful application of the BSC model in Vietnamese businesses. Education and training 

and success of the BSC model are related to each other by the value  �� = 0,174 with statistical 

significance level sig = 0,464 > 0,05. With this result, thus, the hypothesis is rejected. Similar to 

information and technology, variable of education and training is not statistically significant in 

the model. 
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5. Conclusion and Recommendation 

5.1. Conclusion 

Because of the actual situation in Vietnamese businesses in the context of increasingly fast 

competition and integration, improving competitiveness through the usage of new and advanced 

management methods and tools has become one of the leading priorities of Vietnamese 

enterprises. The BSC was first introduced in 1992 by Robert S. Kaplan and David Norton, and so 

far has been successfully implemented in many countries around the world. This research aims to 

help managers identify the factors that affect the success of the BSC model in Vietnamese 

enterprises, and the influence of each factor, thereby promote the widespread utilization of this 

model. 

Based on the model developed from the previous studies, quantitative research 

methodology conducted through questionnaire survey to collect information from 68 Vietnamese 

enterprises was used. The authors used SPSS software to conduct hypothesis testing and 

multivariate analysis of the research model. The results are as follows: 

(1) Three factors have been identified that influence the successful adoption of the BSC 

model in Vietnamese. They are: 

- Perception on BSC 

- Leaders’ Management Involvement 

- Role of the Financial Department 

(2) Although the factors have a positive influence on the dependent variable, the level of 

influence from each factor varies. Specifically: 

- Perception on BSC 

A lack of understanding of BSC is one of the reasons leading to failure of BSC, which 

have been affirmed by previous studies. Not knowing what BSC is or where to deploy BSC can 

lead to erroneous decisions from the start. BSC is not only a system for tracking performance 

indicators or performance monitoring, but it also helps companies interpret strategies into 

specific goals and metrics, describes the business strategies in a way that all people working in 

the same organization can understand, it helps connect the business objectives effectively and is 

classified into four aspects of the BSC which are: finance, customers, internal processes, learning 

and development ... The four aspects must be well connected altogether in a series of cause-

effect relations. By that way, the BSC communicates the strategy in a clear, concise manner to 

all members involved inside and outside the business. 

- Leaders’ Management Involvement 

Previous studies have shown the role of senior managers for the favorable outcome of the 

BSC model in strategic management of enterprises. Senior managers play a crucial role in 

promoting the development process in general and success of the BSC model in particular: 

Research results have pointed out the importance of leadership in the successfulness of the BSC 
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model. To promote this factor, the following four issues need to be addressed: (1) The leaders 

need to be actively involved in the process of introducing strategic management systems 

throughout the enterprise. (2) Insight that the use of indicators and standards to build and 

implement strategies is essential to business success is required. (3) Enterprises should be 

provided with sufficient information and support to improve their strategic management system. 

(4) Leaders are supposed to keep the information up-to-date, particularly when things go wrong, 

as well as update innovations so that their businesses are not left behind. These four contents 

reflect the level of interest of leaders in the development and adoption of BSC in their 

businesses, thus leading to concern in how to make BSC effective as expected. Previous 

researchers have demonstrated this, and the authors affirm this in the context of Vietnamese 

enterprises through their research results. 

- Role of financial sector 

The influence of the financial sector explains that financial measures play an important 

role and have a strong influence on the measurement of management effectiveness. Especially 

when the role of management accounting is enhanced, the extent of its influence on the change in 

business governance is significant. One of the most important aspects of the BSC model is 

financial indicators, which are the end result, as a result of other indicators. Thus, when there is 

an abnormal change from the financial indicators, there is certainly a change in the indicators 

from other aspects, which means that there must have necessary adjustment in one or more 

specific activities of departments in the business. It can be said that these are the most important 

indicators and are mentioned first in the BSC. If strategies are specified by financial indicators, 

specific measures and measures, it is easy for financial departments in the enterprise to carry out 

their work. Therefore, if the financial sector in the enterprise is strong enough, it will have a 

positive influence on the success of the BSC model. 

5.2. Limitations 

Like other studies, there exist a number of limitations in this research: 

First is a limitation on research samples. Quantitative research employs a (non-

probabilistic) judgment method, focusing primarily on enterprises in the VNR500 ranking list. 

The sample size used in the analysis was limited to 68 respondents. However, the number of 

samples is still very low, showing a certain limitation on the sample. 

Second is a limitation on data collection methods. In the quantitative study, the method of 

collecting information was conducted through questionnaires and online answers. This method is 

fairly common in Vietnam yet its response rate is not as high as expected (15,70%), which has 

had a certain impact on the results of the study. 

Third is limitations in data processing. One out of six variables were removed from the 

model. In addition, the authors failed to analyze the research results by sectors, scales and scope 

of application. The study model has explained 44.1% of variation in the dependent variable. This 

implies that 55.9% of the factors other than the model influence the success of the BSC, which is 

not mentioned in the model. 
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BSC is one of the most influential management instruments of the 20th century. Being first 

developed in 1992 by Robert S. Kaplan and David Norton, the research on BSC remains very 

narrow compared to other management models, especially in the specific environment and 

condition of Vietnamese enterprises. Therefore, the research orientation on the BSC is quite 

diverse. Based on the results of the study and the shown limitations, the authors propose two 

further studies. Specifically, (1) In-depth research by sectors, fields of activity: This way is quite 

common in developed countries where the level of BSC application is high. In the time to come, 

as the number of Vietnamese enterprises applying the BSC grows, in-depth research by sectors, 

fields of activity is very important and can be more accurate. Identification of influencing factors 

may be more comprehensive, and the explanatory meaning of the research model will be more 

reasonable than the results of the current article. (2) Research on the effectiveness of BSC 

application: This is probably the most expected research orientation for scholars as well as for 

managers. However, as mentioned above, the big obstacle is that the number of samples is not 

enough since the number of Vietnamese enterprises using the BSC model is limited. In the 

coming time, when the number of large-scale application of the company, this research direction 

will become more feasible. 

5.3. Recommendations 

Based on the study results, the authors have provided a number of recommendations as 

follows: 

First, businesses should have a clear understanding of the BSC. Scorecards should be 

designed to clearly and specifically describe the strategies to meet the goals and vision of the 

business. If the linkages and goals are clearly stated, so that each and everyone in the business 

can understand them, the BSC is likely to succeed. 

Second, to make the BSC achieve success, managers need high determination and 

assurance to support the team during the implementation process. It should be managers who can 

communicate and deliver the benefits BSC brings to the business. Implementing BSC is not a 

simple process, many difficulties may hinder the success of the BSC. Managers, therefore, need 

absolute trust in the BSC and support the team when everything changes in the negative 

direction. Managers should believe in their decisions and persuade the whole business to adopt 

this model. Once those are done, the application of the BSC may be more fruitful. 

Third, it is necessary to build a strong financial department. For BSC in particular and all 

activities in businesses in general, the activities will run more smoothly and effectively when the 

financial department asserts their voice and strength. For that reason, businesses need to pay 

more attention to the financial department and consider it a solid rear in their operations. 

In order to boost the effective application of BSC model in Vietnam, besides the efforts of 

businesses, it is also important that the State consider enacting appropriate macro policies to 

complement and create resonance to accelerate the application of this model. 
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Abstract: Vietnam has issued regulations on consolidated financial reporting for the 

public sector. However, the implementation of the consolidated financial statement (CFS) has not 

been carried out for a number of reasons. This article presents some of the main benefits of 

implementing CFS in the view of previous researchers and the opinions of some experts in 

Vietnam. In addition, the article also presents challenges in implementing CFS. In particular, 

this study identifies the factors that will affect expectation to make consolidated financial 

statements of the public sector in Vietnam in short time. This study uses two methods: qualitative 

research method and quantitative research method. The software SPSS 22.0 is used to assist in 

the analysis of research data. This study provides some theoretical implications and guidances to 

public sector managers and Ministry of finance to prepare for the implementation of the 

consolidated financial statements of the public sector in Viet Nam in short time. 

Keywords: consolidated financial statements, Decree No. 25/2017/ND-CP, public sector, 

Vietnam. 

 

1. Introduction  

Over the last two decades, many western countries have been engaged with managerial 

reforms inspired by new public management (NPM) (Tagesson & Grossi, 2012). Reforms have 

had a great influence on the development of public accounting and reporting system. The most 

important reform that took place in the public sector is the movement from cash-based 

accounting system to the accrual one. The introduction of accrual accounting in public sector 

entities actually represents a first step towards the introduction of a new reporting system in the 

public sector, namely the consolidated reporting system. The public sector consolidated financial 

statements represent a challenging topic of worldwide research and also, became a debated issue 

both for international regulatory body (IPSASB) and for governments (Cîrstea, 2014). 

The growing need for financial and political accountability demands a broader and more 

complete accounting system - the consolidated financial statement (CFS) - to provide feedback 
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for decision -making and improves accountability (Chan, 2003, 2006; Chow, Humphrey, & 

Moll, 2007). Consolidated financial statements may serve to increase accountability and 

transparency towards internal and external stakeholders. CFS is an essential element of public 

sector financial reporting in OECD countries with modern financial management systems 

(Bergmann, Grossi, Rauskala, & Fuchs, 2016). However, CFS is a relatively recent development 

within the public sector, and still there are only a limited number of countries that actually have 

introduced CFS in the public sector at the central and local level (Grossi and Pepe, 2009). 

Although few countries have implemented the CFS (Benito, Brusca, & Montesinos, 2007; 

Cîrstea, 2014), independent bodies and experts offer the necessary input to carry out the changes, 

for example the International Public Sector Accounting Standards Board (IPSASB). In some 

countries (Sweden, the UK, the USA, Canada, New Zealand and Australia), accounting 

standards for the consolidated financial report have already been established (Grossi & Pepe, 

2009). And Vietnam is one of the few countries that actually have introduced CFS according to 

Decree no 25/2017/ND-CP but its implementation has not yet begun. Vietnam is a developing 

country with its own political and institutional characteristics. Therefore, Vietnam has issued 

Decree no. 25/2017/ND-CP regulating the making and disclosure of state financial reports. This 

Decree takes effect from 01/01/2018. The decree also states that the first state financial report is 

prepared according to financial data in 2018. However, there are no public accounting standards 

in Vietnam. Each public unit shall base itself on the characteristics of its units, the provisions of 

the State Budget Law, the Accounting Law and financial mechanisms to promulgate accounting 

regimes applicable exclusively to their units. This will undoubtedly make it difficult to prepare 

the consolidated financial statements of the public sector in Vietnam. At present, few studies in 

Vietnam discuss the consolidated financial statements of the public sector. Therefore, the authors 

recognize that more research is needed to clarify the benefits as well as the challenges and 

difficulties of implementing CFS in countries around the world and in Vietnam. This is the first 

research space to be added. 

At the international level, the International Public Sector Accounting Standards Board 

issued IPSAS 6, recently superseded by IPSAS 35, according to which Consolidated financial 

statements are the financial statements of an economic entity in which the assets, liabilities 

netassets/equity, revenue, expenses, and cash flows of the controlling entity and its controlled 

entities are presented as those of a single economic entity (IPSASB, 2017). Accordingly, public 

sector CFS are an important area within public sector accounting, and there is still a  need  for  

more  empirical  and  theoretical  research  in  this  field  based  on a separate research agenda, 

since  the  public  sector  is  organizationally  specific (Santis, Grossi, & Bisogno, 2018). 

Adopting a structured literature review methodology, Santis et al. (2018) investigate how 

the CFS literature is developing and what its focus is. And the authors find that most of the 

current studies dealing with the consolidated financial statements of the public sector only 

refer to five major topics: the definition of the consolidation area; the identification of the 

reporting entity; the privates public sector accounting standard dichotomy; there lationship 

with the statistical rules; and the usefulness of CFS (Santis et al., 2018). Through the study 

of relevant literature, the authors find that very few studies in the world use quantitative 

methods to identify and measure the impact of factors on the implementation or expectation 
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to perform consolidated financial statements of the public sector of each country in the 

world. This is the second research gap that needs to be filled. 

In addressing these research gaps, we make two main contributions. First, we use 

qualitative research methodology through document research and expert interviews that are 

knowledgeable about public accounting. In this step, we want to synthesize and analyze the 

main benefits as Vietnam performs the consolidated financial statements. It also shows the 

challenges and difficulties for the implementation of consolidated public finance in Vietnam 

in the near future. Based on that, a number of recommendations will be made to relevant 

authorities. Secondly, this study uses quantitative methods to identify and measure the 

effects of expected factors (as a result of the literature review and expert interview) to 

expectation to make consolidated financial statements of the public sector in Vietnam. To 

achieve these research purposes, the authors sought answers to the following two research 

questions: 

Question 1: What are the benefits of implementing the consolidated financial 

statements? And what challenges to overcome when carrying out the consolidated financial 

statements in Vietnam? 

Question 2: What factors influence expectation to make consolidated financial statements 

of the public sector in Vietnam in short time? 

In the next section, the conceptual framework is presented, and a set of testable hypotheses 

is proposed. Methods of the study are then introduced, which include information about the 

sample, study measures, data analysis, and test results. Following a discussion of the results, 

implications and limitations are offered. 

2. Literature review 

The CFS in the public sector have gradually become a matter of interest, of current debate 

both for academics and practitioners. Commander theory as posited by Goldberg (1965), he said 

that ownership and control are separate notions. That is, ownership is a legal condition, but 

control is a function that can only be exercised by human beings. Senior managers such as 

ministers or department heads (lower level) have the right to control the resources. At the same 

time, they must also be accountable for resource management before resource owners. This 

theoretical framework can be used to help explain whether certain environmental artefacts 

constitute significant impediments to the cross-sector transfer of the consolidated financial 

reporting practice to the public sector. Specifically, it provides an examination of the beliefs of 

the top-level and lower-level commanders as to the usefulness of consolidated financial reports 

for accountability purposes. Public sector officials responsible for the compilation. And the 

accountant is the person responsible for the preparation of the consolidated financial statements. 

As a result, the results of the implementation of the report will depend on user-commanders 

(Bergmann & Bietenhader, 2008; Wise, 2010). 

In addittion, the agency theory offers one possible explanation as to why consolidation in 

the public and private sector is significant in terms of accountability. It describes the information 
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asymmetry between the agent and the principal and the problem of the pursuit of different 

interests by those parties. In order to address the issue of an imbalance of power between 

principal and agent, the agent has to report to the principal. Moreover, the stakeholders theory, 

CFS are therefore useful to provide relevant and undistorted financial information to internal and 

external stakeholders (Bergmann et al., 2016). Internal stakeholders, namely, politicians and 

public managers consider CFS as a useful tool for steering and controlling the direct and indirect 

provision of public services.  Consolidated financial report might also to be considered useful by 

external stakeholders (e.g. citizens, international organisations, rating agencies) since CFS help 

to givea summary of the financial performance of the government as a whole. 

Consolidated financial reports are seen as one of the most significant accounting 

techniques of the public sector accounting reforms (Chan, 2003; Chow et al., 2007; RG 

Walker, 2011). Consolidated financial reporting is an accounting technique in which two or 

more individual entities are reported as if they are one common entity. In order to prepare 

consolidated financial reports, separate sets of accounting reports are aggregated and certain 

other adjustments made to arrive at consolidated totals (Wise, 2010). The financial statements 

are considered a key accountability tool for different users (Nistor, Stefanescu, 2012), even if 

we talk about individual financial statements or consolidated financial ones. A focus in this 

study is whether consolidated financial reports are a useful tool for the discharge of the 

accountability for government resources. In other words, what are the main benefits that 

consolidated financial statements provide? 

In the public sector, the consolidated financial statement is a useful instrument for 

governments because it presents a clear picture of the current economic status and 

functioning of public units (Bergmann et al., 2016; Grossi & Pepe, 2009; Santis et al., 

2018; Tagesson & Grossi, 2012). Previous studies concerns the relevance of the public sector 

CFS regarding their usefulness for stake holders. Usefulness consists of a more comprehensive 

picture of the “public group” supporting decision-making processes better and, at the same 

time, ensuring public accountability (Bisogno, Santis, & Tommasetti, 2015; Chow et al., 2007; 

Tagesson & Grossi, 2012; Wise, 2010). CFS, while providing a clearer economic picture of the 

public group (Bastida & Benito, 2006), would support public sector efficiency, effectiveness, 

transparency, and accountability (Bergmann et al., 2016; Grossi & Steccolini, 2015) toward 

both internal users (such as politicians, managers, and employees) and external stakeholders 

(namely citizens, voters, taxpayers, suppliers, other public administrations, and financial 

institutions). The consolidated financial statements are useful instruments which are able to 

provide a clear and overall image of the whole public sector to both internal and external users 

(Cîrstea, 2014). Wise (2010) said that consolidated financial reports were a useful tool for the 

discharge of the accountability for government resources. CFS significantly influences the 

picture presented of the municipalities’ economic position and performance. This must be 

taken into consideration both regarding accountability and allocation decisions in the 

municipal sector (Tagesson & Grossi, 2012). RobertGraham Walker (2009) also believed in 

the benefits of conducting public sector financial reporting in Australia from a theoretical 

perspective. And Cîrstea (2014) recognized that consolidated financial reporting can bring 
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many advantages to the public sector. They can also increase the transparency and 

accountability of government and public property agencies. 

The IPSASB is an independent standard-setting body of the International Federation of 

Accountants (IFAC) and it promulgates accounting standards for the public sector that are based 

on private sector standards. In May 2000, the IPSASB issued the IPSAS 6, enhancing the 

quality, consistency and transparency of financial reporting in the public sector worldwide. In the 

public sphere, IPSAS 6 aims at establishing the provisions for the preparation and presentation of 

CFS and accounting of controlled entities, jointly controlled entities and associations in separate 

financial statements of the controlling entity, venturer or investor. In the private sphere, IFRS 10 

contains some issues that are not included in IPSAS 6. This aspect generates the need to issue a 

new accounting standard for the public sector regarding the CFS, as well as a review of the 

existing one. To achieve improvements to IPSAS 6 from the public sector point of view, IPSAS 

35 was issued. IPSAS 35 replaces the IPSAS 6 requirements regarding CFS. The amendments to 

it were influenced by the standards of the private sector, but also by the specificity of the public 

sector. IPSAS 35 still requires that control be assessed with regard to benefits and power, but the 

definition of control has changed and the standard now provides considerably more guidance on 

assessing control. In addition, it introduces the concept of investment entities, which may be 

applicable to some sovereign wealth funds. In contrast with IPSAS 6 – consolidated and separate 

financial statements, IPSAS 35 no longer permits an exemption from consolidation for 

temporarily controlled entities. IPSASs on CFS are issued with the aim to improve the quality of 

general purpose financial reporting by public sector entities, public system organizations, 

governments and other non-profit organizations (IPSASB, 2017). 

In Vietnam, according to the Decree No. 25/2017/ND-CP, the units tasked to provide 

information for making state financial reports are the Ministry of Finance; State Treasury at all 

levels; Agencies managing, performing state budget revenues and expenditures at all levels; 

Agencies managing the assets and capital of the state at all levels; State agencies and 

organizations using the state budget; Agencies and organizations managing non-state budget 

funds; Public service units. Accordingly, publicly-owned companies are not included in the 

scope of consolidation. State financial reports in Vietnam are made nationwide and within the 

province. The state financial report must be composed of four types, namely report on the state 

financial situation, the report on the results of state financial activities, the statement of cash 

flows and the notes on state financial statements (Government, 2017). 

However, the benefits for the internal and external users and the potential improvement of 

public sector accounting systems have to be compared with the costs and obstacles involved in 

the implementation of consolidated financial reporting (such as personnel costs, costs for training 

and consulting, information technology systems, etc.). There are some problems with 

implementing and using CFS in the public sector, including the diffi culty of comparing 

consolidated information across different levels of government and in defining the scope of 

consolidation (Grossi & Pepe, 2009; Santis et al., 2018). At the same time, the consolidation 

process requires eliminating the financial effects of the internal operations carried out between a 
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local authority and its subordinate units, so that the consolidated financial statement only reflects 

external transactions with third parties (Grossi, 2009). 

Bergmann and Bietenhader (2008) studied, using a survey, in Switzerland, there are the 

reasons for not presenting the consolidated financial reporting in public sector, such as: the lack 

of interest or political pressure; the high costs of implementation; the lack of legal obligations; 

and technical problems. Grossi and Pepe (2009) provide an understanding of the reasons why 

CFS is not yet widespread in Italian local government or other EU continental countries. To 

adopt CFS, local government needs to overcome obstacles that are primarily of  a cultural  and  

technical  nature as well as of a legal nature. There are cultural obstacles because CFS is still a 

new task for Italian local authorities. They need to invest more in new technology and in training 

activities on this specific and complex accounting tool. The technical obstacles are to do with the 

lack of homogeneity in the financial statements of the single entities included within the area of 

consolidation. The main problem is that decentralized entities use national private sector 

accounting standards which differ from those used by local government. In addition to technical 

and cultural difficulties, there are also legal obstacles, because CFS is not compulsory in Italia. 

Grossi (2009) put forward some obstacles to the implementation of the consolidated financial 

statements of local authorities in Italy, such as: lack of staff; insufficient knowledge about the 

consolidated reports; difficulties in obtaining necessary data and documents overtime and lack of 

appropriate software. 

Montesinos and Brusca (2008) sustain that the preparation of consolidated financial 

statements is a very difficult task which may need a long time, but it contributes to better 

understanding the government’s financial position. Wise (2010) argues that technical 

infrastructure and human resources are important to prepare for the process of preparing public 

sector financial reporting because these sources are required for making making the reports. 

Cîrstea (2014) said that the preparation of public sector consolidated financial statements would 

had caused a series of problems that should be over passed, namely: the lack of homogeneity of 

the financial statements prepared by controlled entities, the public sector standards must be 

different from those for the private one, the lack of professionals and the lack of the obligation 

for presenting consolidated reports. Initial Italian experiences have shown that CFS is a complex 

task requiring substantial financial and human investment (Grossi, 2009). However the benefits 

for the internal and external users and the potential improvement of public sector accounting 

systems have to be compared with the costs involved in the implementation of CFS. 

3. Research methodology 

3.1. Hypothesis development 

3.1.1. The direct relationship between applied accounting basis and expectation to make 

consolidated financial statements of the public sector in Vietnam 

The shift from cash to accrual reporting represents a major development in public sector 

financial reporting. Hopwood and Tomkins (1984) associated the use of accrual accounting with 

government decisions to induce efficiencies into public institutions. Changing from a cash basis 
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to an accrual basis of accounting has implications for many features of public sector accounting 

and financial reporting, one of which is the use of accrual-based consolidated financial reporting 

(Grossi & Tagesson, 2007; Guthrie, 1998). The purpose of financial statements consists of the 

presentation of a true and fair view of an entity’s financial performance, financial position, 

equity and cash flows. The introduction and presentation of consolidated reports in the public 

sector are closely connected with the adoption of an accrual-based accounting system, idea also 

approved by some researchers (Guthrie, 1998). The presentation official statements that have the 

accrual accounting at their basis is considered as providing more useful information to users of 

public sector than cash accounting (Cîrstea, 2014). 

The benefit of accrual accounting in the public sphere is heavily supported by the 

possibility of sustaining much better principles like efficiency, effectiveness, transparency and 

accountability (Carlin, 2005; Lapsley & Oldfield, 2001). Grossi (2009) has demonstrated that 

CFS has benefits for internal and external users. In addition, CFS is a potential stimulus for the 

full implementation of accrual accounting and reporting. Public sector accrual basis CFSs, 

represent a piece with a significant role in the whole interconnected set of governments financial 

statements, that add value to budget information and individual financial statements, helping to 

understand the whole financial performance and position of the government (assets, liabilities, 

performance) by providing reliable information (Cîrstea, Nistor, & Tiron Tudor, 2017). The 

accrual accounting is considered to offer more useful information and to improve the 

government’s transparency, accountability and performance evaluation (Cîrstea, 2014; Cîrstea et 

al., 2017). Chan (2003) also argued that accrual accounting was necessary to ensure the 

usefulness of the financial reporting system in the public sector. Therefore, we sustain that 

accrual CFS represent a useful tool for a clear picture of the current economic status and 

government, as a whole (Grossi & Gardini, 2012; Wise, 2010). They are a real support in making 

decisions and in ensuring the public accountability (IPSASB, 2017). In this framework, the 

promoting of accrual basis reporting provides areal picture of the position and performance of 

the whole public sector, therefore increasing transparency and accountability (Carlin, 2005). 

Therefore, this study proposes the following hypothesis: 

H1.There is a relation between  applied accounting basis  and expectation to make 

consolidated financial statements of the public sector in Vietnam in short time. 

3.1.2. The direct relationship between regulatory environment and expectation to make 

consolidated financial statements of the public sector in Vietnam 

Xu, Horn Nord, Daryl Nord, and Lin (2003) argued that the characteristics of the political 

environment of each country were different, which created differences in the regulatory 

environment, as legal regulations were instrumental in institutionalizing management 

perspectives and the administration of the State (Bergmann & Bietenhader, 2008). Luder (1992) 

based on Contingency theory, the author argues that each country should base its own economic, 

cultural and political characteristics to provide appropriate legal provisions. Furthermore, Grossi 

and Steccolini (2015) also noted that countries should not fully apply the private sector 

consolidated financial reporting principles to develop CFS regulations for the public sector, as 

the public sector has its own characteristics. In Vietnam, the legal document on CFS 
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implementation for the public sector is Decree no. 25/2017/ND-CP. This Decree provides 

regulations on contents of state financial reports; guiding the making and publicization of state 

financial reports; the responsibilities of agencies, units and localities in providing information for 

the making of State financial reports in Vietnam (Government, 2017). 

When analyzing the barriers to the implementation of consolidated financial statements in 

Italian local governments, Grossi (2009) points out that the regulatory environment plays a key 

role. The lack of specific public sector integration standards would be a major barrier for public 

agencies in the CFS preparation and presentation process. However, the author has not 

conducted surveys, quantitative analysis to prove his point. In addition, the results of Bergmann 

et al. (2016) also shows that the Organization for Economic Co-operation and Development 

(OECD) countries have a differentiated approach, so different legal provisions should be 

introduced regarding the methodology and principles for identifying the integrated sector. From 

the results of this analysis, the authors suggest that the legal environment influences expectation 

to make consolidated financial statements of the public sector in Vietnam in short time. 

Therefore, this study proposes the following hypothesis: 

H2. There is a relation between regulatory environment and expectation to make 

consolidated financial statements of the public sector in Vietnam. 

3.1.3. The direct relationship between accounting staff capacity and expectation to make 

consolidated financial statements of the public sector in Vietnam  

Capacity of human resources is one of the important factors in determining the quality of 

financial reporting information (Xu et al., 2003). Capacity is the characteristic of a person who 

has the skill, knowledge and ability to perform the job (Hevesi, 2005). In order to generate useful 

financial information, financial statements must be prepared by qualified staff in the field of 

financial management and accounting systems (Suwanda, 2015). According toNuryanto and 

Afiah (2013), capacity is the ability to perform work based on skills and knowledge and is 

supported by the work attitude required by the job. Setiyawati (2013) recognizes that the 

capacity of internal accountants has a significant impact on the quality of financial reporting. The 

author argues that the capacity of the accountant is significantly related to the quality of the 

financial statements. Therefore, the increasing capacity of a public sector accountant to 

participate in the financial reporting process, it will generate better reporting quality. 

Montesinos and Brusca (2008) argue that the preparation of consolidated financial 

statements is a difficult task to accomplish immediately, but it takes a long time to prepare the 

human resources.Grossi and Pepe (2009) also argue that the lack of qualified staff or staff in the 

consolidated financial statements is the most common problem and obstacle to the implementation 

of consolidated financial statements in many countries. RG Walker (2011); Wise (2010) argue that 

government-wide consolidated financial reporting is useful for explaining accountability and 

public sector decision-making purposes. However, the quality of CFS is highly dependent on the 

structure of the machinery and the level of manpower. For the most part, previous researchers have 

argued that overall machine power and accounting staff generally have a positive influence on the 
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quality of public sector financial reporting (Setiyawati, 2013; Simon, Mas' ud, & Su'un, 2016; 

Suwanda, 2015). Therefore, this study proposes the following hypothesis: 

H3. There is a positive relation between accounting staff capacity and expectation to make 

consolidated financial statements of the public sector in Vietnam in short time. 

3.1.4. The direct relationship between information technology and expectation to make 

consolidated financial statements of the public sector in Vietnam  

Information technology includes computers (mainframes, small computers), software, 

databases, networks, e-commerce and other related technologies (Wilkinson, Cerullo, Raval, & 

Wong-On-Wing, 2000). According to Salehi and Torabi (2012), the development of information 

technology is not only used in business organizations but also in public sector organizations. The 

public sector is obliged to develop and take advantage of advances in information technology to 

improve the financial management and distribution of financial information for public services. 

Nuryanto and Afiah (2013) had empirical evidence that the use of information technology 

has a significant influence on the reliability of the financial statements. The impact of using IT 

on the value of local government financial reporting is the greater use of IT, the value of 

generated financial information will be better (Nuryanto & Afiah, 2013; Suwanda, 2015). CFS is 

still a new task for Italian local authorities, and they need to invest more in new technology and 

in training activities on this specific and complex accounting tool (Grossi, 2009). The technical 

obstacles are to do with the lack of homogeneity in the financial statements of the single entities 

included within the area of consolidation. CFS is a complex task that requires financial 

investment to upgrade the appropriate software (Grossi & Pepe, 2008). Bergmann and 

Bietenhader (2008) also said that the difficulty of drawing up consolidated financial statements 

in the public sector in Switzerland was a technical issue. Therefore, this study proposes the 

following hypothesis: 

H4. There is a positive relation between information technology and expectation to make 

consolidated financial statements of the public sector in Vietnam in short time. 

From the above hypotheses, the authors present the research model as follows: 

 

Figure 1. The suggested research model 
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3.2. Sampling and data collection 

To achieve the stated research objectives, the authors use a mixed-method research in the 

form of explored mixed designs. Firstly, we carry out the qualitative research method, then we 

present the quantitative research method. 

Qualitative research methodology is used by the authors to identify (both discover and 

confirm) factors on the basis of propositional factors based on a review of theories and related 

studies. At the same time, recipients were asked to indicate their views and perceptions on 

benefits and challenges of the implementation of the consolidated financial statements in 

Vietnam’s public units in short time. This study was conducted by case study with data 

collection techniques through group discussions with experts. For data collection, the authors 

used the interview questionnaire. The authors select the semi-structured level for the 

questionnaire (with closed questions and open-ended questions). Participants in the discussion 

are professionals with deep understanding of public sector accounting, including lecturers, 

financial accounting manager and chief accountants in public units. 

Quantitative research methodology is used to confirm the impact of factors on expectation 

to make consolidated financial statements of the public sector in Vietnam in short time. Thus, 

this study chose the unit of analysis as individuals. Selection criteria include: knowledge of 

consolidated financial statements of the public sector, working in public sector in Vietnam with a 

working time of over 3 years. They could be lecturers, managers, accountant and other positions 

with strong work interactions with the accounting department. 

This study conducted in Vietnam, an emerging economy. However, the main surveyor is 

the accountant in the public units of Binh Dinh province. A convenience-sampling approach has 

been used to identify potential participants and qualifying questions were asked at the 

commencement of the survey to identify relevant public units. A survey approach was adopted in 

this study, using a mailed questionnaire. Questionnaire methods of data collection are common 

in the investigation of financial report (Wise, 2010). A purposive sampling technique was chosen 

as a means of producing a sample that is typical of the cases of interest. They will provide a good 

idea about expectation to make consolidated financial reporting in Vietnam’s public units. De 

Vaus (2013) suggests that such a selection method can provide efficient predictions. A Likert-

style, five-point rating scale approach was adopted for the questions relating to the respondents. 

Sample size depends on many factors such as treatment method, regression model (Tho 

Nguyen Dinh, 2014). In this paper, we use the (EFA) exploratory factor analysis tools, the linear 

regression method, so sampling must meet the sampling criteria for using the analytical tools. 

The sample size must be at least 50, preferably 100, and the observation ratio on the 

measurement variable is 5:1 meaning that a measurement variable needs a minimum of 5 

observations, preferably 10: 1 or more (Hair et al, 2014;Tho Nguyen Dinh, 2014). The total 

number of observation variables was 20 (16 variables for 4 independent factors and 4 variables 

for dependent factor). Therefore, the sample size of 135 observations collected in this study is 

sufficiently reliable.  
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3.3. Measurement scales 

In the framework, the research model consists of one dependent variable and four 

independent variables. In general, validated measures reported in previous research that were 

used. However, the measurement scales are also tested in terms of reliability. 

Dependent variable in the research model is expectation to make consolidated financial 

statements of the public sector in Vietnam. Dependent variable is measured using the scale 

according to Government (2017) and IPSASB (2017). Public entities need to prepare four types 

of consolidated financial statements. Therefore, this scale has four item with five-point Likert-

type scale instrument. 

Four independent variables include applied accounting basis, accounting staff capacity, 

regulatory environment and information technology. Applied accounting basis is measured 

based on Flynn, Moretti, and Cavanagh (2016). This scale has four item with five-point Likert-

type scale instrument. This instrument has been used by some researchers (Chan, 2003; Grossi 

& Gardini, 2012; Wise, 2010).The scale for accounting staff capacity is adapted from 

Setiyawati (2013) and Indriasih and Koeswayo (2014). This scale has four item with five-point 

Likert-type scale instrument. Items related to knowledge, skills, attitudes and experience. 

Regulatory environment use is measured following Van (2016). A four-item scale was used to 

measure regulatory environment with five-point Likert-type scale instrument. This scale is also 

mentioned by  Grossi (2009) and Bergmann and Bietenhader (2008) in their research. The 

measure of information technology was obtained from Quynh’s (2015) four-item, five-point 

Likert-type scale instrument. This instrument has been used extensively and validated in 

accounting studies of financial statements of the public sector (Nuryanto & Afiah, 2013; 

Suwanda, 2015; Xu et al., 2003). 

3.4. Data processing method 

For the qualitative research, after the data were collected through interviews, the authors 

synthesized, analyzed and provided key points about the results. This stage, using statistical 

techniques, is descriptive. 

For the quantitative research, once the collection is complete, the surveys will be reviewed 

to eliminate unsatisfactory surveys. After that, the author will encrypt, input and clean it with 

SPSS 22.0 software. First, the author will use the statistical tools of SPSS software to describe 

the characteristics of the surveyed subjects. Then, the author used the Cronbach's Alpha tool to 

evaluate the reliability of the scale, remove the inappropriate variables and conduct EFA analysis 

for good variables. Successful variables will continue to be included in regression analysis to test 

the correlation between the variables and to test the suitability of the model. 

4. Results and Discussion 

4.1. Results of qualitative research 

Through the interview process, the authors gathered feedback from experts focusing on 

three main issues. The first relates to the benefits of public sector CFS implementation in 
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Vietnam (for more details see Appendix A). The second problem relates to the difficulties of 

implementing public sector CFS in Vietnam (for more details see Appendix A). The third issue 

concerns the factors expected to affect the implementation of the consolidated financial 

statements of the public sector in Vietnam. The results show that all experts (100%) agree with 

the factors that the author proposes. In addition, experts have given some other relevant factors 

such as accounting community, integration pressure, IPSAS application. However, the authors 

do not include these factors that add to the research model. Because the proposed factors are not 

approved by many experts.So that, the regression equation is written as below: 

KVi = B0 + B1CSi + B2NLi + B3MTi + B4CNi+ Ei. Such as: 

Dependent variable: Expectation to make consolidated financial statements of the public 

sector in Vietnam (KV). 

Independent variables includes: CSi: Applied accounting basis; NLi: Accounting staff 

capacity; MTi: Regulatory environment; CNi: Information technology; B0, B1, B2, B3, B4: 

Regression coefficients; Ei: Remainders. 

4.2. Results of quantitative research 

The total number of questionnaires is 200 questionnaires, there are 135 valid 

questionnaires. The survey take place within three months, starting in May 2018. Sample from 

surveyed respondents is shown in table 1 (see in the appendix B). 

4.2.1. Reliability analysis 

The author uses the Cronbach Alpha test to evaluate the reliability of independent and 

dependent variables. Observed variables with item-total corelation less than 0.3 will be excluded 

and the scale is chosen when the Cronbach Alpha coefficient is 0.6 or greater (Hair et al, 2014). 

According to the results of table 2 (see in the appendix B), all scales have a Cronbach Alpha 

coefficient of greater than 0.6 and the item-total corelation is greater than 0.3 except for CN2.  

Observation variable (CN2) which belongs to the factor of information technology has a 

Corrected Item-Total Correlation of 0.181 < 0.3 so this observation is rejected. When the 

observation variable CN2 is eliminated, the Cronbach Alpha coefficient of the content scale of 

the information technology increases from 0.600 to 0.685. At the same time, the remaining 

observation variables have Corrected Item-Total Correlation of 0.430 to 0.584, which is greater 

than 0.3. Thus, the scales were satisfactory and the observational variables (except CN2) were 

continued using the exploratory factor analysis (EFA). 

4.2.2. The exploratory factor analysis 

After checking the reliability of the scale, exploratory factor analysis (EFA) is conducted. 

The chosen extraction method for factor analysis is the principal components method with 

varimax rotation. The results are presented in the appendix B (table 3 and table 4). 

The result of EFA analysis of independent variables show that KMO is obtained by 0.736 

(satisfying criterion 0.5 <KMO <1), so the conclusion is that the factor analysis is appropriate for 
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the actual data. The observed variables were linearly correlated with the representative factor as 

Sig. = 0.000 ≤ 0.05. The cumulative factor of 63.563% satisfies the standard deviation of 50% 

and four factors with Eigen greater than 1. The characteristic variables have a factor load factor 

greater than 0.55.  

The result of  EFA analysis of dependent variable show that KMO is obtained by 0.765 

(satisfying criterion 0.5 <KMO <1), Sig. of Bartlett's Test by 0.000 (satisfying criterion Sig. < 

0.05). And the cumulative factor of 68.243% satisfies the standard deviation of 50% and four 

factors with Eigenvalues greater than 1. The characteristic variables have a factor load factor 

greater than 0.55.  

Thus, through the quality assurance of the scale and the EFA models, the identifier has 

four dimensions that represent the impact and one variable represent expectation to make 

consolidated financial statements of the public sector in Vietnam. The total number of 

observation variables is nineteen items. 

4.2.3. Multiple Regression Analysis 

Firstly, the authors assessed the suitability of the model. The results in the appendix 

B(table 5) show that the adjusted coefficient of R2 is 0.454, which means that the linear 

regression model was constructed in accordance with the data of 45.40%. And Sig value <0.05 

and F = 28.831 showed that the regression model was consistent with the dataset and the 

variables included in the model are statistically significant at the 5% level. 

Secondly, we tested the significance of the regression coefficients. The results show that 

there are four factors with Sig. ≤ 0.05. All four factors have the same impact on expectation to 

make consolidated financial statements of the public sector in Vietnam. In particular, the most 

influential factor is the factor of accounting staff capacity (B= 0.485), the second strongest factor 

is information technology (B = 0.414), the third strong factor is regulatory environment (B = 

0.209), while applied accounting basis is significantly (B = 0.142). To test multi-collinearity, the 

authors use tolerance and variance inflation factor (VIF). Looking at appendix B (table 5), the 

VIF value of the four factors satisfies the non-self-correlation (1 ≤ VIF ≤ 5), so there is no multi-

collinearity. Research results show that the regression model has the following form:  

KV = 0.485 NL + 0.414CN + 0.209 MT + 0.142 CS 

In short, the authors found four factors affecting expectation to make consolidated 

financial statements of the public sector in Vietnam in short time. 

5. Conclusion and recommendation 

5.1. Conclusion 

Throughing the analysis of the literature review on consolidated financial statements and 

expert interview, expectation to make consolidated financial statements of the public sector in 

Vietnam can be done in short time. Because most of the world's researchers and experts think 

that the implementation of the consolidated financial statements of the public sector has many 
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benefits. The remarkable benefit is that it clearly shows the financial picture of the overall 

public sector. Information users will better understand the public sector's assets, liabilities, 

revenues, costs, and cash flows (Cîrstea et al., 2017; Santis et al., 2018). However, Vietnam 

will face some difficulties like other countries in the world when implementing CFS. Some 

typical difficulties include human resources, infrastructure, financial resources (Cîrstea, 2014; 

Grossi, 2009; Wise, 2010). 

The results of quantitative analysis of this article show that expectation to make 

consolidated financial statements of the public sector in Vietnam will be influenced by 4 factors. 

Specifically, accounting staff capacity have the strongest impact expectation to make 

consolidated financial statements. The next factor is information technology, then regulatory 

environment and applied accounting basis. Accordingly, Vietnam wants to do consolidated 

financial statements for public sector then Vietnam needs to focus on the capacity of accountant. 

Accountants must have a clear understanding of consolidated financial statement. At the same 

time, Vietnam must upgrade its information technology system, using data integration software. 

In addition, Vietnam revises the accounting regimes currently applied to different public entities, 

and requires the introduction of an accounting standard for the public sector based on accruals.  

5.2. Recommendation 

This study has some theoretical implications. First, as a follow-up to previous studies at the 

consolidated financial statements, this paper continue to analyze the benefits and difficulties of 

the implementation of the consolidated financial statements of the public sector in Vietnam. 

Second, the findings from this study support contingency theory (Luder, 1992). Providing 

evidence that the regulatory environment is a country-specific factor and should be noted when 

applying IPSAS 35 (IPSASB, 2017) was developed to guide the consolidated financial 

statements. Third, this study provides empirical evidence of the factors that will affect 

expectation to make consolidated financial statements of the public sector in Vietnam in short 

time. This is hardly mentioned by the researchers in previous studies. 

Besides its theoretical implications, this study provides guidance to public sector managers 

and Ministry of finance to prepare for the implementation of the consolidated financial 

statements of the public sector in Viet Nam. Firstly, managers of public agencies need to be 

aware of the benefits and disadvantages of the implementation of the consolidated financial 

statements. Managers need to raise their awareness of the consolidated financial statements. 

Managers should focus on the regular training of professional knowledge for accounting staff by 

facilitating time and funding. For example, Circular 107 has just issued, managers should give all 

accountants to training, but should not limit the number of participants. At the same time, they 

need to strengthen the application of information technology, upgrade the computer network 

system, investment accounting software suitable. Secondly, the state needs to improve the legal 

environment. Specifically, the Ministry of Finance should issue accounting standards for 

Vietnam’s public sector. At present, the public sector exists in many different accounting 

regimes, which makes it difficult to synthesize data when carrying out the consolidated financial 

statements. Nowaday, public service and administration units are doing accounting system under 
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Circular 107/2017/TT-BTC. The application of Circular 107 will facilitate the process of 

preparing the consolidated financial statements of the entire public sector in Vietnam. Therefore, 

the Ministry of Finance should first amend the accounting regimes of other public units to 

conform to Circular 107. This will make it easier to synthesize the data because they have the 

same basis as the accrual basis. Next, The Ministry of Finance should issue a circular to provide 

detailed guidance for the implementation of the Decree no 25/2017/ND-CP. This Circular should 

provide detailed guidance on the scope of consolidation, method of consolidation, specific 

implementation and so on. 

5.3. Limitations and future research 

This study, however, is subject to several limitations. First, our sample did not cover all 

public units in Vietnam but only for Binh Dinh province (n = 135). And we choose the sample 

only in a convenient way so it can not bring high representation. Secondly, because Vietnam has 

not done consolidated financial statement yet, so that, we chose the unit of analysis as an 

individual to examine individual views of each person with their knowledge of the consolidated 

financial statement to assess the impact of the factors to expectation to make consolidated 

financial statements of the public sector in Vietnam. In the coming time, when Vietnam has 

implemented a consolidated financial statement, background researchers choose the unit of 

analysis as a public entity (if you consider factors that affect the implementation of the 

consolidated financial statements in public units) or nation (if you consider factors that affect the 

implementation of the consolidated financial statements in governments). Third, the scales used 

to measure variables in the model do not have much supportive studies, as this study has little 

research done. Finally, basing on the analysis and validation of the hypotheses in this study, it 

was found that the impact of factors was only 45.4%. Thus, 54.6% of the other factors influence 

expectation to make consolidated financial statements of the public sector in Vietnam. Further 

research should thus take account of the above listed limitations. 

 

REFERENCES 
 

1. Bastida, F. J., & Benito, B. (2006). Financial reports and decentralization in municipal 

governments. International Review of Administrative Sciences, 72(2), 223-238.  

2. Benito, B., Brusca, I., & Montesinos, V. (2007). The harmonization of government 

financial information systems: the role of the IPSASs. International Review of Administrative 

Sciences, 73(2), 293-317.  

3. Bergmann, A., & Bietenhader, D. (2008). Practises and opinions on consolidated 

financial reporting in Swiss cities. Paper presented at the Workshop on Whole of Government 

Financial Reporting: International Trends, The University of Siena, Italy. 

4. Bergmann, A., Grossi, G., Rauskala, I., & Fuchs, S. (2016). Consolidation in the public 

sector: methods and approaches in Organisation for Economic Co-operation and Development 

countries. International Review of Administrative Sciences, 82(4), 763-783.  



128 

5. Bisogno, M., Santis, S., & Tommasetti, A. (2015). Public-Sector consolidated financial 

statements: An analysis of the comment letters on IPSASB’s exposure draft no. 49. International 

Journal of Public Administration, 38(4), 311-324.  

6. Carlin, T. M. (2005). Debating the impact of accrual accounting and reporting in the 

public sector. Financial Accountability & Management, 21(3), 309-336.  

7. Chan, J. L. (2003). Government accounting: an assessment of theory, purposes and 

standards. Public money & management, 23(1), 13-20.  

8. Chan, J. L. (2006). IPSAS and government accounting reform in developing countries. 

Accounting reform in the public sector: Mimicry, fad or necessity, 31-42.  

9. Chow, D. S., Humphrey, C., & Moll, J. (2007). Developing whole of government 

accounting in the UK: grand claims, practical complexities and a suggested future research 

agenda. Financial Accountability & Management, 23(1), 27-54.  

10. Cîrstea, A. (2014). The need for public sector consolidated financial statements. 

Procedia Economics and Finance, 15, 1289-1296.  

11. Cîrstea, A., Nistor, C. S., & Tiron Tudor, A. (2017). Consolidated financial statements–

a new challenge for the public sector administration. Journal of Economic and Administrative 

Sciences, 33(1), 46-65.  

12. De Vaus, D. (2013). Surveys in social research: Routledge. 

13. Flynn, S., Moretti, D., & Cavanagh, J. (2016). Implementing Accrual Accounting in the 

Public Sector. Retrieved from  

14. Goldberg, L. (1965). An Inquiry into the Nature of Accounting. American Accounting 

Association Monograph No. 7. Menasha, WI: George Banta Company, Inc.  

15. Grossi, G. (2009). New development: Consolidated financial reporting as a stimulus for 

change in Italian local government.  

16. Grossi, G., & Gardini, S. (2012). Theories and methods of consolidation Interaction 

between private and public sector accounting standards within the hybrid case of Stockholm city. 

Paper presented at the 7 th International Conference on Accounting, Auditing and Management 

in Public Sector Reforms, Milan. 

17. Grossi, G., & Pepe, F. (2008). Consolidated Financial Reporting in the Public Sector: 

a Cross-Country Comparison. Paper presented at the Workshop on Whole of Government 

Financial Reporting: International Trends, The University of Siena, Italy. 

18. Grossi, G., & Pepe, F. (2009). Consolidation in the public sector: a cross-country 

comparison. Public money & management, 29(4), 251-256.  

19. Grossi, G., & Steccolini, I. (2015). Pursuing private or public accountability in the 

public sector? Applying IPSASs to define the reporting entity in municipal consolidation. 

International Journal of Public Administration, 38(4), 325-334.  



129 

20. Grossi, G., & Tagesson, T. (2007). Consolidated financial reports in local government: 

a comparative analysis of IPSASB and SCMA: Department of Business Studies, Kristianstad 

University College. 

21. Guthrie, J. (1998). Application of accrual accounting in the Australian public sector–

rhetoric or reality. Financial Accountability & Management, 14(1), 1-19.  

22. Hevesi, G. A. (2005). Standards for Internal Control in New York State Government. 

Tersedia www. osc. state. ny. us.  

23. Hopwood, A. G., & Tomkins, C. (1984). Issues in public sector accounting: 

Humanities Press. 

24. Indriasih, D., & Koeswayo, P. S. (2014). The Effect of Government Apparatus 

Competence and the Effectiveness of Government Internal Control toward the Quality of 

Financial Reporting and its Impact on the Performance Accountability in Local Government. 

Research Journal of Finance and Accounting, 5(20), 38-47.  

25. Lapsley, I., & Oldfield, R. (2001). Transforming the public sector: management 

consultants as agents of change. European Accounting Review, 10(3), 523-543.  

26. Luder, K. (1992). A contingency model of governmental accounting innovations in the 

political administrative environment.  

27. Montesinos, V., & Brusca, I. (2008). Whole of government financial reporting: fashion 

or necessity. Paper presented at the Workshop on whole of government financial reporting: 

International trends. Siena, Italy. 

28. Nuryanto, M., & Afiah, N. N. (2013). The impact of apparatus competence, 

information technology utilization and internal control on financial statement quality (study on 

local government of Jakarta province-Indonesia). World Review of Business Research, 3(4), 157-

171.  

29. Salehi, M., & Torabi, E. (2012). The Role of Information Technology in Financial 

Reporting Quality: Iranian Scenario. Business Excellence-Poslovna izvrsnost, 6.  

30. Santis, S., Grossi, G., & Bisogno, M. (2018). Public sector consolidated financial 

statements: a structured literature review. Journal of Public Budgeting, Accounting & Financial 

Management, 30(2), 230-251.  

31. Setiyawati, H. (2013). The effect of Internal Accountants' Competence, Managers' 

Commitment to Organizations and the Implementation of the Internal Control System on the 

Quality of Financial Reporting. International Journal of Business and Management Invention, 

2(11.1927).  

32. Simon, Y., Mas' ud, M., & Su'un, M. (2016). The Role Of Apparatus Competence, 

Internal Control System On Good Governance And The Quality Of Financial Statement 

Information. Researchers World, 7(4), 123.  



130 

33. Suwanda, D. (2015). Factors Affecting Quality of Local Government Financial 

Statements to Get Unqualified Opinion (WTP) of Audit Board of the Republic of Indonesia 

(BPK). Research Journal of Finance and Accounting, 6(4), 139-157.  

34. Tagesson, T., & Grossi, G. (2012). The materiality of consolidated financial reporting–

an alternative approach to IPSASB. International Journal of Public Sector Performance 

Management, 2(1), 81-95.  

35. Walker, R. (2009). Public sector consolidated statements—an assessment. Abacus, 

45(2), 171-220.  

36. Walker, R. (2011). Issues in the preparation of public sector consolidated statements. 

Abacus, 47(4), 477-500.  

37. Wilkinson, J. W., Cerullo, M. J., Raval, V., & Wong-On-Wing, B. (2000). Accounting 

Information Systems-Essential Concepts and Applications, John Willey and Sons. Inc., USA.  

38. Wise, V. (2010). Theory and accountability: The case of government consolidated 

financial reporting. International Review of Business Research Papers, 6(5), 82-97.  

39. Xu, H., Horn Nord, J., Daryl Nord, G., & Lin, B. (2003). Key issues of accounting 

information quality management: Australian case studies. Industrial Management & Data 

Systems, 103(7), 461-470.  

 

  



131 

APPENDIX A. RESULTS OF EXPERT INTERVIEW 

Expert opinion on the benefits of the public sector's implementation of consolidated 

financial statements in Vietnam include:  

+ Demonstrate clearly the financial picture of the entire public sector, information users 

will better understand the assets, liabilities, revenues, costs and cash flows of local and central 

governments  

+ This report will help users to compare financial situation between countries. 

+Improve transparency and accountability of government and agencies using public 

resources. 

Expert opinion on the challenges faced by the public sector in Vietnam when carrying 

out the consolidated financial statements include: 

+ Vietnam has no public accounting standards on specific financial statements of the 

public sector 

+ Public entities use different accounting regimes and each accounting regime prescribes 

the accounting of economic transactions based on different accounting bases. 

+ Accrual basis of accounting has not been applied consistently between accounting 

regimes of public units The ability of accountants to know and understand the consolidated 

financial statements is limited 

+ Decree No. 25/2017/ND-CP regulates the consolidated financial statements of the public 

sector, but there is no Circular detailing how to prepare and present. 

+ Currently, only administrative units are able to prepare consolidated financial statements. 

Since the administrative accounting system newly issued under Circular 107/2017/TT-BTC 

provides a way to account for economic transactions on an accrual basis, which stipulates the 

preparation and presentation of newspapers. The financial statement is similar to international 

public accounting standards. 

+ It is necessary to invest a large amount of human resources in consulting and training and 

upgrading IT infrastructure in order to be able to carry out the consolidated financial reports in 

the whole province and in the whole country. 

Expert opinion on factors affecting the implementation of consolidated financial 

statements of the public sector in Vietnam include: 

1. Regulatory environment 100%  1. Yes 2. No 

2. Accounting staff capacity 100%  1. Yes      2. No 

3. Applied accounting basis 100%  1. Yes      2. No 

4. Information technology 100%  1. Yes      2. No 
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In addition, experts also give their own opinion on other factors that affect the 

implementation of the consolidated financial statements of the public sector in Vietnam 

including: 

+ 20% expert opinion proposes adding the accounting community factor 

+ 20% expert opinion proposes additional integration pressure factor 

+ 20% expert opinion suggests adding IPSAS factor 

+ 40% expert opinion does not propose any new factor 
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APPENDIX B. RESULTS OF QUANTITATIVE ANALYSIS 

Table 1. Description sample 

Measure Items Frequency Percent 

Knowledge about consolidated financial 
statements of the public sector 

Yes 135 100 

No 0 0 

Type of unit Administrative offices 33 24.3 

Revenue public service units 86 63.5 

Non-revenue public service units 15 11.3 

Other social organizations 1 0.9 

Total 135 100.0 

Field of operation Health sector 19 13.9 

Field of education and training 84 62.2 

Treasury 5 3.7 

Other areas 27 20.2 

Total 135 100.0 

Position Lecturer 10 7.4 

Accountant 113 83.9 

Head of unit 5 3.5 

Other positions 7 5.2 

Total 135 100.0 

Number of years of experience Less than 3 years 0 0 

From 3 years to 5 years 51 37.8 

Over 5 years to 10 years 76 56.3 

Over 10 years 8 5.9 

Total 135 100.0 

Source: Author's synthesis 

Table 2. Reliability analysis 

Scale 1: Applied Accounting Basis (CS) 

Reliability Statistics 

Cronbach's Alpha N of Items 

.849 4 

Item-Total Statistics 

 
Scale Mean if Item 

Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if Item 

Deleted 

CS1 11.13 5.310 .613 .840 

CS2 11.08 5.359 .649 .824 

CS3 11.08 4.792 .824 .748 

CS4 11.10 5.168 .672 .814 

Source: Data analysis results from SPSS software 
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Scale 2: Accounting staff capacity (NL) 

Reliability Statistics 

Cronbach's Alpha N of Items 

.807 4 

Item-Total Statistics 

 Scale Mean if Item Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if Item 

Deleted 

NLKT1 10.90 4.721 .711 .713 

NLKT2 10.77 5.283 .577 .781 

NLKT3 10.72 5.532 .611 .765 

NLKT4 10.75 5.369 .598 .770 

Source: Data analysis results from SPSS software 

Scale 3: Regulatory environment (MT) 

Reliability Statistics 

Cronbach's Alpha N of Items 

.727 4 

Item-Total Statistics 

 Scale Mean if Item Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if Item 

Deleted 

MT1 10.22 5.189 .507 .672 

MT2 10.79 5.170 .491 .681 

MT3 10.43 4.530 .634 .591 

MT4 10.25 5.638 .439 .709 

Source: Data analysis results from SPSS software 

Scale 4: Information technology (CN) – The first time 

Reliability Statistics 

Cronbach's Alpha N of Items 

.600 4 

Item-Total Statistics 

 Scale Mean if Item Deleted 
Scale Variance if Item 

Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha 

if Item Deleted 

CN1 10.59 3.334 .416 .504 

CN2 10.82 3.759 .181 .685 

CN3 10.64 2.932 .551 .391 

CN4 10.70 3.359 .418 .503 

Source: Data analysis results from SPSS software 
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Scale 4: Information technology (CN) – The second time 

Reliability Statistics 

Cronbach's Alpha N of Items 

.685 3 

Item-Total Statistics 

 Scale Mean if Item Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if Item 

Deleted 

CN1 7.16 2.073 .430 .678 

CN3 7.21 1.737 .584 .475 

CN4 7.27 1.991 .489 .605 

Source: Data analysis results from SPSS software 

Scale 5: Expectation to make consolidated financial statements of the public sector in 

Vietnam (KV) 

Reliability Statistics 

Cronbach's Alpha N of Items 

.834 4 

Item-Total Statistics 

 Scale Mean if Item Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if Item 

Deleted 

KV1 10.74 4.432 .513 .865 

KV2 10.80 3.982 .777 .738 

KV3 10.96 4.499 .630 .805 

KV4 10.76 4.257 .772 .746 

Source: Data analysis results from SPSS software 

Table 3. The exploratory factor analysis for independent variables 

KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .736 

Bartlett's Test of Sphericity 

Approx. Chi-Square 717.471 

df 105 

Sig. .000 

Total Variance Explained 

Component 

Initial Eigenvalues 
Extraction Sums of Squared 

Loadings 
Rotation Sums of Squared 

Loadings 

Total 
% of 

Variance 
Cumulative 

% 
Total 

% of 
Variance 

Cumulative 
% 

Total 
% of 

Variance 
Cumulative 

% 

1 3.833 25.555 25.555 3.833 25.555 25.555 2.870 19.133 19.133 

2 2.724 18.162 43.717 2.724 18.162 43.717 2.557 17.044 36.176 

3 1.584 10.563 54.279 1.584 10.563 54.279 2.210 14.732 50.909 
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4 1.393 9.284 63.563 1.393 9.284 63.563 1.898 12.654 63.563 

5 .816 5.438 69.001       

6 .736 4.905 73.905       

7 .671 4.475 78.380       

8 .599 3.996 82.376       

9 .546 3.637 86.013       

10 .512 3.411 89.424       

11 .426 2.838 92.262       

12 .388 2.585 94.847       

13 .353 2.356 97.203       

14 .265 1.769 98.972       

15 .154 1.028 100.000       

Extraction Method: Principal Component Analysis. 

Source: Data analysis results from SPSS software 

Rotated Component Matrixa 

 
Component 

1 2 3 4 

CS3 .909    

CS4 .818    

CS2 .783    

CS1 .745    

NLKT1  .847   

NLKT2  .790   

NLKT3  .750   

NLKT4  .736   

MT3   .834  

MT2   .755  

MT1   .681  

MT4   .563  

CN3    .832 

CN4    .780 

CN1    .675 

Extraction Method: Principal Component Analysis.  

 Rotation Method: Varimax with Kaiser Normalization. 

a. Rotation converged in 5 iterations. 
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Table 4. The exploratory factor analysis for dependent variable 

KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .765 

Bartlett's Test of Sphericity 

Approx. Chi-Square 255.970 

df 6 

Sig. .000 

Total Variance Explained 

Component 
Initial Eigenvalues Extraction Sums of Squared Loadings 

Total % of Variance Cumulative % Total % of Variance Cumulative % 

1 2.730 68.243 68.243 2.730 68.243 68.243 

2 .650 16.257 84.500    

3 .434 10.840 95.340    

4 .186 4.660 100.000    

Extraction Method: Principal Component Analysis. 

Component Matrixa 

 

Component 

1 

KV2 .900 

KV4 .899 

KV3 .800 

KV1 .686 

Extraction Method: Principal Component Analysis. 

a. 1 components extracted. 
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Table 5. Multiple Regression Analysis 

Model Summary 

Model R 
R 

Square 
Adjusted R Square Std. Error of the Estimate 

1 .686a .470 .454 .73906323 

a. Predictors: (Constant), CN, MT, NL, CS 

ANOVAa 

Model 
Sum of 
Squares 

df Mean Square F Sig. 

1 

Regression 62.992 4 15.748 28.831 .000b 

Residual 71.008 130 .546   

Total 134.000 134    

a. Dependent Variable: KV 

b. Predictors: (Constant), CN, MT, NL, CS 

Coefficientsa 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients t Sig. 

Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 

(Constant) -2.150E-17 .064  .000 1.000   

CS .142 .064 .142 2.218 .028 1.000 1.000 

NL .485 .064 .485 7.592 .000 1.000 1.000 

MT .209 .064 .209 3.274 .001 1.000 1.000 

CN .414 .064 .414 6.485 .000 1.000 1.000 

a. Dependent Variable: KV 

Source: Data analysis results from SPSS software 
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Abstract: In terms of the explosion of information technology development which has the 

deep impact on the accounting work, the construction and operation an effective system of 

accounting information (AIS) are becoming the urgent need for SMEs in Vietnam. The purpose of 

the study is to assess the impact of factors on the effectiveness of the AIS in SMEs in 

Vietnam. Analysis results basing on the data collected from 240 questionnaires show that there 

are 5 factors which have positive effects to the effectiveness of the AIS including organizational 

characteristics, the knowledge of management, top management commitment, the user 

involvement, and external expertise. Since then, we suggest a number of proposals which 

contribute to improving the efficiency of the AIS in the SMEs in Vietnam.   

Keywords: accounting information system (AIS), the small and medium enterprises 

(SMEs), Vietnam 

 

1. Introduction 

The development of information technology has changed the whole of accounting. This 

best expressed in the method of providing and handling accounting data which has made great 

progress compared to the process of manual accounting before. However, the AIS of enterprises 

in Vietnam, especially in the SMEs remains the limitation. Therefore, it is necessary to build an 

effective AIS to provide accurate, complete and timely information for managers. Since then, the 

managers can make the right decisions which contribute to improving firm performance and 

create the competitive advantages for businesses. SMEs played a significant role in the 

Vietnamese economy with approximately 98% of the number of enterprises operating in 

Vietnam. But in practice, the AIS of SMEs have limitation such as the low level of accounting, 
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backward computer and software systems, just paying attention to the work of financial 

accounting etc. (Pham, 2012; Le, 2014; Truong, 2016). Therefore, the AIS of SMEs in Vietnam 

was not to fulfill the role of providing useful information for managers in the decision-making 

process. Therefore, the identification and quantification of the factors affecting the AIS to 

propose solutions which improve the efficiency of the AIS are essential.  

Worldwide, research on the AIS is interested in many different aspects (Budiarto et al., 

2015). Research on the factors affecting the AIS has also been implemented in recent years, 

especially the study of two authors groups Ismail and King (2005, 2006, 2007); Ismail (2009) 

and Thong and Yap (1995); Thong et al. (1996); Thong (1999, 2001). In particular, the major 

factors that the authors researched were the support of the consultants, the support of the 

suppliers, the participation of managers/owners, the top management commitment, management 

knowledge, organizational size, level of accountant, etc. The studies mentioned above have the 

certain contribution on theory as well as practical applications. However, following the 

contingency theory, the construction and design of the AIS are affected by many different factors 

including many characteristics of the organization and external environment that the organization 

is operating(Otley, 1980; Al-Eqab and Ismail, 2011; Budiarto et al., 2015). Therefore, it is 

necessary to perform research on the factors affecting the AIS in enterprises in Vietnam, which 

have different organizational characteristics and external environment compared to other 

businesses which were researched on over the world. 

In Vietnam, most of the studies on the AIS are perfecting or organizing the AIS for a firm, 

the group of firms or the group of administrative units. There is less research on the factors 

affecting the AIS for SMEs in Vietnam. According to our review, currently, there are only two 

theses of the two authors Le (2014) and Truong (2016). Both studies were conducted in 

enterprises in Ho Chi Minh City. In terms of economic condition, business environment, quality 

of human resources, knowledge of accounting and information technology of managers have 

many points better than SMEs in other provinces. Therefore, it is still necessary to carry out a 

study with an expanded sample size to find out what factors really affect the AIS of SMEs in 

Vietnam. Although both studies of Le (2014) and Truong (2016) have certain theory contribution 

and realistic proposals which improve the efficiency of the AIS. However, both studies are yet to 

survey organizational characteristics such as size, organizational structure, business strategy or 

qualification of accountants. These are the important factors affecting the design, deployment, 

and implementation of the appropriate AIS for businesses. 

To address these research gaps, this study tests the impact of organization’s internal and 

external factors such as organizational characteristics, management knowledge, top management 

commitment, user involvement, and the support of external expertise on the effectiveness of AIS 

in SMEs in Vietnam. 

The remainder of this paper is divided to 4 sections as follows. We present the literature 

review and hypothesis development in section 2. Section 3 then outlines the study method, and 

section 4 shows the empirical results. Finally, the paper presents discussions and conclusions of 

the findings. 
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2. Literature review and hypothesis development 

2.1. Organizational characteristics and the effectiveness of AIS 

Size, organizational structure, and business strategy are the three organizational 

characteristics factors which many researchers on the AIS are particularly interested (Budiarto et 

al., 2015). In terms of organizational size, it is obvious that large size companies usually have the 

potential of financial and human resources so it easily accepts and uses the AIS effectively than 

others Winston and Dologite (1999); Ismail and King (2007). Thong and Yap (1995); Thong 

(1999) also suggested that the projects of the AIS are less successful in small businesses due to 

the limitation of resources and no formalize activity mechanism. Regarding the organizational 

structure, the organizational structure of decentralization will make the managers bear more 

responsibility in planning activities, operation, and control. Therefore, they need more 

information to make decisions (Chenhall and Morris, 1986). The study of Rapina (2014)showed 

that the organizational structure has a positive impact to the AIS because at this time the system 

has to work effectively to support managers in right and timely decision - making. With regard to 

business strategy, Al-Eqab and Ismail (2011) revealed that the business strategy (cost leadership 

and innovative differentiation) have a significant influence to the design of the AIS. Besides, to 

design an efficient AIS, Tuanmat and Smith (2011) suggested that SMEs need to build an 

information technology strategy which is suitable with the business strategy of the 

business. Therefore, the first research hypothesis is proposed:  

Hypothesis H1: Organizational characteristics have positive impact on the effectiveness  

of AIS.  

2.2. The management knowledge and the effectiveness of AIS 

Several implemented studies all over the world prove that the owners/managers are an 

important factor affecting the AIS in the enterprises. In a series of studies about the AIS in 

SMEs, Ismail and King (2005, 2006, 2007); Ismail (2009) said that the knowledge of 

managers/owners have an impact on the AIS in enterprises of SMEs in Malaysia. Previously, 

some studies of Thong and Yap (1995)  and Thong (1999) showed that one of the important 

factors affecting the application of the AIS is the knowledge of management on the 

system. DeLone (1988) argued that the owner of a company is the key to the implementation of 

information technology. Owner's knowledge is not necessary for large enterprises but for SMEs, 

the owners have more responsibility in the development of the AIS. Therefore, the AIS in 

businesses where owners have much knowledge and experience will be easier to deploy 

successfully. In Vietnam, the study of Truong (2016) concluded that the management knowledge 

affecting the effectiveness of the AIS in SMEs in Ho Chi Minh City. Therefore, the second 

research hypothesis is proposed: 

Hypothesis H2: The knowledge of managers/owners has a positive impact on the 

effectiveness of AIS. 

2.3. The top management commitment and the effectiveness of AIS 

The top management commitment mentions the involvement and the support of 

management for project implementation of the AIS in the organization (Rapina, 2014). The 
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importance of the involvement and support of management to the effectiveness of the AIS were 

recognized in the studies of Thong and Yap (1995); Thong et al. (1996); Thong (2001); Ismail 

and King (2007); Ismail (2009) and a number of other studies. More than anyone else, 

management understand the business throughout, so their involvement can help AIS project be 

suitable to the target and the strategy of the organization (Jarvenpaa and Ives, 1991). 

Furthermore, the managers' commitment to participate in the process of deployment and 

implementation of AIS will encourage users to develop a positive attitude of using AIS and thus 

it also facilitates the process of implementation (Thong et al., 1996). Many studies conducted in 

Vietnam have also demonstrated the importance of the commitment of the managers/owners. For 

instance, the research of Le (2014) concluded that the participation of management in the 

implementation of AIS has a positive influence on the effectiveness of AIS of businesses in Ho 

Chi Minh City. Truong (2016) concluded that the support of the management affects the 

effectiveness of AIS in SMEs in Ho Chi Minh City. In the SMEs in Vietnam, the top 

management commitment is essential to creating belief and motivation for all employees to build 

and use effectively information systems. Moreover, most of top managers are also owners in 

Vietnamese SMEs, so their commitment to AIS projects is essential. Therefore, the third 

research hypothesis is proposed: 

Hypothesis H3: The top management commitment has a positive impact on the effectiveness 

of AIS. 

2.4. The user involvement and the effectiveness of AIS 

The user involvement is also an important factor affecting the successful implementation 

of AIS. Iskandar (2015) explains that user involvement is the intervention of the user in the 

process from planning, developing to performing AIS. These people use AIS directly so they 

deeply understand the requirements of the AIS which can meet the need of the business (Thong, 

1999, 2001). Besides, during using process, they realize the shortcomings of AIS. Therefore, 

their participation in the development process is necessary to perfect the system (Iskandar, 

2015). In addition, it is required that this team must be knowledgeable about the process of 

organizing the activities of production and business of enterprises, capable of innovative, 

flexible, able of teamwork and collaboration with employees in other functional parts of 

businesses (Dezdar and Ainin, 2011). Survey results from Vietnamese SMEs also show similar 

situations. Therefore, the fourth research hypothesis proposed are: 

Hypothesis H4: The user involvement has a positive impact on the effectiveness of AIS. 

2.5. The support of external expertise and the effectiveness of AIS 

The success of the deployment of AIS depends on not only the professional qualifications 

of the accountant and the owner inside the enterprise but also the outside information technology 

support such as suppliers, consultants or support units etc. (Thong et al., 1996; Thong, 2001). 

Besides, the government support also plays an important role in the promotion of using of 

information technology application in SMEs, particularly in developing economies (Thong et al., 

1996; Ismail, 2009). The experts’ support allows SMEs to have a broader view of information 
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demand and their ability in handling information. Therefore, the SMEs which get the 

participation of external expertise can reach a higher level of AIS association (DeLone, 1988; 

DeLone and McLean, 1992). Hence, technical assistance, training, and the harmony in work 

relationships with the consultants can reduce the risk of failure of SMEs. At present, the 

Government has also directed the development of the economy through enhancing information 

technology in Vietnam. Therefore, the fifth research hypothesis proposed are: 

Hypothesis H5: The support of external expertise has a positive impact on the effectiveness 

of AIS. 

3. Research method 

3.1.  Variable measurement 

The scale of variables in this study is inherited from the previous studies, in which the 

independent variables scale includes 19 items and the dependent variable scale consists of 6 

items. In particular: 

The scale of organizational characteristics is designed on the basis of inheriting and 

adjusting from the scale of Thong and Yap (1995); Thong (1999) including 3 items: (1) 

Characteristics of organization size; (2) Characteristics of the organizational structure and (3) 

Characteristics of the business strategy. Using a five-point scale (1 = completely disagree; 5 = 

completely agree), respondents were asked to indicate their agreement levels about the above 

three contents. 

This study inherits the scale of management knowledge of Ismail and King (2007); Ismail 

(2009) and Truong (2016). Specifically, the scale of management knowledge is measured 

through 5 items:(1) Knowledge of accounting; (2) Basic computer skill; (3) Knowledge of 

accounting software; (4) Production management with the assistance of computers; (5) Search by 

the Internet. Using a five-point scale (1 = complete no knowledge; 5 = extensive knowledge), 

respondents were asked to indicate their knowledge levels about the above five contents. 

The scale of the top management commitment consists of three items: (1) Support 

commitment; (2) Involvement commitment and (3) Undertaking commitment. This scale is 

modified from the scale in the studies of Ismail and King (2007); Ismail (2009); Dezdar and 

Ainin (2011); Rapina (2014). Respondents were asked to indicate the commitment level of the 

above items by the Likert five-point scale from 1 (complete no commitment) to 5 (complete 

commitment). 

To measure user involvement factor, the authors use the scale of Thong (2001). Using a 

five-point scale (1 = absolute no involvement; 5 = high involvement), respondents were asked 

to indicate their level of involvement in the four areas following: (1) User attendance at project 

meetings; (2) User involvement in information requirements analysis; (3) User involvement in 

reviewing consultant's recommendations; (4) User involvement in information system 

decision-making. 
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Inheriting the studies of Thong (2001); Ismail and King (2007); Le (2014), we have 

designed the scale including 4 items to measure the involvement of external expertise: (1) The 

consultants support; (2) The software suppliers support; (3) The associations and government 

agencies support; (4) The accounting service companies support. Respondents were asked to 

indicate the importance of the above items by the Likert five-point scale from 1 (complete no 

support) to 5 (complete support). 

There are many different views on the effectiveness of AIS. However, the majority of 

empirical studies previously measure the efficiency of AIS through the satisfaction of the users 

of the quality of output information (Doll and Torkzadeh, 1988, 1991; DeLone and McLean, 

1992). Therefore, in this study, we inherit the scale of Doll and Torkzadeh (1988, 1991). 

Accordingly, the output information of AIS must ensure the important quality standards in view 

of the International Financial Reporting Standards (IFRS) and Vietnamese Accounting Standards 

(VAS) such as (1) Relevance, (2) Faithful representation, (3) Timeliness, (4) Understandability, 

(5) Ease of use and (6) Information security. Respondents were asked to indicate the self-

satisfaction level of six above items by the Likert five-point scale from 1 (complete no 

satisfaction) to 5 (complete satisfaction). 

3.2.  Research process 

This study uses qualitative combining quantitative research method, in which quantitative 

research plays the major role. Qualitative research is conducted by learning the theoretical basis 

of AIS and the overview of the involved research published in the country and abroad. On that 

basis, we propose the research hypotheses and outline the questionnaire.  

After having the completed questionnaire, to collect research data, the authors have 

emailed the questionnaire to the chief accountant, general accountant or accountants working in 

SMEs in Hanoi, Ho Chi Minh, Da Nang, Binh Dinh, Phu Yen, Gia Lai, and some other 

provinces. These objects were chosen to survey because we believe that they are the most 

knowledgeable about AIS in their company. We approach the participants answering our 

questionnaire through convenient method. This means that we will approach the suitable people 

that we know or through other social relationships. We sent 400 surveys and earned 277 

respondents (approximately 69.25%), in which there are 240 valid surveys. The invalid surveys 

are discarded including blank card, not enough answer sheet or surveys which chooses only one 

level for all questions, etc. 

4. Results  

The reliability test result of Cronbach's Alpha (Table 1) shows that the scale of the factors 

achieves reliability (Cronbach's Alpha coefficient greater than 0.6). The item-total correlations of 

the scales are higher than allowed (greater than the cut-off value 0.3). Thus, all scales are 

included in the factor analysis EFA in the next step. 
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Table 1: Cronbach’s Alpha  

 
N of item Cronbach’s Alpha Corrected Item-Total Correlation 

CHAR  3 0.733 0.529 

KNOW 5 0.849 0.593 

COMM 3 0.748 0.558 

USER 4 0.786 0.529 

EXPE 4 0.713 0.418 

AIS 6 0.888 0.656 

(Source: The result of data analysis) 

We find that the results of the exploratory factor analysis of the independent components 

as expectation, there are 5 factors are discovered in the first analysis. All the conditions for 

exploratory factor analysis are satisfied, KMO index = 0.884 greater than 0.5 with Sig. = 0.000 

less than 0.05. This indicates that exploratory factor analysis to group variables together is 

appropriate and the data are suitable for factor analysis. Through principal components 

analysis (extraction method) and the Varimax rotation, 5 factors are extracted from the 19 

items with Eigenvalues = 1.045 greater than 1 with the total variance explained (TVE) is 

62.051% greater than 50%. This shows us that the 5 extracted factors can explain 62.051% the 

change of the dependent variable in the overall. Regarding the dependent variable (the 

effectiveness of AIS including 6 items), the results of EFA show that all the conditions of EFA 

are met. In particular, KMO index = 0.888 greater than 0.5 with Sig. = 0.000 less than 

0.05; factor loading greater than 0.5; Eigenvalue = 3.865 greater than 1; and total variance 

explained is 64.414% greater than 50%.  

We have the results of the regression analysis on SPSS 20.0 such as: R-Squared is 0.488 

and Adjusted R-Squared is 0.477. This means that the model explains 47.7% the variability of 

the effectiveness of AIS. Durbin-Watson statistic is 1.772 (1 <1.777 < 3) which implies no 

autocorrelation in the model. 

Table 2: Coefficientsa 

Model 
Unstandardized Coefficients 

Standardized 

Coefficients t Sig. 
Collinearity Statistics 

B Std.Error Beta Tolerance VIF 

1 (Constant) .256 .236  1.085 .279   

KNOW .247 .059 .251 4.159 .000 .598 1.671 

USER .167 .065 .169 2.585 .010 .512 1.954 

COMM .134 .056 .136 2.384 .018 .676 1.480 

CHAR .184 .064 .176 2.860 .005 .576 1.735 

EXPE .221 .064 .188 3.448 .001 .739 1.353 

a. Dependent Variable: AIS 

Source: The result of data analysis 
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According to the regression result, the 5 factors including the knowledge of 

management, user involvement, top management commitment, organizational characteristics, 

and external expertise have positive effects to the effectiveness of AIS in Vietnamese 

enterprises (the coefficients β have positive values) with significance levels Sig. are very 

small (< 0.05). In addition, the variance inflation factor (VIF) is low (less than 2) which 

implies that there is no multicollinearity between the independent variables. Thus, the study 

concludes that the hypotheses H1, H2, H3, H4, and H5 are accepted. The regression model 

takes the following form: 

AIS = 0.245*KNOW + 0.221*EXPE + 0.184*CHAR + 0.167*USER + 0.134*COMM 

To asses the level of influence of each independent factor to the effectiveness of AIS in 

Vietnamese SMEs, the authors based on standardized coefficients β. Accordingly, the factor 

which has standardization β of greater weight will be a stronger influence on the dependent 

variable. From the result on Table 2, in terms of the 5 factors affecting efficiency in Vietnamese 

SMEs, management knowledge (KNOW) has the strongest influence to AIS with the coefficient 

β = 0.245; the next factor is the support of external expertise (EXPE) with coefficient β = 

0.221; followed by factor of organizational characteristics (CHAR) with the coefficient β = 

0.184; next came user involvement (USER) with the coefficient β = 0.167; and finally is top 

management commitment (COMM) which affects lowest on the effectiveness of AIS with the 

coefficient β = 0.134. 

5. Discussions and conclusions 

Our results from the study again confirmed the critical role of managers/owners in raising 

the efficiency of AIS in SMEs. Research result shows that management knowledge and top 

management commitment have a strong and positive influence on the effectiveness of AIS in 

Vietnamese SMEs. The result of research coincides with the conclusion of Thong and Yap 

(1995); Thong et al. (1996); Thong (1999, 2001); Ismail and King (2005, 2007); (Ismail, 2009); 

Dezdar and Ainin (2011); Le (2014); Iskandar (2015); Truong (2016). Besides, this result is also 

completely consistent with the technology diffusion theory. This theory said that the lack of 

understanding of the managers/owners will hamper the effectiveness of AIS. In fact, with large 

enterprises, the AIS knowledge of managers/owners are not necessary. However, in the SMEs, 

the knowledge about AIS of managers/owners are the key to success. Because this understanding 

will help the managers/owners be aware of the role and the need to deploy AIS in their 

businesses. Moreover, the managers/owners are the most understandable person about the 

strategies and business objectives of the enterprise. Understanding about the long-term mission 

and strategy of the firm along with the knowledge of AIS will help the managers/owners make 

plan deploying the AIS projects which are the best fit for their business. This may bring the best 

results for enterprises. We find that the managers/owners are aware of the process of business 

activity and information needs so they will know which software is suitable for their 

enterprises. The top management needs to participate in the planning, selection, and deployment 

of AIS for their own businesses. In addition, in the SMEs, the managers/owners are the people 

who have the power to directly allocate the resources and create favorable conditions for the 
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successful development of the AIS project. With the study results, we believe that in order to 

successfully implement AIS in the Vietnamese SMEs, first the managers/owners must cultivate 

for themselves the knowledge of accounting, software as well as when being decisive to carry 

out, they must commit to participate in and support to successful implementation. 

The support of external expertise is the second strongest factor affecting the efficiency of 

the AIS in Vietnam. The results are also true for the initial expectations of the authors and 

coincide with the research results of Thong et al. (1996); Thong (2001); Ismail and King (2005, 

2007); Ismail (2009); Le (2014). According to the technology diffusion theory, external expertise 

plays mediate role to compensate for the lack of knowledge about AIS in small business and 

reduce the barriers to successful implementation of the AIS in the enterprise. In fact, the human 

resources of SMEs are still lacked professional knowledge of AIS; therefore businesses actually 

need the support from external expertise, particularly consulting companies and software 

vendors. The responsibilities of a consultant is to help enterprises choose the appropriate options 

for the enterprises. Consulting services may include analysis performance of information 

requirements, the proposals of hardware and software which are appropriate to the characteristics 

of the business activities. To improve the efficiency of consulting, consultants need to 

understand clearly the characteristics of each business, understand the need for information and 

control requirements to be able to advise selecting computing solutions which are suitable for 

their businesses. Responsibilities of a software supplier generally include the provision of 

computer hardware, software packages, technical support, and training users. In order to raise the 

satisfaction of the users, the software providers have to not only improve the quality of software 

product but also develop support services. In addition, The Vietnam Association of Accountant 

and Auditors (VAA) should regularly organize conferences and seminars to exchange 

professional knowledge, asses the limitation and look for solutions, etc. Besides, the association 

also collaborate with departments, local branches to organize training on accounting, software 

etc. for subjects related to accounting work. 

The study results show that the characteristics of the organization have the third strongest 

positive impact on the effect of AIS in Vietnamese SMEs (β = 0.184). The results fully 

consistent with the view of contingency theory which said that there is not any AIS which is the 

template for all organizations (Galbraith, 1974; Gordon and Miller, 1976). The AIS must be 

suitably designed to the characteristics of the organization and the environment in which 

organizations are operating. The results of our study are similar to the results of previous 

researchers such as Thong and Yap (1995); Thong (1999); Ismail and King (2005, 2007); Al-

Eqab and Ismail (2011); Rapina (2014). Therefore, to improve the efficiency of AIS in 

organizations, it is necessary to build the AIS which is consistent with organizational size, 

organizational structure, business strategy and level of accountants. 

The user involvement is the fourth strongest factor impacting on the effectiveness of the 

AIS. The research results are true with the expectation of the authors and also consistent with the 

results of Thong (1999, 2001); Dezdar and Ainin (2011); Truong (2016). In fact, user 

involvement directly uses the AIS for their works; so they are the most understandable what they 



148 

need. Besides, during the use process, the users will know the current AIS getting mistakes or 

shortcoming what needs to be adjusted and fixed. Therefore, SMEs should encourage users to 

participate in the process of developing and implementing the AIS in the business such as 

attending the meetings of AIS projects, engaging in analyzing information requests, participating 

in the review of the consultant recommendations (considering the alternative solutions and 

choosing the appropriate solutions) or participating in solving the problems related to daily 

work. They perform daily works; therefore, they understand the features of work, the work 

requirements as well as their capacity to give the useful suggestions to help businesses design 

and build AIS which is best suitable to the enterprises. In order to have useful contributions, each 

user needs to understand the business targets, the information needs of the business as well as 

enhance the ability to analyze, synthesize, extract the necessary information. This requires users 

to be continuous learning, especially the knowledge of accounting and information 

technology. Besides, the users have to understand and comply with the implementation of the 

AIS. Users also need to try to proficiently use manipulation on the system. The more proficient, 

the less possibility of errors and confusion. The system will help users meet the full, accurate, 

and timely information.  

Any studies will exist some certain limitations and the study is the same. In this study, the 

sample size is quite small (n = 240) and is chosen through the convenient method, so it may not 

be high representative for the population. Also, this study only considers to the antecedents of 

the AIS without considering its consequences on the quality of accounting information, the 

quality of business decisions, and firm performance of the enterprises. Therefore, some future 

studies can establish the SEM model with both the antecedents and consequences of the 

AIS. Then, applying the new analysis methods with the assistance of modern software such as 

AMOS, SmartPLS analyzes the data to provide more accurate results. 
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Abstract: This research seeks to identify key determinants of Poverty in rural areas of a 

Vietnam’s region, which have suffered relatively high poverty rate, Northern Central Coast. 

The study was based on Logistic regression model, shortly named Logit regression, which used 

household’s social economic status that is poor or non-poor as a dependent variable and set of 

household’s characteristics in rural areas of the North Central region as independent 

variables. The study’s data was collected from a Vietnam household living standard survey 

which was carried out and released by General Statistics Office of Vietnam (GSO) in 2016. 

The research’s findings highlighted poverty determinants which have significant impacts on 

household’s possibility of falling into poverty, including ethnic and education of household’s 

head, size of household, dependent ratio, loans, aids received, non-agricultural jobs and area 

of cultivated land.   

Keywords: logistic regression, determinants of poverty, rural northern central region, 

vietnam household living standard survey in 2016. 

 

1. Introduction 

Poverty is a research topic which has carried out widely in developing countries, including 

Vietnam. The reasons why the social economic problem has been in interest of many researchers 

are its complexity and its cycle trapping the impoverished from generations to generations.  

Along with economic growth, urbanization and migration has been claimed to attribute to social 

gap between the rich and the poor, income inequality and asymmetric developments among 
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regions, rural and urban areas. Furthermore, the shortages of income, investment and access in 

basic living conditions such as education, accommodations, medical facilities and sanitation 

witnessed mostly in rural communities have been raising concerns over poverty in rural areas 

throughout Vietnam. It is undeniable that Vietnam has achieved remarkable success in poverty 

reduction. According to United Nations Development Programme (UNDP) (2015) in Country 

Report: 15 Years Achieving the Viet Nam Millennium Development Goals (MDGs) “During 

1993 to 2008, expenditure based poverty fell from 58.1 percent to 14.5 percent, lifting millions 

people out of poverty. In the next period, the poverty rate using national poverty line for the 

period from 2011 – 2015, declined from 14.2% in 2010 to 8.4% percent in 2014. The depth of 

poverty throughout the nation has also improved, signifying sufficient improvements in living 

standards of the very poor”. However, the main challenge faced in Vietnam poverty alleviation is 

that “large proportions of ethnic minority and rural residents in remote areas still experience high 

poverty rates and continue to benefit less from the national economic development process”. 

General Statistic Office (GSO)’s data showed the poverty rate in rural areas was approximately 

five-time higher that that in urban areas. Moreover, World Bank (2012) notes that the 

impoverished in rural and remote areas have kept falling back into poverty trap and many 

disparities in poverty level among regions and ethnic groups continues to exist.   

As one of eight social economic regions in Vietnam, the North Central obtained quite good 

annual per capita GDP growth rate, 7.5% per year from 2011 to 2016. However, the region still 

have encountered many difficulties during its economic developing process, in particularly 

agriculture sector, which might be resulted from insufficient and infertile land to cultivate, 

damages from natural disasters, infrastructure shortage and lack of investments. The region has 

experienced high poverty rate, which have been above the country’s average figure up to the 

present, based on data in poverty rates collected by Ministry of Labour, Invalids and Social 

Affairs (MOLISA), in 2017, the poverty rate of the North Central was 8% while the national 

average’s of 6%. The region has been at the fourth place among regions having the highest 

poverty rate by income, behind the North East, the North West and the Central Highlands since 

2010. Plus, according to MOLISA, two provinces in the North Central region, Thanh Hoa and 

Nghe An had the highest number of poor households in 2016 which were 128,893 and 95,205 

households respectively. In the North Central, the majority of the poor are rural residents as in 

2017, 66.4% the poor in the North Central was living in rural areas (MOLISA, 2017). With the 

view of the poverty incidence in rural North Central region, the study was carried out to provide 

in-depth analysis in poverty issues and apply quantitative methods to estimate poverty 

determinants. More specifically, the research aims to examine set of household’s characteristics 

to determine what have significant impacts on a social economic status of rural household (poor 

or non-poor) in the North Central by using Binary Logistic Regression model. The research’s 

outcomes were expected to provide insights of which determinants chosen have significant 

influence in the household’s probability of falling into poverty, then give policy suggestions 

aiming to reduce the recent poverty situation in rural areas of the North Central, Vietnam.  

The paper is structured as follow, section 1 is the introduction, section 2 will provide 

literature reviews and methodology; section 3 presents research’s data and regression model, 
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while section 4 will mention the research’s results, section 5 discusses the results and summarize 

key policy implications and section 6 gives conclusion.  

2. Literature review 

2.1. Theoretical review 

2.1.1. Poverty  definition 

According to a well-known modern economist Adam Smith (1776), the poor have certain 

things in common such as unsatisfied demand on material and spiritual needs which are essential 

to survive in a society. Besides, at a conference of poverty reduction in Asia Pacific taking place 

in Bangkok, Thailand in September, 1993, poverty term was defined as a phenomenon which 

basic living conditions of groups of residents are not satisfied, these living conditions are 

approved by a society in considerations of current economic growth and the local customs.  

2.1.2. Poverty line 

The term “Poverty line” a threshold measured by income set out by a particular country or 

international organizations, World Bank (WB) or Asian Development Bank (ADB) as equivalent 

amount of money needed to consume a commodity basket which can provide 2.100 Kilocalories 

(Kcals) for a person each day. For instance, World Bank announced the world poverty line of 

1.25 US dollars (USD) per person per day in 2008. As for Asia, ADB have given poverty line of 

1.35 USD per person per day.  

In Vietnam, poverty line is set by either General Statistic Office (GSO) and World Bank, 

which is called GSO-WB poverty line or Ministry of Labour, Invalids and Social Affairs, which 

is called MOLISA poverty line. The country’s poverty lines have been adjusted over time to 

keep pace with the country’s economic development. The research used the poverty line of 

700,000 VND per person per month for rural areas which have been measured by MOLISA and 

applied for five-year period from 2016 to 2020. 

2.2. Determinants of Poverty 

Firstly, the questions have been raised whether income or expenditure is used to measure 

household living standard, as the result, identify the household’s social economic status (poor or 

non-poor). Atkison (1989) stated that income can be interpreted as a measure of welfare 

opportunity, whereas consumption can be interpreted as a measure of welfare opportunity. It is 

argued that consumption will be more appropriate indicator, since we are concerned more realized, 

rather than potential welfare of household (Magnus et al. 2006). In the research, average 

consumption per capita was used to identify status of the household because living standard might 

be inflated if indicator used to measure is income due to impacts of Consumption Price Index 

changes. In addition, Gabriel Demombynes & Linh Hoang Vu (2015) noted that the households 

have consumption below national poverty line, then these are classified in poor groups.  

Secondly, potential determinants which have significant influences in poverty status of 

household have been concerned. While reviewing wide range of academic researches with key 

word of determinants of poverty, household head characteristics have been considered important 
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factors. Specifically, Tran Cong Kha (2018) or Gobezie and Garber (2007) used household 

head’s features such as education, gender, ethnic identity and years of age to determine 

household’s poverty status. Besides, household size and age dependent ratio might determine the 

status of household. Verner (2005) provided an insight into a negative relationship between the 

number of household members and the welfare of household. Arun et al (2006) concluded the 

higher the age dependent ratio was, the lower the welfare per capita that every member in the 

households received. Another determinant would be household’s production which land is 

primary factor since rural households rely mainly on agriculture production. The effect of areas 

of cultivated land on household’s living standard is controversial, while owning a large amount 

of agricultural land might improve agricultural production and diversification leading to raising 

living standards of households (Khandker et al. 2009), Harold & Andrew (1996) stated that land 

area does not have a significant influence on living standards in their study on poverty of 

Mauritania. The household’s occupation is a vital element to its poverty status, the impact of 

non-agricultural jobs is significant as it improves the household’s living standard exponentially 

which has been proved in the researches such as Tran Cong Kha (2018), Alemayehu (2001), 

Tshediso (2013) and Thomas N O Achia (2010). Additionally, participation in social 

organizations would be potential factor since the household’s contributions and engagements to 

local community play crucial roles in the household’s social economic status. Last but not least, 

the household’s living standard should be affected positively by loans or credits and aids 

received to invest its economic activities, Phan Thi Nu (2012) indicated that micro credit 

programs improved household’s living standard in Vietnam significantly.  

2.3. Methodology 

Renhao et al. (2005) noted that Logistic regression developed originally by statistician D. 

R. Cox in 1958 and its application have been used widely in many fields, particularly, medical 

and social science. Binary Logistic regression also is known as the name of Logit regression. In 

the regression mode, the dependent variable is binary variable (dummy variable) which only 

receive two value 0 and 1 corresponding to the status of observations, and one or more 

explanatory variables which are either dummy or continuous.  

General formula for a regression as follow:  
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 is called as Odds ratio which measures the ratio of 

probability of an event happening relative to the probability of the event not happening.  

3. Research’s data and regression model 

3.1. Research’s Data 

Beside secondary data sources collected from GSO, WB and MOLISA, the research used 

Vietnam Household Living Standard Survey in 2016 (VHLSS, 2016) for estimating data in the 

research’s regression model. The data source surveyed households living in 64 provinces across 

Vietnam’s territory with the sample size of 9399 households in two-year basis by GSO.  

3.2 Research’s estimated model 

The Logit regression model used is written as 
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 (2), where p0 is expected value of Y=1, representing probability of the status of observed 

household as poor and 1-p0 is expected value of Y=0, representing probability of the status of the 

household as non-poor. 

As mentioned previously, the research compared the household’s average expenditure per 

capital per month with the poverty line of 700.000 VND per capita per month to identify the 

household’s status whether poor or non-poor. Specifically, if the household’s expenditure was 

below 700.000 VND, it was considered as poor, otherwise, non-poor if the monthly expense per 

capita was above the poverty line.  

As shown in equation (2), the dependent variable is natural log of Odd ratios: 0

01

p

p
that 

presents the probability of falling into poverty divided by the probability of not falling into 

poverty and there are eleven explanatory variables with their description explained and their 

signs forecasted in the Table 1 as follow:  
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Table 1: Determinants of poverty 

Explanatory variables Description Unit 
Expected 

sign 

HEAD_EDU X1 
Education of the head of household which is measured by 
number of school years. 

year(s) + 

HEAD_GENDER X2 
Gender of household head, if male, it has value of 1, otherwise, 0 
if female 

Binary +/- 

HEADAGE 

 
X3 The Age of household head year(s) old + 

ETHNIC X4 
Household’s ethnicity, the variable’s value equals 1 if Kinh, 
otherwise, 0 if ethnic minority 

Binary - 

SIZEHH X5 The household size or the number of family members 
Person(s) 

 
- 

DEPEN_RATE 

 
X6 

The age dependent ratio that is the ratio of family members who 
are younger than 15 or older than 65 relative to the total number 
of family members. 

Ratio - 

CREDIT X7 

The variable represents whether the household took loans to 
invest in their economic activities in 2016. The dummy variable 
equals 1 if the household with credit, otherwise, 0 if the 
household without credit. 

Binary + 

MEMBER X8 

The dummy variable equals 1 meaning the household 
participates in local organization (s) (Woman organization, 
Farmer’s organization, Communist Party of Vietnam or Invalids 
organization), otherwise, 0 if the household does not. 

Binary + 

AID X9 

The dummy variable have value of 1 if the household ever has 
received aids (either financial, technical supports or other 
material supply from government or non-government 
organizations), otherwise, the variable’s value equals 0. 

Binary + 

NONFARMINC X10 
If the household works in off-farm jobs, the variable equals 1, 
otherwise, 0 if the household works in farm only. 

Binary + 

LAND 

 
X11 The areas of cultivated land used for agricultural production. 

Meter square 
(m2) 

+ 

4. Research’s results 

4.1. Descriptive analysis  

There are 765 households in the Northern Central, Vietnam collected from VHLSS, 2016 

in the research’s sample. The majority of observed households came from Thanh Hoa province 

with 210 households, making up 27.45%, followed by Nghe An province (24.71%). The 

proportion of Ha Tinh and Quang Binh provinces was 16.08% and 12.16% respectively. The 

minority households lived in the other provinces in the Northern Central, while 9.41% of the 

sample size come from Quang Tri province and 10.20% came from Thua Thien Hue province.  

The descriptive analysis of household’s characteristics the research’s site is shown in Table 

2. Looking at the two indicators measuring the household’s living standard, monthly expenditure 

and income per capita presented in Table 2, firstly, gap of income in the research’s site was 

significant, specifically, the maximum of income per capital was 11.5 million VND while person 

who had the smallest income of more than 200,000 VND. Secondly, using expenditure measure 

shows relatively low household’s living standard in the North Central, Vietnam, the household’s 

average expenditure was merely higher than the national poverty line (700,000 

VND/person/month) by almost 65,000 VND. Besides, Table 2 give noticeable information of 
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household head’s feature, the household head’s age was quite high with nearly 54 years of age 

on average, their number of schooling years was almost 8 years, thus the household head’s 

education stand at secondary level that is also illustrated in Table 3, the majority of household 

head finished the secondary level of education (43.07%). Table 3 shows that the higher level of 

education household head get the smaller poverty rate, 14.95% household head had no 

experiences in schooling having the highest poverty rate (74.55%) while there were also 14.95% 

household head finished high school but the poverty rate was far lower (14.95%). In the 

research’s sample, male household head outnumbered female household head, the proportion of 

males was 81.05%, while only 18.95% for its counterpart, but there was minimal difference 

recognized in poverty rate between two genders. Meanwhile, with regard to ethnic identity, the 

difference in poverty rate was significant, if household head was ethic minority which is non-

Kinh ethnicities in Vietnam, had incredible high poverty rate, 93.97%.  

As for other household’s characteristics, it is noticed that the age dependent ratio was quite 

high with its average value over one third that means every two working – age members had to 

feed on dependent in the household, regardless of whether being employed or unemployed. 

Besides, the mean size of household was approximately four people which is not a concern, 

however, table 3 indicates the percentage of household having more than five members was 

high, almost 30% and the household size of more than five had considerably high poverty rate. 

Next, that is one of the most important factor of production in rural areas, area of cultivated land. 

There was a striking deviation in the productive land area’s data collected, the maximum was 67 

hectares (ha) while the minimum was minimal, 0.0025 ha and the mean value was almost 2 ha. 

Due to the exceptional high deviation in land area’s data, its square root value was measured to 

reduce variations of the variable while estimating the Logit regression model.  

Table 2: Descriptive analysis in the research’s sample 

Variable Units mean S.dev min max 

Monthly expenditure  per capita 1000 VND 763.86 691.45 44.028 6630.78 

Monthly income per capita 1000 VND 1956.0 1521.87 228 11500 

Schooling years of household head year(s) 7.676 3.273 0 12 

Age of household head year (s) 53.798 14.249 22 99 

Age dependent ratio Ratio 0.369 0.299 0 1 

Size of household person(s) 3.796 1.612 1 11 

Area of cultivated land m2 19,649.3 38,781.7 25 670,000 

                                                    Source: Author’s calculations based on VHLSS, 2016 

Table 3 provides insights of which household’s characteristics had high poverty rate. 

Specifically, households with high poverty rate were poor educated household head, non-Kinh 

ethnicity, high household size and age dependent ratio, having no credits and non-agricultural 

jobs, and not a member in any social groups. There was unexpected evidence shown in Table 3 

that households with aids received had higher poverty rate than ones who have not been received 

any financial or technical supports from governments in either 2015 or 2016.  
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Table 3: Determinants of Poverty 

Variable Units Sample size (proportion %) Poverty rate (%) 

Male  household head person(s) 620 (81.05) 63.06 

Female  household head person(s) 147 (18.95) 62.07 

Kinh household head person(s) 649 (84.84) 57.32 

Non-Kinh household head person(s) 116 (15.16) 93,97 

Household with credit household(s) 199 (26.01) 56.78 

Household without credit household(s) 566 (73.99) 65.02 

Household with non-agricultural jobs household(s) 187 (24.44) 49.73 

Household without non-agricultural jobs household(s) 578 (75.56) 67.13 

Household with aids received household(s) 295 (38.56 75.25 

Household without aids received household(s) 470 (61.44) 55.11 

Not a member of social organization(s) household(s) 99 (12.94) 72.73 

Member of social organization(s) household(s) 666 (87.06) 61.41 

Education of household 
head 

No degree household(s) 110 (14.95) 74.55 

Primary education household(s) 180 (24.46) 68.33 

Secondary household(s) 317 (43.07) 60.57 

High school household(s) 110 (14.95) 47.27 

Post high-school household(s) 19 (2.59) 0 

Areas of cultivated land 

Below 10,000 m2 415 (54.25) 66.75 

10,000 - 40,000 m2 181 (23.66) 60.22 

Above  40,000 m2 103 (22.09) 62.14 

Size of household 

From 1 to 3 Person (s) 320 (41.83) 54.69 

4 Person (s) 218 (28.50) 66.97 

5+ Person (s) 227 (29.67) 70.48 

Source: Author’s calculations based on VHLSS, 2016 

4.1. Regression model’s results 

4.1.1. The model’s estimation  

Firstly, taking Wald test into account to estimate variable’s statistic significance, there 

were three determinants having p-value greater than alpha’s value of 0.05 (5%) that included 

household head’s gender as X2 variable (p-value of 0.746), household head’s age as X3 variable 

(p-value of 0.897), and the dummy variable of social organization participation as X8 (p-value of 

0.387). Thus, these three variables were not statistically significant and excluded in the model’s 

estimation that left eight remaining characteristics as independent variables in the Logit 

regression model.  

Secondly, the conventional measure of goodness of fit for the Logit regression model, is R 

square coefficients including Pseudo R square, Cox & Snell R Square and Nagelkerke R Square. 

Based on the Pseudo R2 value, the model’s goodness of fit was rather low, 16%. However, Cox 

& Snell R Square and Nagelkerke R coefficients were higher, for example, Nagelkerke R was 

approximately 0,026, meaning 26% of changes in the household’s status was explained by 

explanatory variables comprised in the model.  Falk & Miller (1992), Cohen (1988) và 

Alexander (2014) noted that if Nagelkerke R Square value is greater than 0.2, then the Logit 

model is considered as appropriate. Besides, the Chi-square (χ2) test was used for assessing the 
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fit of the Logit regression model. As is shown from Table 4, p-value of the F-statistics as   

0.0000, confirmed that the model was appropriate to estimate variable’s coefficients. Since Logit 

regression model was chosen in the research, there were two further assessments to test the 

model’s goodness of fit. Hosmer and Lemeshow and Pearson tests produced results of p-value as 

0.406 and 0.8623 respectively, which both were greater than level of significance, α = 5%, 

therefore, it is sufficiently concluded that the Logit regression model was fit and appropriate.  

Lastly, the Logit model give predictions of whether the observed event happening, in this 

case, the households’ status of either poor or non-poor, therefore, it is essential to test the 

forecast ability of the model. The model’s estimation showed that overall percentage of correct 

prediction produced was nearly 70%. 

4.1.2. Impacts of determinants on probability of households falling into poverty in the rural 

North Central, Vietnam.   

The results of the logistic regression model on the determinants of poverty are shown in 

Table 4, the Wald test statistics and Odds ratio for each explanatory variable. The sample size in 

the regression model was reduced from 765 to 699 households because there were 66 missing 

observations on data of cultivated land area, accounting for 8.63% which is less than 10%, 

therefore, the model was still run with 699 households without applying technical econometric 

methods to deal with the missing data. 

Based on the results in Table 4, the Logit regression model is modified as: 
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Table 4: Logit regression results on poverty determinants 

Probability of being poor 

Y (binary dependent  variable) 
Sample size = 699 households 

 Coefficient (β) S.E Wald P-value eβ 

HEAD_EDU -0,079 0.030 6.850 0.009* 0.924 

AID 0.584 0.197 8.747 0.003* 1.793 

NONAGRI_JOB  -0.522 0.205 6.503 0.011** 0.593 

CREDIT  -0.600 0.201 8.871 0.003* 0.549 

DEPEN_RATE 0.689 0.301 5.246 0.022** 1.993 

LAND -0.004 0.001 10.768 0.001* 0.996 

ETHNIC -2.284 0.456 25.093 0.000* 0.102 

SIZEHH 0.316 0.064 24.221 0.000* 1.371 

Constant 2.377 

Prob > chi2 0.0000 

Pseudo R2 0.1596 

LR chi2(11) 145.31 

                                                 Source: Author’s calculations based on VHLSS, 2016 

Note: P-values are in parenthesis; signals of (*) and (**) denote level of significance at the 

1%, 5% levels respectively 
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According to Wald test statistic, all explanatory variables in Table 4 were statistically 

significant with level of significance, alpha 5%, specially six variables out of total eight were 

significant at 1%. Coefficients of β measure changes in logarithm form of Odds ratio, the 

measure of the ratio chance household being poor to non-poor household, whilst exponential 

function eβ, which the base e equals 2.74, interprets change in odds ratio, if the explanatory 

variable is increased by one unit. For example, Household head’s education had negative impact 

in the model that mean household head’s education reduced the household’s probability falling 

into poverty, if the household head have had one more year in school, Odds ratio of chance of 

being poor to non poor would have been reduced by 1,082 that equal 1 is divided by 0.924. 

Besides, if the household head’s ethnicity is Kinh, the odds ratio was approximately 9.6 times 

lower than non-Kinh household’s head.  

The effect of each poverty determinant can be interpreted by simulating probabilities of 

being poor instead of Odds ratio which is claimed somewhat difficult to understand. To measure 

the change in probability of being poor, there is a formula as follow. 
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Where P0 is an initially set the household’s probability of being poor. 

Table 5: Simulating household’s probability of being poor 

Determinants of poverty eβ Initial probability of falling into poverty 

  10% 20% 30% 40% 

Household head has ethnicity of Kinh 0.104 1.14% 2.53% 4.27% 6.48% 

Household with non-agricultural job (s) 0.594 6.19% 12.93% 20.29% 28.37% 

Household with credit 0.557 5.83% 12.22% 19.27% 27.08% 

Schooling years of household head 0.924 9.31% 18.77% 28.37% 38.12% 

Areas of cultivated land 0.996 9.96% 19.94% 29.92% 39.90% 

Size of household 1.372 13.23% 25.54% 37.03% 47.77% 

Age dependent ratio 1.955 17.85% 32.83% 45.59% 56.58% 

Household with aids received 1.794 16.62% 30.96% 43.47% 54.46% 

                                                 Source: Author’s calculations based on VHLSS, 2016 

Taking the initial probability P0 set as 20%, if a household has the head’s ethnicity of Kinh, 

then the poverty probability fall to 2.53% that means beginning with 20% probability of poverty, 

Kinh ethnicity of household head changed the probability to only 2.52% chance of being poor. 

Similarly, there are other characteristics of households had negative impact on the initial 

probability to fall into poverty. Non-agricultural occupations altered the 20% of being poor to 

nearly 13%, marginal increase in number of schooling years of household head caused lower 

probability with 18.8%, household with credit had approximately 12% of being poor compared to 

the initial probability of 20%, and the impact of land was insignificant, if areas of land was added 

by 1 meter square, the poverty probability was still almost unchanged, nearly 20% (19.94%). 
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Whilst, the remaining determinants, such as the age dependent ratio, household size and 

aid received, influenced the chance of household having status of poor positively that means they 

increased the chance of 20% by which the household become poor. The higher age dependent 

ratio, the higher chance of falling into poverty. The probability would have been increased from 

20% to nearly 34% if there have been one more age dependent member in the household. 

Similarly, household size had positive impact on 20% probability of becoming poor, if one more 

member had been added, that figure would have been enhanced to 25.54%. The unexpected 

result was the effect of aid received in household’s probability of being poor, if the household 

was supported by aids offered from government in 2015 or 2016, the probability was likely to 

increase significantly from 20% to 30.96%. 

5. Discussion and policy implications 

The research’s results pointed out that household head’s level of education, had significant 

impacts lowering household’s probability to fall into poverty, which also was proven in Minot 

and Baulch (2005) study. Because of education having played as a key role on poverty 

alleviation, educating programs must be carried out further addressing household head which 

lack of education and literacy. Simultaneously, it is necessary to continue financial supports to 

rural children coming from disadvantaged families to finish their school programs and policies 

bringing well-educated and young people back rural villages, they will be important driving 

force making great contributions to local economic developments. Meanwhile, size of 

household, age dependent ratio were significant factors which caused higher chance of 

household becoming poor. The insights raise awareness of reducing number of family’s 

members in rural areas, at the same time, local government should pay attention to social 

programs in elderly and children cares which help to reduce burdens for breadwinners in poor 

households. Besides, area of cultivated land had subtle effect on bringing down the incidence of 

poverty that contradicted with other research’s result that land played major role lifting 

household out of poverty under poverty circumstance in Mekong Delta (Tran Cong Kha, 2018). 

Thus, in the research site, in order to reduce poverty, it should not rely on areas of land but 

productivity of land used, so the local households need further supports, especially in term of 

innovative and scientific techniques to utilize productive land, as the result, improve production 

efficiency. Besides, it is noticed that ethnicity was an important poverty determinant in the 

model which ethnic minority residents suffered high vulnerability of falling into poverty. The 

finding implies that government should implement poverty alleviation programs which act in 

favour of non-Kinh households specifically, breaking their poverty cycles and improve their 

living standard. Surprisingly, aids received did not have impacts in reducing poverty, in fact, 

increased chances of having living standard below the national poverty line that can be 

interpreted as government’s supports to the local households did not effectively lifting them out 

of the poor status, therefore, it is urgent to reinforce current policies which have implemented to 

improve resident’s living standard or ensure their access of basic living conditions in the rural 

North Central region. Ramon et al. (2004) and Tshediso (2017) explorations emphasized the 

positive effects of household’s non- farming employment status in reducing poverty which 

coincides with the research’s finding as rural households with non-agricultural jobs had great 
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opportunities to stay out of poverty, therefore, investing in manufacturing industries, services as 

well as business in rural areas would have major effects thereby creating new jobs and 

diversifying  household’s income sources which free households from heavy dependences in 

agriculture. Lastly, another poverty determinant was credit as a financial mean facilitating rural 

households to undertake their economic activities, the households with credits had significantly 

lower probability of being poor than non-credit holders that is consistent with Phan Thi Nu 

(2012)’s finding of positive roles of formal credits in resident’s living standard in Vietnam. 

Thus, it is undeniable the importance of government roles in enlarging credit access for rural 

residents, especially, the poor who encounters a great deal of constraints to borrow in banks but 

desperately need financial means to stand upon their feet.  

6. Conclusion 

The research aims to address the poverty issues in rural areas of the North Central, 

Vietnam by analyzing and estimating poverty determinants which contribute to household’s 

poverty status, then suggest useful recommendations to government’s policies in poverty 

alleviation in the research site. The methodology used combined descriptive analysis in the 

region’s poverty incidence and Logit regression to estimate effects of the explanatory variables 

in the probability of being poor. By doing so, there are main findings, firstly, the poverty 

incidence was influenced by significant indicators as household head’s education, ethnicity, non 

agricultural employments, household size, age dependent ratio, credits and aids received, 

secondly, poverty issues would be tackled by implementing programs promoting rural 

household’s education, access of loans and non-farming employments, while current programs 

on providing aids to rural households should be reinforced as the research’s result showed aids 

increased the probability to fall into poverty. There are some limitation placed on the research 

which are transcended in further studies, specifically, roles of genders and other productive 

factors alongside the areas of cultivated land would be examined with more thorough and in-

depth analysis.   
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Abstract: This study investigates factors affecting tea-producing farmers’ adoption of the 

Good Agricultural Practice (GAP) standards in tea production. This paper uses the theory 

developed by Ellis (1980) and the framework of farm household decision-making (FAO, 1995) to 

specify a Probit model and surveyed data to investigate factors influencing GAP standard 

adoption of tea-producing farmers. Empirical results indicate that characteristics of household 

heads and households, GAP technological requirements, market situation, and state policies 

significantly affect decision of households on selecting GAP standards in tea production. These 

results shed light on proposing solutions and recommendations to encourage tea-producing 

households applying the GAP standards in tea production. 

Keywords: farmer’s decision, GAP standards, tea production, determinant 

 

1. Introduction 

The Northern Midland and Mountainous region is the biggest tea-producing areas and tea-

exporters in Vietnam. According to IAS (2016), tea was exported to over 100 countries, and 

Vietnam was the fifth tea exporter in the world. Like other agricultural products, tea exports do 

not meet the agrochemical residues standards of imported countries, 90% of tea exports are raw 

materials with low price, and a small amount was accepted for exporting to the high-quality 

requirements markets such as European Unions and the United States of America. 

The agrochemical residues standard or Maximum residual standards (MRL) is the highest 

level of pesticide residues that are legally tolerated in agricultural products when pesticides are 

applied correctly. The MRL is standardized in Good Agricultural Practices (GAP), which require 

meeting conditions to achieve food quality, hygiene and safety certification. GAP products 

protect both the health of producers and consumers, improve the quality of the environment as 

well as expand the product markets 
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Since 2009, the Northern Midland and Mountainous region of Vietnam has adopted GAP 

standards for tea production. The GAP standards help to improve producers’ awareness on food 

safety, environment protection, and production efficiency for tea-producing farmers. However, 

many households have applied the GAP standards in tea production for a long time, the volumes 

and areas of GAP tea are quite small, and some households have never applied GAP, even some 

households have stopped applying the GAP standards for their tea production. One of empirical 

question is that why households apply the GAP standards in tea production. Having proper 

answers for these questions would help to promote adoption of GAP standards in tea production. 

Therefore, investigating factors that influence the decision of households in adopting the GAP 

standards for tea production in Vietnam should be encouraged. 

This paper is organized as follows. Section 2 provides analytical framework, in which the 

theory of famers’ decisions is mentioned. Section 3 describes the data collection and 

methodology that are used to investigate determinants of farmer’s decisions on GAP tea 

production. Section 4 provides empirical estimated results and discussions. Section 5 gives 

recommendations and conclusion of the paper.  

2. Analytical framework  

According to Ellis (1980), household production is associated with family land and labor 

force, while investments, products and profitability are related to the markets. In other words, 

Ellis (1980) analyzes an agricultural transformation from self-sufficient to commodity 

production, and households are an important economic agent. The theory explains economic 

behaviors of farmers by providing reasonable assumptions on the household's purposes and the 

nature of the markets in which households are a decision maker. The theory studies economic 

behaviors of farm households from two perspectives: intra-household interactions and external 

interventions. Interactions within the household mainly refer to effects of gender, age, labour, 

land use, production technology of the households. This theory suggests that the main factors of 

production such as land, labor, and technology is a main source of farmer productivity. In this 

theory, the farmer households are part of the socio-economic system; therefore, their economic 

behaviors as agricultural producers are depened and influenced by the system. Production 

decisions of farm households are affected by political economy, government policies and 

regulations, environmental issues, and market factors. Theory also mentions risks and 

uncertainty in the decision-making mechanism of the farm households.  

Head of households determines his course of actions, and they influences the household's 

choice of production. Production behavior theory is also used as a basis for modeling research. If 

a agricultural household is considered as a rational economic agent operating in the commodity 

production economy, it would become a producer on the market for agricultural products. In this 

case, the production decision of the households will depend on inputs that they holds, the 

technology of their choice, the market prices of the product, the state policy,… Thus, the 

producer behavior theory confirms that the household is an economic factor, and the decision of 

household on producing goods is made as a rational factor in the market economy. Then, the 
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decision of households are based on: (i) factors of production held by the households; (ii) 

technology selected; (iii) market and (iv) government policy.  

Another similar approach is that "farm households is the decision maker". FAO (1995) 

develops a framework to analyze the decision making machanism at the household level. 

Decisions of the farmers are influenced by two groups: household internal and external factors: 

The internal factors include socio-economic conditions such as household assets, demographic, 

culture, and psychology, and physiological conditions such as humidity, soil, slope, altitude, and 

other biological factors. The external factors include support services, technical information, 

policies, rules and regulations of government. According to the theory of producer behaviors 

(Ellis, 1980) and the framework of farm household decision-making (FAO, 1995), the choice of 

household production can be explained by four main groups of factors which are discribed in the 

following figure. 

 

Figure 1: Framework of farmer's decision 

3. Methodology and data 

Methodology 

Theoretical framework indicates that GAP tea-production choice of the farm households is 

affected by many factors that can be grouped into four categories: characteristics of household 

head, Producing technical requirement, market conditions, and government policies. Since the 

choice or decision of households in GAP tea production is a discrete choice, which show 

whether a household adopts the GAP standards in tea-production or not, a Probit model should 

be used to achieve the research objectives. The Probit model has its forms as follows: 
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where pi is probability of choosing the GAP tea production (Yi = 1); Φ represents the 

cumulative distribution of a standard normal random variable; X is a vector of determinants on 

the GAP standard adoption in tea production, which includes vectors H, F, M, and P; H is a 

vector of household head characteristics; F presents a vector of characteristics of household; M 

and P is vectors of market conditions and state policies, respectively; and ε is error terms. 

To estimate the impacts of determinants on probability of choosing the GAP standards in 

tea production, the marginal effect should be calculated, and it accounts for a partial change in 

the probability. The marginal effect associated with continuous explanatory variables X on the 

probability P (Yi = 1 |X), holding the other variables constant, can be derived as follows:  

∂Pi

∂Xik
=  φ(xi’ β)βk 

φ represents the probability density function of a standard normal variable. The marginal 

effect on dummy variables should be estimated differently from continuous variables. Discrete 

changes in the predicted probabilities constitute an alternative to the marginal effect when 

evaluating the influence of a dummy variable (Greene, 2011). Such an effect can be derived from 

the following: 

∆ =  ∅(�����,� = 1)−  ∅(�����,� = 0),  

The marginal effects provide insights into how the explanatory variables shift the 

probability of frequency of famer’s decision (Greene, 2011). The marginal effects are calculated 

for each variable while holding other variables constant at their sample mean values. 

Factors influencing farmer's choice with a new producing alternative method may include: 

characteristic of farmer household, technical requirement, market and state policies (Ellis, 1980). 

In previous studies Abdulai et al (2008), Sriwichailamphan (2008), Joseph (2013), Pong Thong 

(2014), Thang (2018)…, characteristics such as gender, age, education, household size, ethnicity, 

price, and advertising… are handled as explanatory variables. In this paper, characteristic of 

household heads and households, technical requirements, market condition, and state policies 

affect the decision of households whether applying GAP standards in tea production.  

Research areas 

The Northern Midland and Mountainous (NMM) region is the largest tea-producing areas 

in Vietnam and its total tea-planting areas is 96526.9 hectares (GSO, 2017). This region includes 

provinces that are well-known in terms of the quality of tea products and the tea-exporter such as 

Thai Nguyen, Phu Tho, Yen Bai, Tuyen Quang, Ha Giang, Son La…Based on the total tea-

planting areas and areas of GAP tea, three provinces are selected, including Thai Nguyen, Yen 

Bai, and Phu Tho. 

  



168 

 

 

Figure 2: Selected provinces in the surveyed sample 

Thai Nguyen province is known as the second largest tea-growing areas of Vietnam with 

21361 ha, and Tan Cuong Tea is a well-known brand, which is one of the five products granted 

the geographical indications in Vietnam. Along with Thai Nguyen, Yen Bai and Phu Tho 

provinces are located in the center of the region with tea-growing areas of 11000 ha and 16000 

ha, respectively. According to the development master plan on tea production by 2020, total 

areas of  GAP tea of the region reach to 28971 ha, of which the GAP tea areas of the three 

selected provinces are 17300 hectares, in which Thai Nguyen is 2000 hectares, Phu Tho is 6500, 

Yen Bai is 8800 hectares, and it accounts for 59.71% of the total areas producing GAP tea in 

Vietnam.  

Data and variables 

We conducted 30 interviews with tea-producing household heads, communal and district 

officials in Thai Nguyen and Yen Bai provinces about behaviors of tea-producing farmers, 

market situations, and state supportive policies. The results revealed that tea-producing 

technology selection depends not only on characteristics of household heads, households but also 

on perceptions of the farmers on benefits, technical requirements, market conditions, support 

policies for GAP standards. Regarding household heads’ perceptions on benefits, market 

conditions, support policies, most items are adopted and modified from the past studies such as 

Sriwichailamphan et al (2008), Jayasinghe (2005), Zhou and Jin (2009) and the reality of 

households in two interviewed provinces. The remaining items are found from the interviews. 

All items are measured by 5-likert scales and tested their validity and reliability. Exploratory 

factor analysis results confirm that only 24 out of 43 original items were used in four variables. 

The first factor, technical requirements, includes items fertilizer, pesticides, harvesting, post-

harvest preservation, production diary, production process. The second factor, benefits, includes 

items profit, revenues, competition, product prestige, market expansion, customer trust, 

reputation of household production. The third factor, market conditions, consists of compliance 

requirements, certification requirements, production diary requirements, public production 

planning and clear certification information. The fourth factor, support policies, involves 
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material support, technical support, training support, internal supervision support, strict 

inspection, reasonable inspection frequency.  

A survey is also conducted to collect data from tea-producing households, including both 

adoption of the GAP standards and the traditional manner in the three selected provinces. In each 

province, a district and three communes are selected to make the surveyed sample of nine 

communes. The sample size is determined by applying sample size calculator provided in 

Nguyen et al. (2015). The suggested sample size is 384, but the actual sample size includes 443 

tea-producing households. The survey is conducted by face-to-face interviews with randomly 

selected households. Description of the surveyed sample is presented in Table 1. 

Table 1: Description of the surveyed sample 

Mean Std. Dev. Min Max 

Thai Nguyen province (%) 45.6 0.4986 0 1 

Yen Bai province (%) 23.7 0.4257 0 1 

Phu Tho province (%) 30.7 0.4618 0 1 

Male household head 53.5 0.4993 0 1 

Age of household head (year) 47.8 8.0798 26 69 

Kinh groups (%) 74.9 0.4338 0 1 

High school education and above (%) 34.3 0.4753 0 1 

Member of social political organizations (%) 50.8 0.5005 0 1 

Household Laborers (labor) 3.8 1.0334 1 6 

Distance to district center (km) 15.9 6.9192 1.3 32 

GAP adoption (%) 44.5 0.4975 0 1 

The surveyed sample consists of 443 tea-producing households located in the three 

selected provinces, including Thai Nguyen (45.6%), Phu Tho (30.7%) and Yen Bai (23.7%). Of 

which, 53.5% of household heads are male, and 75% of surveyed household head are Kinh 

ethnic group. 34.3% of the surveyed household heads obtain high school education and above, 

and 51% of them are members of social-political organizations at communal and village levels. 

In the sample, 44.5% of tea-producing households are applying the GAP standards in their tea 

production. 

Table 2: Definition of variables used in the estimated models 

Variables Definition 

GAP adoption It equals to 1 if households adopt GAP standards in tea production, and 0 otherwise 

Gender It equals to 1 if household head is male, 0 otherwise 

Age Age of household head (years) 

Ethnicity It equals to 1 if ethnic of household head is King and 0 otherwise 

Education 
This variable receives value of 1 if household heads obtain high school education and 0 
otherwise 

Member of social political 
organization 

It equals 1 if household head is a member of any social-political organizations, and 0 
otherwise 

Household labor Numbers of laborers in the household  
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Variables Definition 

Distance Distance from home to the district center (km) 

Tea-producing experience Numbers of years household producing tea 

Attitude It equals to 1 if households head is optimistic, 0 otherwise 

Tea-growing farm areas Tea-growing farm size (ha) that households have 

Production linkages 
It is a dummy variable that equals 1 if households have any production linkages with other 
partners, and 0 otherwise 

Advertisement manner 
It equals to 1 if households advertise their tea products by internet (website, Facebook…), 0 
otherwise 

GAP Master plan 
Whether the tea-growing areas located in the teas-producing planned areas. It equals to 1 if 
yes, 0 otherwise  

Support services 
It equals to 1 if households receive any kinds of supports services from government (central 
and local), 0 otherwise  

Support capital 
It equals to 1 if households receive any kinds of supports capital from government (central 
and local), 0 otherwise 

Technical requirement 
Perception of household head on technical requirement of producing tea. It is measured by 
Likert scales 

Benefits Perception of household head on benefits of producing tea. It is measured by Likert scales 

Market/sale 
Perception of household head on market conditions and sale of tea products. It is measured 
by Likert scales 

Policy 
Perception of household head on support policies applied by the local and central 
government. It is measured by Likert scales 

4. Regression results 

The data used in the probit model are tested for multicollinearity. The correlation matrix 

shows that there is no evidence of strong correlation between these independent variables, thus 

those independent variables are exogenous. Using the probit model and its marginal effects 

specified in the section 2, the paper estimates the probability that households select GAP 

standards in tea-production. Empirical results are presented in Table 3. 

Table 3: Determinants of GAP standards in production of tea-producing farmers 

 
Φ (Y=1|X) 

Marginal effect 

(dy/dx) 

Gender 0.0197 

(0.06) 

0.0014 

(0.06) 

Age -0.0896*** 

(-3.17) 

-0.0062*** 

(-3.28) 

Ethnicity 0.232 

(0.54) 

0.0162 

(0.54) 

Education 0.654** 

(1.96) 

0.0456** 

(2.06) 

Member of social political organizations 1.368*** 

(3.77) 

0.0954*** 

(4.2) 

Tea-producing experience 0.124*** 

(4.24) 

0.0086*** 

(4.73) 

Household laborers 0.377** 

(2.27) 

0.0263** 

(2.33) 
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Φ (Y=1|X) 

Marginal effect 

(dy/dx) 

Distance to centre district 0.0560** 

(2.04) 

0.00391** 

(2.09) 

Attitude -0.420 

(-0.73) 

-0.0293 

(-0.73) 

Tea-growing farm areas 1.729** 

(2.01) 

0.121** 

(2.04) 

Production linkages 1.899*** 

(6.20) 

0.132*** 

(8.96) 

Advertisement manner 0.949 

(1.40) 

0.0662 

(1.41) 

In the GAP Master plan areas 4.498*** 

(3.95) 

0.314*** 

(4.51) 

Support capitals 0.274 

(0.30) 

0.0191 

(0.30) 

Support services 2.229** 

(2.23) 

0.156** 

(2.32) 

Technical conditions -0.430 

(-1.11) 

-0.0300 

(-1.12) 

Benefits 2.046*** 

(4.18) 

0.143*** 

(4.71) 

Market/sales 2.055*** 

(5.19) 

0.143*** 

(6.31) 

State policies 0.432 

(1.32) 

0.0301 

(1.34) 

Constant               -21.57*** 

(-5.96) 

 

Observations             443 443 

Note: t statistics are in parentheses; *** p<0.01, ** p<0.05, * p<0.1 

The estimated resutls indicate that characteristics of household heads have a significant 

impact on selection of the GAP standards in tea production. Age, education level, member of 

social political organizations, and tea-producing experience have statistically significant impacts 

on the GAP tea adaptation. Positive coefficients of education level and tea-producing experience 

of household heads imply that the knowledge/expertise from producing tea is associated with 

higher probability to adopt GAP standards. These results imply that application of the GAP 

standards in tea production requires educated and/or experienced tea-producing farmers. This 

result is similar to finding of Pongthong (2014) but contrast to Dao (2018) when experience has 

negative impacts on decision of grape and apple farmers. Tea-producing farmers, who are a 

member of social political organizations, are more likely to apply the GAP standards in tea-

production than those who are not. As members of social political, farmers have high 

responsibility to do the program implemented by their organizations, and they usually have more 

information about GAP standards, requirements, benefits, market and support policies. This 

finding is similar to Joseph (2013) that there is a statistically significant and positive impact of 

members of the social-political organizations on the farmers’ decision on farming technology. 

Age of household head negatively affects probability to adapt the GAP standards in tea 
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production. One-year older household heads decrease probability of adopting the GAP standards 

in tea production by 0.62%. This result implies that younger tea-producing farmers are easier to 

change production methods or to have interests in using modern technology in tea production. 

For the elderly household heads, they tend to rest rather than interest in producing tea with 

modern technology, and they find difficulties in attending GAP training courses and strictly 

following requirements of GAP standards in tea production. However, gender and ethnic of 

household heads do not have statistically significant effects on the selection of the GAP standard 

in tea production.  

Characteristics of household also determine the selection of the GAP standards in tea 

production. Households having more laborers are associated with higher probability of the GAP 

application. It is explained that application of the GAP requires a tougher procedures and 

standards, and each stage of the procedures needs laborers in charge. Thus, more laborer 

households are more likely to apply the GAP standards in tea production. Similarly, with 

distance to the district center, household located far away from the district center have higher 

probability to adopt the GAP standards in tea production. It is because locations nearby the 

district center, tea-producing areas often are divided into small segments that are not sufficient to 

apply the GAP. While far-away locations have large tea-growing lands which are easier to meet 

condition of applying the GAP standards. Households with large tea-growing areas, they are 

more likely to adopt the GAP standards because of meeting the GAP requirements in terms of 

lands and large expected profits. Besides, households having production linkages have 

statistically significant positive effects on GAP adoption, and one household belongs to 

collaborative groups, the likelihood to apply the GAP standards in tea productions increases by 

13,2%. The production linkages help reducing production cost and increasing productivity; 

therefore, the households become more interested in GAP production technology. This finding 

suggests that small land-size farmers would collaborate with others to apply the GAP standards 

in tea production. Households owned agricultural lands locate in the GAP tea-planed areas have 

probability of 31.4% higher than those that do not. 

Benefit and market conditions are important to influence decision of tea-producing farmers. 

Higher perception of tea-producing farmers on benefits is associated with higher probability of 

applying GAP standards in tea production. Located in the GAP tea-planned areas, the households 

have been introduced to GAP standards and requirements and have remarkable supported from 

government such as support in training, registering certification… while households located out of 

the planned areas do not get any supports, thus they are not willing to apply the GAP standards in 

tea production. It is similar to effects of perception on market for tea products on selection of GAP 

standards in tea production. According to the interviews, newly applied GAP households follow 

requirements of customers, selling ability, and higher expected profits.  

State policies play a significant role on selection of GAP standards in tea production. For 

example, when a tea-producing household receives any of support services from the government 

or programs, the probability of applying the GAP standards in tea production will increases by 

15.6%. Using perception of household heads on support policies, when their perception increases 

by 1 (out of 5 Likert scales), probability of selecting the GAP standards in tea production 



173 

increases by 31.4%. These empirical results imply the importance of state policies on promoting 

development of the GAP standards in tea production.  

5. Conclusions and recommendations 

Using a theory developed by Ellis (1980) and the framework of farm household decision-

making (FAO, 1995), this paper specifies a Probit model and surveyed data to investigate 

determinants of GAP standards’ adoption in tea production. Empirical results indicate that 

characteristics of household heads and households, technological requirements, market situation, 

and state policies, significantly affect desicion of households on selecting GAP standrards in tea 

production. Those findings provide empirical understandings on how tea-producing farmers 

select the GAP standards and evidence to suggest policies to encourage households adopting the 

GAP standrads in tea production. 

Expanding the training programs for households located outside the GAP tea planned 

areas. Taking training courses helps to increase the probability of selecting the GAP standards in 

tea production. Currently many households’ heads have never taken any training sessions about 

the GAP standards in tea production, while many tea-producing households want to be trained 

about this standard, but they have not yet been included because they are not in the GAP tea 

planned areas. 

Supporting for tea-producing farmers in selling tea products. It is necessary to develop 

more advertising channels to transmit information about GAP tea products to consumers. It also 

improves awareness of benefits of adopting GAP standards in tea production and improves the 

understanding of consumers about products produced in accordance with safety standards. 

Currently, there have a small number of consumers interested in the GAP standard products, so it 

is necessary to develop social-network channels for tea GAP products such as YouTube, 

Facebook, and Zalo... to reach customers fast and widely. 

Strengthening the inspection and supervision. The GAP standards in tea production are 

strict. Thus, if a tea-producing farmer does not strictly follow the GAP standards, GAP tea 

products would be affected. Establishing policies for sanctions as well as inform consumers on 

mal practice in the production of tea. This is to put pressure on producers to comply with the 

GAP standard in processes to improve the trust of consumers. 

Promoting the cooperation among small tea-planting area households. A limited tea-

planting areas household meets difficulty to apply for GAP certification, thus the cooperation 

among them will make higher possibility taking GAP standards in tea production. In addition, 

the land for agricultural production in general and particularly for tea production should not be 

used for non-agricultural purposes to avoid losses of agricultural land and make less motivation 

applying GAP standard in tea production. 

Tea-producing household heads should joint to the social political organizations to easily 

access information from GAP promotion and other GAP-related programs from the government. 

As a result, it increases the responsibility and probability of applying and maintaining GAP 

standards in tea production. 
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Annex 1: Correlation matrix of independent variables 

 
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) 

(1) Gender 1 
                  

(2) Age 0.1687 1 
                 

(3) Ethnic 0.1398 -0.0383 1 
                

(4) Education -0.0412 -0.262 0.1326 1 
               

(5) Member 0.2411 0.1203 0.1811 0.1788 1 
              

(6) Household 
labor 

-0.0294 0.3466 -0.1088 -0.1232 0.0251 1 
             

(7) Distance -0.2459 -0.0926 -0.1172 0.0526 -0.1966 0.0846 1 
            

(8) Attitude 0.3252 0.2225 0.2496 0.0945 0.4195 0.0317 -0.3472 1 
           

(9) Experience 0.0294 0.6557 -0.0997 -0.24 -0.0534 0.4531 -0.001 0.0352 1 
          

(10) Area 0.2863 0.0592 0.1477 0.0579 0.437 -0.0369 -0.3163 0.4935 -0.225 1 
         

(11) Linkages 0.1666 0.0574 0.1676 0.152 0.4564 0.0282 -0.1313 0.4445 -0.1593 0.4895 1 
        

(12) 
Advertisement 

-0.0802 -0.1102 -0.1092 0.0047 -0.2475 0.086 0.144 -0.1178 0.0097 -0.1165 -0.1062 1 
       

(13) Plan 0.2791 0.157 0.1568 0.1702 0.4723 0.0752 -0.3089 0.7563 -0.0298 0.5995 0.6063 -0.0667 1 
      

(14) Support 
capital 

0.0006 0.0507 -0.0169 0.0507 0.0507 0.1148 -0.0151 -0.0032 0.1272 -0.0108 0.0697 0.1412 0.0916 1 
     

(15) Support 
service 

-0.1594 -0.0857 -0.1232 0.0411 -0.1419 0.1082 0.0963 -0.2992 0.1422 -0.2237 -0.1061 0.2154 -0.1838 0.6734 1 
    

(16) Technical 0.0752 -0.0446 0.1394 0.1177 0.3803 0.0106 -0.2558 0.4009 -0.1508 0.4382 0.5347 0.0295 0.5661 0.0851 -0.0511 1 
   

(17) Benefit -0.1666 -0.0733 -0.0288 -0.0973 -0.1157 -0.1222 0.1053 -0.3687 -0.1275 -0.1095 0.0002 0.1134 -0.3502 0.0008 0.2153 0.1749 1 
  

(18) Market 0.1771 0.0937 0.0704 0.0722 0.4573 0.0513 -0.3267 0.5099 -0.1009 0.5794 0.5763 -0.0218 0.7195 0.1355 -0.0364 0.6343 0.0105 1 
 

(19) Policy 0.1431 -0.026 0.0913 -0.0665 0.3192 0.0403 -0.272 0.4089 -0.1134 0.418 0.3631 0.0091 0.5065 0.1322 0.0013 0.5122 -0.0093 0.6185 1 
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Abstract: This paper analyses the importance of the coastal zones in Vietnam and the 

impacts of human activities that has resulted in increased depletion and degradation of natural 

resources. The paper also discusses policy that should be introduced in response to these issues. 

Using historical data coupled with empirical analysis, the findings reveal that the coastal zone of 

Vietnam has rich natural resources and plays an important role in the country’s economic- and 

social development. The most important economic sectors concentrated in this zone are 

agriculture, fishery, industry, and tourism. However, the increasing trend of human activities 

from these industries is detrimental to the coastal ecosystems in recent years. The drastically 

changes in the coastal environment in turns have affected agriculture production and fishery 

productivity significantly, resulting in further depletion of natural resources. In response to these 

deteriorations of natural resources, Vietnam government and some international organizations 

have tried to integrate sustainable coastal management into Vietnam development policy. 

However, these efforts have very limited impact on policy implementation. Co-management 

sometimes is not applied in a coherent way due to the lack of appropriate knowledge and 

environmental standards. Conflicts also arise because of centralized planning and lack of 

consultation processes. Often the miscommunication between different local agencies and central 

government makes it more difficult to implement any integrated program. Common property 

right could be share of autonomy between the state and local government over resources 

triggering conflictions among parties meanwhile no legal provision is clearly defined for the 

control and regulation of environmental pollution. These could be the main reasons for the 

weaknesses of environmental policies in Vietnam. Unless the government takes special initiatives 

on restructuring the management and enforcement system, economic development will still be 

taken priority over conservation, leading to overexploitation of natural resources and 

degradation of coastal environment.  

Keywords: coastal environment, coastal degradation, Vietnam coastal areas 

 

1. Introduction 

Vietnam has a long coastline of 3260 kilometres (Vietnam Ministry of Fisheries 1996). 

Along the coast, 114 rivers flow into the sea. Of these, the Red River and Mekong River 
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contribute the major discharge of water each year (Nguyen 2000). Due to the diversity of the 

ecosystem and the high productivity of lagoons, mangrove forests, coral reefs, sea grass beds and 

estuaries, Vietnam’s coastal zone has become a key sector in the country’s economic 

development (Costa-Böddeker 2017; Vietnam Ministry of Fisheries 1996) and in the livelihoods 

of about 24 million people accounting for 25 per cent of the total population living in and around 

coastal zones (Adger and Luttrell 2000). 

However, conflicts over resource uses in the coastal areas have been increasing due to 

urbanization and industrialization (Costa-Böddeker 2017; Boateng 2012; Adger et al. 1997). The 

increasing intensity of human activities such as construction of dams, deforestation, 

inappropriate fertilizers and pesticides application, over-fishing and disposal of industrial and 

domestic wastes have drastically changed the coastal environment and reduced its ecological and 

economical value (Schmitt 2013; Nguyen et al. 1998; Tran et al. 2004). Meanwhile, the 

enforcement for the sustainable development of the Vietnam’s policy on the environment is 

weak. The institutional constraints in integrated management are not working effectively (Costa-

Böddeker 2017; Sekhar 2005). To prevent further coastal degradation, these issues need to be 

addressed both at the local and national levels. 

This paper analyses the importance of the coastal zones in Vietnam, and the impacts of 

human activities that has resulted in increased depletion and degradation of natural resources. 

Then, the paper discusses the Vietnam policy in response to these issues. Last, it gives the 

resolution and conclusion. 

2. The significances of coastal system in Vietnam 

Vietnam is situated on the Eastern Asian coast. The total coastal area under 50m water 

depth is 206x103 kilometres (Pham and Hoang 1993; Tran et al. 2004). The coastal area can be 

divided into four natural parts: the Gulf of Thailand, the central coast, the southeast coast, and 

the Gulf of Tonkin (Nguyen 1997).  

Along the coastline there are 112 small and 2 large rivers flowing into the sea. The two 

major rivers, Mekong River and Red River (Song Hong) form important catchments for coastal 

areas (Nguyen 2000). The consistent water level and suspended sediments from these two largest 

rivers strongly influence the coastal water of Vietnam. The total area of the Mekong River 

catchment is 795,000 km2, discharging 520.6x109 m3 of water and 98x106 tons of suspended 

sediments within Vietnam and the other Southeast Asian countries including China, Myanmar, 

Laos, Thailand, Cambodia, in which, 9% of the total area falls within Vietnam. The Red River 

catchment extends around two countries, China and Vietnam, with a total area of 169,000 square 

kilometres, discharging 137x106 m3 of water and 116x106 tonnes of suspended sediments; 51% 

of the total area falls in Vietnam (Vietnam, Ministry of Fisheries 1996). The coastal hydrology 

and water discharge rates especially from June to September play an important role in 

maintaining the health of coastal ecosystems (Tran et al. 2004). 

Besides geographical importance, the coastal zones comprise a wide range of ecosystems 

such as sand beaches, tidal wetlands, mangroves, and coral reefs (see Table 1). The coral reefs 
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support up to 65% of artisanal fisheries in Vietnam. Around 11,000 aquatic species and more 

than 1,300 island species inhabits the sea and the coastal zone (Pham and Hoang 1993). The 

ecosystem diversity and resource abundance have attracted a high density of population and 

concentration of economic activities along the coastline. 

Table 1: Major coastal and marine ecosystems 

Ecosystems Distribution 
Estimated existing 

area (ha) 

Agro-systems Concentrated in the Red and Mekong River Delta 5,500,000 

Aquaculture Entire coastline 10,000 

Tidal wetlands Mainly concentrated in areas of river mouths and around some islands 1,000,000 

Lagoons 12 lagoons at the coast from Thua Thien Hue to Binh Thuan province 100,000 

Sand beaches Broad extent along coast 600,000 

Mangroves Estuaries, sheltered bays, primarily North and South coast 156,608 

Sea grass North to South, inshore and offshore 6,800 

Coral reefs 

(in 6m depth) 
Near shore and some offshore 7,532 

Islands About 2,779 inshore islands 1,630 

Source: Adapted from Wepa 2018, and Chu Duc Loi 1996. 

3. Current issues in the coastal areas 

3.1. Population expansion 

Population growth and increasing demands for coastal resources are the driving forces of 

the increased scarcity of resources. The population increased from 19 million in 1995 to 20 

million after three years, averaging 24.5 per cent of the total urban population (Pham 2001). The 

average population density in the coastal area is 230 people per square kilometre. The Red River 

Delta is one of densely populated area with population of 1,020 people per square kilometre 

(Quartel et al. 2006). The dramatic population growth due to easy accessibility and suitable 

climatic conditions resulted in the expansion of space for settlement and extraction of resources. 

3.2. Wastes 

The major activities causing pollution are industries, oil refineries, agriculture and urban 

solid wastes (Costa-Böddeker 2017; Luong & Nguyen 1999; Tran et al 2004; Phan and Populus 

2007). The disposal of untreated liquid wastes from industries causes serious water pollution. 

About 657,000 to 820,000 m3 per day of untreated wastewater are released by industries in the 

north, and 50,000 m3 per day release by industries in the south (Pham 2001). Table 2 shows the 

rate at which the pollution level increases with time. Such increases are related to 

industrialization, urbanization, mining and agriculture practices. 
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Table 2: Change in average content of oil, Zn and Cu in coastal waters 

Area 
Oil (mg/l) Zn (mg/l) Cu (mg/l) 

1995 1996 1997 1998 1996 1997 1998 1996 1997 1998 

Near shore of the 
northern part 

0.24 0.61 0.45 0.56 0.005 0.047 0.054 0.008 0.007 0.009 

Near shore of the 
central part 

- 0.18 0.13 0.16 0.023 0.029 0.019 0.006 0.005 0.004 

Near shore of the 
southern part 

- - 0.18 0.44 0.022 0.022 0.047 0.017 0.009 0.006 

Offshore area of oil 
exploitation  

- 0.55 0.54 0.53 - - - - - - 

Source: Adapted from Tran Duc Thanh et al., 2004. 

Oil pollution is one of the most serious issues in such that the pollution level has exceeded 

the standard by 0.05mg per litter for fisheries and 0.3 mg per litter for domestic activities in 

many sites (Tran et al. 2004). The leakage and overflow of oil from refineries cause pollution of 

the water.  

Mining is another human activity that causes pollution in the coastal areas, where coal 

mining is very common. The over burden, mineral wastes and dust have caused air pollution and 

contamination of water (Tran et al. 2004). For instance, largest coal mines in Quang Ninh 

province alone release 20x106 tonnes of solid waste per year and 14x107 m3 of liquid waste per 

year into the coastal zone which ruins a vast area of the gift (Pham 2001; Tran et al. 2004).  

Agricultural activities also cause degradation of the coastal environment. Of the seven 

million ha agricultural land in Vietnam, 60 per cent falls within the Mekong and Red River 

deltas (Tran et al. 2004). Large quantities of chemical fertilizer and pesticides are used on these 

cultivated lands. In 1993, about 2.1x106 tonnes of chemical fertilizers were used, which included 

1.2x106 tonnes of urea, 793x106 tonnes of phosphate (Tran et al. 2004). In just one year after, the 

quantity of chemicals fertilizers rose to 30x106 tonnes, which includes highly toxic non-

biodegradable chemical such as DDT, lindane and methamidophos (Tran et al. 2004).  

3.3. Deforestation 

Coastal environment is also contaminated due to deforestation. Forestry in Vietnam has 

been reduced from 67% in 1943 to 29% in 1993 (World Bank 1996). More than 50 per cent of 

mangrove forest has cleared by humans for agriculture and settlement (Nguyen 1997). 

Deforestation leads to increase in sediment and redistribution of water the in coastal zone during 

monsoon and dry season (see tables 3 and 4 for the changes in the status of nutrient 

concentrations in the Red River and the Mekong River).  

Table 3: Total N and P in surface water at selected locations in the Mekong River 

Region 
Total N (mg/L) Total P (mg/L) 

1995 1996 1995 1996 

Mekong River 0.5 0.73 0.05 0.94 

Source: General Statistics Office  2017 
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Table 4: P04 and N03 in the coastal zone of Red River Delta (mg/l) 

Criteria Season 
River Coastal sea 

1995 1998 1995 1998 

P04 Dry season 

Flood season 

0.01 0.12 

0.448 

0.065 0.03 

0.077 

N03 Dry season 

Flood season 

0.05 0.307 

0.121 

0.05 0.090 

0.085 

Source: General Statistics Office 2017 

3.4. Erosion 

Deforestation also causes erosion in the coastal zones. In total, 243 coastal sites covering 

469 kilometres of coastline have been eroded at a rate of 5-10 meters per year (Tran et al. 

2004). Ninety-six of these sites have lost more than one kilometre of coastline each year by 

eroding action, and on average, 112 hectares of coastal land has been lost each year within the 

last few decades. The longest stretch of eroded coastal area extends up to 60 kilometres in the 

Mekong River Delta (Phan and Lopulus 2007). In the Red River Delta, the average rate of 

erosion was recorded at 10-15 meters a year during the last half century (Quartel et al. 2006). 

This rate of erosion is predicted to increase to 15.5 meters per year in 2008 along the coast. 

(Tran et al. 2004).  

Coastal erosion has become a more serious problem in regions where the high-density of 

population has depended on fishery (Nguyen 2000). Along the central sandy coast, erosion 

creates sedimentation, which is a major risk, having a particularly negative impact on marine 

ports and harbours. It prevents the ships from reaching the port. (Tran et al. 2004).  

3.5. Shifting of saltwater-freshwater boundary 

Coastal zones perform special function in the ecosystem, acting as a barrier to prevent 

penetration of saltwater from the sea into the cultivated land area. Over the last 50 years, 

Vietnam’s coastal zone lost about 50% of Mangrove forest, down to 14.7 million hectares in 

1995 from 39.8 million hectares in 1945 (Tran et al. 2004). As a result of clearance and 

damaging the mangrove forest and marine ecosystem, many agricultural lands around the coastal 

zone are now flooded with seawater, causing loss of coastal fishery, changing agriculture 

practices and resulting in brackish water aquaculture (Tran et al. 2004; Seto and Fragkias 2007). 

The tidal pressure has helped penetration of seawater up to 30-50 kilometres in the Red River 

and 60-70 kilometres in the Mekong River (Nguyen et al. 1998; Tran et al. 2004; Quartel et al. 

2006). More than 1.7x106 hectares of cultivated land have been affected by saltwater intrusion in 

the Mekong River Delta and further (Alongi et al. 1999). The saltwater intrusion is expected to 

increase to 2.2x106 hectares in the near future. Salinity has also made much of the agricultural 

land unfit for cultivation.  

In recent decades, about 4-10 kilometres of land in the northeast part of the Red River 

Delta have lost because of the increase in 10/00 of salinity contour (isohaline) (General Statistics 
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Office  2017). Salinity has also increased everywhere in the Mekong River Delta, especially in 

March and April (during the dry season) (Loon et al. 2007). During the 20 years between 1978 

and 1998, the 40/00 of salinity contours showed movement of approximately 20 km landward 

(Dao and Pham 2003). This issues mainly cause by see-level rise, dams, and irrigation that leads 

to lower river-water discharge and ultimately resulting to more and more saltwater intrusion 

(Ministry of Fisheries 1996; Dao and Pham 2003). Along the central coast, the salinity and salt 

water intrusion have lead to the shortage of fresh water for irrigation, drinking and industrial 

purposes. 

3.6. Impact on fisheries 

Fisheries in the coastal zones have been affected by pollution and loss of habitats due to 

development activities such as dam extension of irrigation channels and hydropower plants 

(Tran et al 2004; Dao and Pham 2003). Such structures in the catchments of rivers have 

obstructed the movement pattern of fishes, creating fragmentation of populations. Such barriers 

have reduced the population of migratory fish by 50 per cent (Tran et al. 2004; Loon 2007). As 

the result of the changes in water ecosystems accompanied by overexploitation, 98 species of 

fish listed in the Vietnam Red Book (Vietnam, Ministry of Fishery 1996) are highly threatened 

and are on the verge of extinction. Over the last half century, fish stocks have decreased by 25-

30 per cent in some areas and up to 50 per cent in some highly affected areas. The Ministry of 

Fishery in Vietnam (1996) and Loon, et al. (2007) estimated that during the decade 1960s to 

1970s, the total fish stock in the Tonkin Gulf (part of the Vietnamese Sea) was reduced by 

185,500 tonnes.  

In addition, there is excess effort due to the common property nature of the resource, and 

average return to labor and capital is low. Most of place in near-shore areas along the coach of 

Vietnam have been harvested heavily and already impact negatively in productivity, typically in 

small scale and open access areas. Because of loose restriction on fishing regulations and 

common properties of fishing industry, the number of boats has been increasingly massively 

contributing to the devastation of fishery. State management of fishery was taken many years but 

limitations on the amount of fishing effort employed were limited.  

In an effort to response to the problems, Offshore Fishing Program has been introduced in 

1997 to reduce number of vessels at coastal areas, where already excessively exploited, and at 

the same time build up bigger power offshore fishing fleets to archive higher total productivity. 

Unfortunately, though this policy helps to build up larger boats, it is unsuccessful because 

financing high power vessels alone even lead to further fall in productivity. Number of coastal 

vessels did not reduce while those are operating at near-shores still intensively competitive with 

each other. Fishermen tend to substitute regulated inputs to unregulated inputs in which number 

of boat, number of crew, or engine power are the most strongly reaction to the Program. The 

program hence did not reach to the desirable outcomes. Vietnamese policy makers are now 

struggling to seek for a better management in order to have better fishery productivity and 

sustainable growth. 
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4. Vietnam policy and international efforts 

The Vietnam government has signed many international conventions for the protection of 

marine ecosystem and coastal resources such as the Ramsar Convention on Protection of 

Wetlands, 1971; the Convention on the Prevention of Marine Pollution by Dumping of Wastes 

and Other Matter, 1972; The International Convention for the Protection of Pollution by Oil from 

Ships, 1997.  

Besides these political commitments, a number of international donor agencies like the 

World Bank and the Asian Development Bank have funded conservation activities in the coastal 

areas (Schmitt, 2013; Adger and Luttrelle 2000; Sekhar 2005). These foreign donors have 

brought about significant change in thinking and behaviour in the national administration and 

among Vietnamese citizens and authorities, with an emphasis on broader vision, stronger 

ownership and integrated action (Sekhar 2005). Recently, national stakeholder consultations 

expressed these foreign donors desire to see more effective co-ordination among donors in 

conjunction with their support to Vietnamese governance reforms (Sekhar 2005).  

No doubt some government policies have been put in place to overcome the conflicts of 

developmental activities and environmental management in the coastal zones (Schmitt, 2013; 

Pham 2001). However, environmental issues are not incorporated in the socio-economic 

development plans and this has resulted in complexity in policy implementation (Adger et al. 

1997; Sekhar 2005). Conflicts also arise as a consequence of centralized planning and lack of 

consultation processes. Often the miscommunication between different local agencies and central 

government makes it more difficult to implement any integrated program (Schmitt, 2013; Dao et 

al. 2003).  

In some areas with integrated programs, co-management sometimes is not applied in a 

coherent way due to the lack of appropriate knowledge and environmental standards (Sekhar 

2005). The shortage of trained technical staff has partly leaded to comanagement. The other 

reasons for common property right could be share of autonomy between the state and local 

government over the particular resources. In a few instances, even increasing public participation 

has failed to solve the problems due to conflicting interests and development oriented approaches 

of the stakeholders (Costa-Böddeker 2017; World Bank 1996; Dao and Pham 2003). This could 

be the main reason for the weaknesses of environmental policies in Vietnam. Moreover, no legal 

provision is clearly defined for the control and regulation of environmental pollution (Sekhar 

2005). Therefore, unless the government takes special initiatives such as restructuring 

management and enforcement system, the coastal resources will be exploited at an increasing 

rate and will face scarcity in the near future. 

5. Conclusion 

The coastal zone of Vietnam is important for the country’s economic development and for 

the livelihood sustenance of the growing populations in this area. However, the human activities 

such as agriculture, fishery, industry, and tourism have drastically changed the coastal ecosystem 

in recent years. The dramatically changes the coastal environment in turns have significantly 
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affected fishery productivity and agricultural production, resulting in further depletion of natural 

resources. There is an effort of Vietnam government and some international organizations to 

integrate coastal management and sustainable development policy into the policy-making 

processes. However, the government policy still has taken economic development priority over 

environmental conservation, leading to further degradation of Vietnam coastal resources. Co-

management sometimes is not applied in a coherent way due to the lack of appropriate 

knowledge and environmental standards. Conflicts also arise because of centralized planning and 

lack of consultation processes. Often the miscommunication between different local agencies 

and central government makes it more difficult to implement any integrated program. Common 

property right could be share of autonomy between the state and local government over 

resources triggering conflictions among parties meanwhile no legal provision is clearly defined 

for the control and regulation of environmental pollution. Unless the government takes special 

initiatives to restructure the management and enforcement system, economic development will 

still be taken priority over conservation, leading to overexploitation of natural resources and 

degradation of coastal environment. 
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Abstract: This paper presents some findings of the review of literature relating to some 

factors effecting on increment of land values. Specifically, the review considers infrastructure 

investment, planning, land use regulation and their potential impacts on changing of land values. 

We focus on the classical theories of the relationship between the location of land uses and 

values, and provides some empirical studies determination of their influences on land values. We 

also conduct a literature review and analyze the reviewed papers looking at research focus, 

research approach, and the findings. Finally, some several important questions are proposed to 

improve in future research.  

Keywords: land value, land value uplift, urban land, urban economics, value capture. 

 

1. Introduction 

Land and its value play a crucial role for our economic and social activates and 

development. The concept of land encompasses a variety of functions that typically get classified 

into some categories likely environment, economics, society, and spirituality (Hubacek & Van 

den Bergh, 2006). In terms of economics, as one of the three essential inputs (land, labor, and 

capital), land can be viewed not only as natural resource but also as scarce space for locating 

economic production activities, infrastructure and dwellings (Hubacek & Vazquez, 2009). From 

these perspectives, land is in fact a production factor that in the end serve consumption for a 

variety of purposes, therefore it can act as a store of value and assets.  

In land economic traditional theories, land and its’ value are mentioned and initially 

associated with agriculture sector, but contemporary economists, reflecting changes in the 

economy and society, directed their attention to other land-uses. Moreover, thanks to developing 

real estate market, the economic functions and values of land are robustly confirmed and 

increased (Piketty, 2014). Thus increasing land values have deep social, economic, and 

distributive-justice implications (Alterman, 2012).  

Land values can be determined by a number of factors in accordance to location, 

socioeconomics, government regulations or desirability for residents. Hendricks and et al. (2017) 

supposed that land value is a result of both public and private investments and actions. 

Consequently, still the issue is very much debated in relation to allocate dividing value uplift 

between private land or property owners and the governments, which is one starting point  about 

the concept of “unearned increment” (another term is related and similar term in this field: 
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‘incremental value”, ‘betterment’, ‘value increment’, ‘unearned increment’, ‘plus value’ or 

‘windfalls’, ‘value uplift’ etc.).  

The literature exploring land value and land value uplift (LVU, hereafter) in particular, is 

large, therefore this document focuses to the relationship between some factors influencing 

incremental value of land. Specifically, this summary explores the observed changes in the land 

value, the main factors affecting on land value uplift and some approaches used to calculate land 

value uplift discussed in the literature.  

The structure of this summary is as follows: Section 2 provides a summary of recent 

findings in the increasing land value literature, an introduction to the methods used in such 

assessments, and a discussion of the relationship between some government’s interventions and 

their impacts on land value. Section 3 finds some questions that we propose some 

recommendations to improve future research in relation to LVU.  

2. Review of some factors affecting land value uplift 

To begin, it is worth briefly revisiting some points in theories of this field. The theoretical 

basis of previous studies seeking to understand how factors affect  incremental land values has 

overwhelmingly been the spatial equilibrium framework developed by Alonso (1964), Muth 

(1969) and Mills (1972) in urban contexts, based on basic ideals from The von Thünen’s model 

of agricultural land use in 1826. Briefly, land rent theory, developed by Alonso (1964), Muth 

(1969) and Mills (1972), is the theoretical framework for the relationship between accessibility 

and land values. These theories assert that land rent (and therefore the underlying land values) 

reflects accessibility gradients with higher values of rent reflecting higher accessibility to 

goods/services.  

This basic statement suggests that locations with better accessibility have higher rental 

values where rental value is an annualized capital value (C. D. Higgins & Kanaroglou, 2016). 

Therefore, some factors in terms of planning regulations, transport infrastructure and land use 

regulation may increase accessibility, which increases in rental value and land values might be 

expected. In detail, these factors affecting on LVU will be discussed in the following parts.  

2.1. Infrastructure investment and land value uplift 

There was a bulky study to impacts of infrastructure investment on land values up to date. 

Mulley and et. al (2016) argued that studies related to the influences of infrastructures on land 

value increment being often qualitative research in earlier times, from 1970s. The majority of 

papers that assess the relationship between some kinds of transport infrastructure, a type of 

technical infrastructure, such as rail transit road etc., and land value find an increase in land 

value, while others have focus on impacts of social infrastructures likely parks, walked areas or 

green areas etc. on LVU.  

In recent years, after over the year 2000, there were a number of quantitative studies aimed 

to identify and measure added value of land or properties, which had accessibility to different 

destinations around new investment infrastructures. Table 1 summarizes the findings of such 

papers. 
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Table 1: Infrastructure investment influencing on land value: Some examples from the literature 

Year Authors Time analysis Location 
Infrastructure 

type 
Land use Method Findings 

1999 
(Dueker & 
Bianco, 1999) 

1980 - 90 Portland, Oregon 
Light rail transit 
(LRT) 

Residential 
properties 

Multivariate hedonic 
regression 

The light rail has had some positive effects 
on single-family property values 

1999 (Nelson, 1999) 1980 and 1994 Atlanta, Georgia Metro rail  
Commercial 
properties 

Hedonic regression 

The price per square meter falls by $75 for 
each meter away from the center of transit 
stations and rises by $443 for location 
within Special Public Interest Districts 
(SPIDs). The increment in building value 
with respect to SPID location is to $44 per 
square meter in annualized rent  

2000 
(Baum-Snow & 
Kahn, 2000) 

1980 and 1990 

Boston, Atlanta, 
Chicago, 
Portland & 
Washington, D.C 

Metro rail 
Residential 
properties 

Hedonic regression 
Housing rent increases 19$/month and price 
transaction rises about 4,972$ in the 
distance from 1 -3 km around Metro rails. 

2000 
(Haider & Miller, 
2000) 

1995 Toronto, Ontario   Metro 
Residential 
properties 

Spatial autoregressive 
(SAR) models 

 The distance to Metro does not explain the 
improvement of housing price in these 
models 

2001 
(Bowes & 
Ihlanfeldt, 2001) 

1991 - 1994 Atlanta   Metro Rail  
Residential 
properties 

Hedonic model 

Land value decreases by 19% within a 
quarter mile of the distance from station to 
residential property; however, as for high-
income families, 

Their properties have improvement of land 
values within from 1/4 to 1/2 miles far from 
the city center and station area. 

2002 
(Cervero & 
Duncan, 2002) 

1998 - 1999 Clara, California 
Metro Rail and 
LRT  

Commercial 
properties 

Hedonic regression 

The value of commercial properties has 
increased 23% and 120% respectively 
within 1/4 miles of the distance to station of 
LRT and Metro rail. 

2005 
(Gibbons & 
Machin, 2005) 

 From 1997 to 
2001 

 London, UK 
Metro Rail and 
LRT  

Residential 
properties 

Hedonic regression 
House prices rose over the period by 9.3 
percentage points more in places affected 
by these transport infrastructure changes. 

2006 
(Murat Celik & 
Yankaya, 2006) 

12/2003 - 3/2004 Izmir, Turkey Metro Rail  
Residential 
properties 

Hedonic regression 
Land value uplift has tested around metro 
rail. 

2007 
(Du & Mulley, 
2007) 

In 03 time: 
8/1999, 4/2002, 
3/2003 

Sunderland, UK Metro Rail  
Residential 
properties 

Hedonic regression 
Investment of infrastructure had not impact 
value of residential properties 
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Year Authors Time analysis Location 
Infrastructure 

type 
Land use Method Findings 

2007 
(Hess & Almeida, 
2007) 

1990 -2000 
Buffalo, New  
York  

LRT  
Residential 
properties 

Hedonic regression 

House values had increased between $1,300 
and $3,000 within ½ miles to station; 
however, the distance to station has 
negative impact on housing values at the 
area living people’s low income  

2009 (Redfearn, 2009) 1997 - 2002 
Los Angeles,  
California  

LRT  
Residential 
properties 

Hedonic regression 
(Locally Weighted 
Regression) 

 The paper proposes that no capitalization 
of light rail access into surrounding home 
prices. 

2010 
(Munoz-Raskin, 
2010) 

2000 - 2004  Bogotá, Colombia 
Bus rapid transit  

(BRT) 

Residential 
properties 

Hedonic regression 

The housing market places value premiums 
on the properties in the immediate walking 
proximity of feeder lines, with respect to 
the value of properties in relation to 
proximity. 

2011 (Billings, 2011) 1994–2008 
Charlotte, North 
Carolina 

LRT  
Residential & 
commercial 
properties 

Hedonic regression 
Housing value has increased within ½ and a 
mile, while no evidence shows the impact 
on value of commercial properties. 

2011 
(Cervero & Kang, 
2011) 

 2001–2007 Seoul, Korea BRT 

Residential, 
commercial 
and other 
properties 

Hedonic regression 

Land price premiums of up to 10% were 
estimated for residences within 300 m of 
BRT stops and more than 25% for retail 
and other non-residential uses over a 
smaller impact zone of 150 m. 

2011 
(Pagliara & Papa, 
2011) 

2001-2008 
Naples, Campania, 
Italy 

Residential 
properties 

Residential, 
commercial 
and other 
properties 

Using GIS in regression 
Value uplift of properties in station control 
areas are lower than those of those of the 
stations catchment areas 

2012 
(Hewitt & Hewitt, 
2012) 

 2006 - 2009 
Ottawa, Ontario, 
Canada  

LRT  
Residential 
properties 

Using regression with 
GWMR Model 

While at the macro-level housing prices do 
vary positively with proximity to URT 
stations, the relationship is spatially 
dependent and may be affected by factors 
unique to specific locales. 

2014 
McIntosh and et 
al. (2014) 

2001–2011 Perth, Australia Metro 
Residential 
properties 

Using DID analysis Land value uplift 40%. 

2014 
Dubé and et al. 

(2014) 

From Q2/1992 to 
Q4/2009 

 Montréal, Canada Metro 
Residential 
properties 

Using spatial DID 
analysis 

Land value uplift about 5.2% around station 

2015 (Lavee, 2015) 1998-2009 Israel 
Urban public 
transport system 

Land use Multivariate regression Land value uplift to maximum about 170%. 
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Year Authors Time analysis Location 
Infrastructure 

type 
Land use Method Findings 

2016 
Corinne; Mulley 
et al. (2016) 

2011 Brisbane, Australia. 
BRT and heavy 
rail network  

Residential 
properties 

Using spatial regression 

Land value uplift is also spatially 
distributed over the network. However, the 
degree of uplift is relatively low, with 
proximity to BRT stations attracting more 
uplift than proximity to train stations. 

2016 
Clark and et al. 
(2016) 

From 7/20009 to 
12/2009 

Chicago, America High-speed trains 
Industrial 
properties 

Hedonic regression No effect  

2016 
(Corinne Mulley 
& Tsai, 2016) 

2000-2006 Sydney, Australia BRT 
Residential 
properties 

Multivariate regression 

The sales price of residential properties 
within 400 m of BRT stops are marginally 
higher than those outside of the BRT 
service area. 

2017 
(Yu, Pang, & 
Zhang, 2017) 

2010 Texas, US 
 Metro (TOD 
station) 

Commercial 
properties 

Spatial Durbin models 
(SDM) 

A premium gradient is presented at 
different distance tiers from stations. 
Specifically, the premium is found: with 
additional $9.0/ft2, $8.6/ft2 and $5.3/ft2 at 
0.25 mi, 0.25 – 0.5 mi and 0.5 – 0.75 mi, 
respectively. 

2017 
(Wagner, 
Komarek, & 
Martin, 2017) 

7/2002 - 8/2016 Virginia  LRT 
Residential 
properties 

Using spatial DID 
analysis 

The land value had decreased within 1,500 
meters from the distance to LRT 

2018 
(C. Higgins & 
Kanaroglou, 
2018) 

2001–2003, and 
2010–2014 

Toronto, Canada TOD 

Residential, 
commercial 
and other 
properties 

Hedonic regression 
Land values uplift had changed about 67% 
and 80% in the period of 2001-2003 and 
2010-2014, respectively. 

2018 
(Yen, Mulley, 
Shearer, & Burke, 
2018) 

In 1996, 2002, 
2006, 2011 & 
mid-2015 to mid-
2016 

Queensland, Australia LRT 
Residential 
properties 

Using spatial DID 
analysis 

Property prices in the catchment areas start 
to increase after announcement with the 
highest increment of increase being found 
after solid financial commitment is made by 
government. However, property prices then 
slow during construction and the operation 
period 
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In addition, there are some papers using meta-analysis methodology to study relationship 

between infrastructure investment and land value, which are summarized in table 2. Specifically, 

RICS (2002), Debrezion et al (2007) and Smith and Gihring (2006) together provide major 

reviews of over 100 international studies on the influence of public transport on property (land 

and housing) values. These reviews identify that the literature on the impacts of public transport 

has focused almost exclusively on the impact of rail projects including heavy rail, metro and 

light rail projects.  

Table 2: Some papers using meta-analysis methodology to study impact  

of infrastructure investment on land value      

No Authors Year 
Sample size 

(papers) 
Findings  

1 (Vessali, 1996) 1996 37 
Accessibility to infrastructure had decreased land value 
(about 6 -7%), while changing land use purposes made a 
gradual amount of land values. 

2 (RICS, 2002) 2002 150 

- There has significant change in value uplift of land and 
buildings 

- A wide range of factors should study impacts on land 
values such as accessibility, land ownership regime 
location, development density etc. 

3 (Jeffery J Smith & Gihring, 2006) 2006 76 
Infrastructure investment has positive impacts on land 
value thanks to changing of accessibility; 

4 
(Debrezion, Pels, & Rietveld, 
2007) 

2007 73 
The impacts of rail system on value uplift of residential 
and commercial properties are different 

5 
(Mohammad, Graham, Melo, & 
Anderson, 2013) 

2013 102 
Infrastructure investment made greater value uplift of 
vacant land than real estate (buildings) 

6 
(C. D. Higgins & Kanaroglou, 
2016) 

2016 130 
Investment rail system contributed in land value uplift 
and this paper focus on impacts of TOD on land use and 
land value. 

7 (Saxe & Miller, 2016) 2016 17 
TOD and land use planning can make greater effects on 
land value. 

8 
(Jeffery J. Smith, Gihring, & 
Litman, 2017) 

2017 138 

Infrastructure investment may bring many prospects of 
economic benefits that effects on land value uplift in 
adjacent areas. However, land value may increase or 
decrease. 

Generally, new transport infrastructure may increase land values due to improved 

accessibility and possible agglomeration benefits; however, the findings range significantly from 

place to place. It is noticeable that the findings may vary depending on not only types of 

transport infrastructure but land use purposes, types of real estate as well. Besides, the context 

and using methods used in some studies can make variety of results. Specifically, there are some 

points which can be summarized:  

Firstly, in regards of the results, recent empirical studies have had mixed results. The 

majority of work shared the similarity in positive impacts of infrastructure investment on land 

value; however, there are some inconsistencies. Some studies show that the infrastructure can 

reduce land value or may do not affect value uplift of land and property;  
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Secondly, with respect to types of land or properties, some types were considered for value 

uplift as a result of the impact of infrastructure investment in the previous studies, likely 

residential, commercial or industrial properties. In detail, the results of Debrezion et al. (2007) 

assessed impacts of railway investment on land value, showed that value of residential property 

(residential land) increased 2.4% higher than  value increment of commercial property 

(increasing about 0.1 %), within the distance of 250 m to the station. On the other hand, the 

findings of Mohammad et al. (2013) proved that commercial real estate had more added value 

than residential real estate. Meanwhile, in the group of residential properties, a single-family had 

greater value uplift that multi-family residential (Zhang, 2009), and vacant land seem to have the 

greatest value increment due to infrastructure investment. Whereas, Clark and Pennington-Cross 

(2016) showed that value of industrial real estate was not influenced by infrastructure 

investment. 

Thirdly, regarding to methodological approach, the majority of investment impact 

studies have been conducted using conventional econometric approaches, such as hedonic 

price models and time series analyses. Even though some authors used an integrated model 

showing land use and transportation, the land use and transportation components in their model 

were not fully integrated, because land use is not endogenously determined by transportation 

factors such as accessibility. Instead, several exogenous land use scenarios were tested (Jun & 

Kim, 2016). Noticeably, in recent years, the traditional Hedonic method (Rosen, 1974) has 

been still used with some modifications to improve and better explanation of changing in land 

value. For example, there are some new techniques to be applied and extended such as quasi-

experiment design to apply DID (Difference in differences) techniques or added some control 

variables and spatial dimensions. In particular, geographically weighted regression (GWR) is 

used to take account of spatial dependency in the estimation process with the results being 

presented in map form.  

Finally, in terms of collected data, it had shown that the cross-sectional data is used 

commonly in some recent empirical studies. However, for applying Before and After analysis 

method, the time series data is more favorable than the cross-data (Duncan, 2011). Another point 

is concerned that some kinds of property’s price can be gathered to analysis, including: 

transaction prices, repeat prices, offering prices or asking prices. 

2.2. Planning regulations and land value uplift 

Planning regulations, which exist in every nation, may have a profound effect on land 

values in a variety of ways (Jones, 2008).  In previous studies, researchers emphasized impacts 

on LVU due to planning regulations, which can make to change in accessibility, land 

development and controlling land supply, etc. (Hannah, Kim, & Mills, 1993); however, a change 

in value of land is different, which depends on function of planning type and each land use 

purpose (Van Cao & Cory, 1982). A synthesis across various literatures is presented along with 

some categories that represent the links of planning regulations and land value uplift, as listed in 

table 3. 
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Table 3: Some empirical studies to impacts of planning on property values 

Year Authors Location 
Types of 
planning 

Properties Findings 

1980 
 (Grether & 
Mieszkowski, 
1980) 

16 cites 
Land use 
planning 

Housing No effect 

1980 
(Li & Brown, 
1980) 

Boston 
Land use 
planning 

Housing 

The results were mixed, land value 
increased thanks to improvement 
accessibility; however, it dropped due to 
noise, pollution or congestion. 

1982 
Cao and Cory 
(1982)  

Tucson, 
Arizona, 

Land use 
planning 

Residential 
land 

Land value increased 

1984 
 (Frech III & 
Lafferty, 1984) 

California 
Conservation 
Planning & Land 
use planning 

Housing 
Housing in planning areas increased 
about 8 -13% higher value than these 
outside planning areas. 

1991 (Beaton, 1991) 
New Jersey, 
Pinelands 

Land use 
planning 

Residential 
land 

Value of land in planning areas had 
increased about 10% 

1992 
(Beaton & 
Pollock, 1992) 

Chesapeake 
Bay 

Conservation 
Planning 

Vacant land; 
housing 

Vacant land had no signal uplift, but 
housing value had dramatic increase 
(between 6 and 18 %) 

1997 
(Geoghegan, 
Wainger, & 
Bockstael, 1997) 

Washington 
DC. 

Conservation 
Planning 

Residential 
land 

Land value increased with the diversity 
of land use. 

1998 (Knaap, 1998) 
America (37 
states) 

Urban planning 
Residential 
land 

Land value increased due to changing of 
land market. 

2002  (Irwin, 2002) Maryland 
Open space 
planning 

Residential 
land 

Average land value increase $3,307 
(equivalently 1.87%) 

2004 
(Song & Knaap, 
2004) 

Washington 
County 

Land use 
planning 

Residential 
land 

Land values tend to increase in these 
planning areas for development 
services, while they have a fall value in 
areas for investment high- buildings; 

2007 (Eves, 2007) Sydney 
Community 
development 
planning 

Residential 
land 

The average value of residential land 
has increased significantly since the 
announcement and completion of 
planning 

2012 
(Koster & 
Rouwendal, 2012) 

Rotterdam, 
Netherlands 

Land use 
planning 

Housing 
Planning has positive impacts on 
housing value (greater about 2.5%) 

2012 
(Jaeger, Plantinga, 
& Grout, 2012) 

Oregon & 
Washington 

Land use 
planning 

Residential 
land and house 

Value of land and house increased. 

2012 
(Ajibola, Adekola, 
& Simon, 2012) 

Agege, 
Lagos State, 
Nigeria 

Urban planning 
Residential 
land 

Land value uplift is proved thanks to 
planning 

2014 

(Awuah, 
Hammond, 
Lamond, & 
Booth, 2014) 

Ghana 
Land use and 
infrastructure 
planning 

Residential 
land 

Land value uplift is confirmed thanks to 
infrastructure planning, but amount of 
changing value can be varied based on 
the kinds of infrastructure. 

2016 
(Yang, Song, & 
Choi, 2016) 

Seoul, Korea 
Land use 
planning 

Single-family 
home 

Land value had decreased by virtue of 
congestion or noisiness in the long term. 

Whereas some papers have found a greater value of land than another, all of them are 

indeed meaningful and need to be considered to fully understand and evaluate the effects. For 

example, some authors claimed that a land parcel in the center city had its advantages about 

utilities and accessibility. If it is planned to be a residential or commercial purpose, its value 
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fairly increases. However, if this land is only allowed to build into low-rise housing or use 

agricultural purpose, the value of land will be lower.  

In addition, if the plot is planned to be a public purpose like park, school, or historical 

areas, it will be of low value or even worthless because it cannot be bought, sold or built on it. 

However, some decisions using land for public purposes will tend to increase value of the 

surrounding land because those plots in the surrounding areas will have opportunities to improve 

accessibility or agglomeration economies (Waddell, Ulfarsson, Franklin, & Lobb, 2007). In other 

aspects, Jones (2008) claimed that value of land may be reduced if the whole area of land is 

planned to be a new factory or incinerator. Hence, land value uplift will depend on externalities 

(positive or negative) brought about by planning regulations.  

The planning regulations, like mixed land-use plans can have an strong impact on land 

value thanks to improvement about economic benefits or social welfare (Cheshire & Sheppard, 

2002). In the view of transaction cost theory in land and property markets, Buitelaar (2004) 

suggested that planning could contribute to value of land because they have confirmed the land 

ownership, thereby reducing the transaction costs in development of real estate and promoting 

effective real estate market (Wadley, 2004).  

In conclusion, planning and land use planning in particular are defined in some in levels 

with a lot of content. However, planning is only effective when these objectives of planning are 

implemented in practice. Therefore, planning often includes direct policy tools related to the 

implementation process, like zoning, subdivision regulations or official maps (Hopkins, 2001). 

Specifically, some tools involved to the use of mixed land, investment controls, land allocation 

regulations, etc., which have an impact on land value in different ways, with three trends 

markedly an increase, decrease or no effect. The next section will go into a detailed analysis of 

impacts of some tools (especially land use regulation) on land value. 

2.3. Land use regulation and land value uplift 

Land use regulations have been a long history (beginning from about the 17th century) and 

grown more extensive, sophisticated and numerous with being used in various forms 

(McLaughlin, 2012). Quigley and Rosenthal (2005) and Saiz (2010) supposed that the diversity 

and multidimensional aspects of land use regulations make the difficulty in analyzing 

relationship between land use regulations and land value. Therefore, in order to analyze the 

relationship, it is necessary to divide some land use regulations and the impacts of these 

regulations on land value. 

In order to divide land use regulations, Downs (1991) had classified some regulations in 

terms of land use restrictions, environmental protections, property development, etc. Meanwhile, 

Quigley and Rosenthal (2005, p. 74) subdivided land use regulations into several groups, 

including: housing development, commercial real estate services, land use planning, etc.  

However, from the point of view of welfare economics, Henderson (2009) arranged the 

land use regulations into five main categories, namely: (i) Land use planning  - to carry out 

zoning and purpose of land use; (ii) Density and open space regulations, including minimum 
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size requirements, facade and standard building height  or standards for land plots etc.; (iii) 

Some requirements for land developers; (iv) Construction regulations - to ensure quality; (v) 

Health and environmental standards – such as some regulations on land use restrictions in 

conservation areas. 

From an overall perspective, some authors assumed that land use regulations could be used 

as interventions affecting behavior of people and enterprises in land use (Ramírez De La Cruz & 

Jun Park, 2008). Thus, each intervention on the land use process will have different effects on 

land values.  

Specifically, Navarro and Carson (1991) and Feiock (2004)divided interventions into two 

main categories: (i) zoning regulations and restrictions on construction housing; (ii) some 

programs in regional planning (such as development impact fees, growth controls, etc.).  

In addition, Brueckner (2009) mentions government land use interventions in urban area, 

with five basic modes, namely: Urban growth boundaries; Floor area ratio (FAR) restrictions; 

Cost-increasing regulations; Bureaucratic control of development decisions; and Racially based 

land-use interventions. Meanwhile, , Lall and et al. (2009) emphasized the three main ways in 

which land use regulations increase urban land values: (i) Restricting land use; (ii Urban 

Artificially Limiting Urban Development; and (iii) Increasing Minimum Development 

Standards.  

However, Carruthers (2002) stated that land use regulations affect value of real estate in 

two main ways: (i) Firstly, as the rationale guiding their use suggests, regulations represent 

amenities that become capitalized into land values; (ii) Secondly, land use regulations affect 

property values as supply constraints. Similarly, Nelso and et al. (2002) supposed that land use 

regulation regime can raise land value by increasing the demand for land, decreasing the supply 

of land, or increasing the rate of land rent capitalization.  

More recent work examines the effects of land use regulations on land or property values. 

Jaeger (2006) finds that land-use regulations can have positive or negative effect on property 

values. The author defined three economic effects on land/ property values, including “restriction 

effects”, “scarcity effects”, and “amenity effects”. 



196 

Table.4: Some empirical studies on impacts of land use regulations on property values 

Year Authors Location 
Types of land use 

regulation 
Effect Land use Method Findings 

2005 
(Glaeser, Gyourko, 
& Saks, 2005) 

Manhattan Land use restrictions SE Housing Hedonic regression Housing price increases about $ 600per square foot 

2007 (Ihlanfeldt, 2007) 
100 cities in 
Florida 

Regulation 
restrictiveness 

RE 
Housing and 
vacant land 

Multivariate regression 
Greater regulation restrictiveness is found to increase 
house price and decrease land price 

2007 
Jaeger, W. K., & 
Plantinga, A. J. 
(2007) 

Oregon 
Urban growth 
boundary and zoning 

SE, AE, 
RE 

Residential 
land  

Statistics description 
The value of lands outside the Eugene UGB in Lane 
County, Oregon grew slightly faster than properties 
inside the UGB. 

2009 
(Glaeser & Ward, 
2009) 

Greater Boston 
Minimum lot size and 
land use controls 

SE Housing  Bivariate regression 
Minimum lot size and other regulations are 
associated with higher prices of housing;  

2011 
(Grout, Jaeger, & 
Plantinga, 2011) 

Portland, 
Oregon 

Urban Growth 
Boundary (UGB) 

SE 
Residential 
land  

Regression 
Discontinuity Design 

Regulations have reduced property values; (from 
$30,000 to at least $140,000) 

2013 (Boamah, 2013) 
The OSM, 
Ghana 

Conventional zoning 
SE, AE, 
RE 

Residential 
land  

Questionnaires 
Land use control in the OSM is inefficient; it has 
generally not led to an increase in land values 

2013 (Suzuki, 2013) Texas, USA Land Use Regulations RE 
Commercial 
land (hotels)  

Entry-Exit Model of 
Hotel Chains 

The revenue per room a proxy for the price increases 
by 4 percent. 

2013 
(Hilber & Robert-
Nicoud, 2013) 

The USA Land use restrictions RE Urban land 
Multivariate regression 
and using GIS 
(WRLURI data) 

Land use constraints benefit the former group via 
increasing property prices but hurt the latter via 
increasing development costs. 

2014  (Mathur, 2014) 
 King County, 
Washington 

Urban Growth 
Boundary 

RE 
Housing and 
vacant land 

Multivariate regression 
 UGB increases land prices by 230 per cent, but it 
decreases housing prices by 1.3 per cent 

2014 
(Kok, Monkkonen, 
& Quigley, 2014) 

 The San 
Francisco Bay 
Area. 

Land use regulations RE, SE 
Residential 
land  

Multivariate regression  
Land use regulations have positive effect on land 
values.  

2015 
(Duarte, Silveira-
Neto, & Sampaio, 
2015) 

Brazil Land zoning  RE Housing  Multivariate regression  
Land zoning has generated in incremental housing 
rent/ month, from 5.4% to 6.3%  

2017 (Bunten, 2017)  San Francisco 
Limit local housing 
density 

SE Housing  
A general-equilibrium 
model 

This policy has increased housing rent 

2017 
(Warren, Elliott, & 
Staines, 2017) 

 Australia  Historic preservation AE 
Residential 
vacant land 
property 

 Hedonic regression 
Residential vacant sites located in a historic district 
sold at a 10-11% premium compared to similar 
vacant sites without in a historic district. 
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Year Authors Location 
Types of land use 

regulation 
Effect Land use Method Findings 

2017 
(Guo, Peeta, & 
Somenahalli, 2017) 

Eastern 
Adelaide, 
Australia 

 Walkable 
environment 

AE 
Residential 
land  

OLS regression  
Confirm 12 variables have positive effects on land 
values 

2009 
 (De Sousa, Wu, & 
Westphal, 2009) 

Milwaukee & 
Minneapolis, 
USA 

Brownfield 
redevelopment 

AE Housing Hedonic regression 
Redevelopment led to a net increase of 11.4% in 
nearby housing prices in Milwaukee and 2.7% in 
Minneapolis 

2013 (Sun & Jones, 2013) 
Milwaukee, 
USA 

Brownfield 
redevelopment 
projects 

AE 
 residential  

property 

 Multi-scale spatial 
and statistical analysis 

Land values increase 

2015 
(Jayantha & Chun 
Ming, 2015) 

Hong Kong Urban redevelopment AE 

Retail 

shopping 
property 

Hedonic regression Rent increases from 13% to 34%;  

2017 
(Haninger, Ma, & 
Timmins, 2017) 

USA 
Brown field 
Remediation 

AE Housing   
Hedonic regression 
(DID) 

Property values increase by an average of 5.0% to 
11.5%. 

Notes: RE: Restriction effects; AE: Amenity effects; and SE: Scarcity effects. 
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In addition, Jaeger and Plantinga (2007) and Jaeger et al. (2012) conducted a very detailed 

study of three effects of land use regulations on property values. The first of these refers to the 

effect of a regulation that restricts or limits the use of a parcel of land so that its “highest and best 

use” is prevented. Thus, restriction effects are expected to decline land’s value or have no effect 

if the prohibited use would not otherwise have been chosen.  

While restriction effects occur at the scale of individual parcels, scarcity effects occur at 

the level of the land market. A regulation that prevents a particular use land may increase the 

value of all plots on which that use is still permitted. Hence, scarcity effects refer to regulations 

that change the supply of land for use and development. 

Meanwhile, amenity effects represent many kinds of positive effects, and their generation 

is often the reason for introducing a land use regulation. Indeed, regulations are often designed to 

support or enhance the livability of a neighborhood by excluding incompatible land uses, or by 

protecting open space and other natural amenities. They can also promote safety and public 

health. Similarly, zoning that specifies the characteristics of residential properties can make 

neighborhoods more appealing and predictable, in which case the value of a property will reflect 

the quality of surrounding lands and land uses (Jaeger et al., 2012). 

In following years, a number of studies have used the framework approach proposed by 

Jaeger and Plantinga (2007) to examine three economic effects of policy regulation on land value 

uplift, as listed in table 4. 

In Table 4, we can see that a majority of these studies have been conducted 

in many advanced economies and only a few studies conducted in developing countries (such as 

Ghana, Indonexia or China).  Recent empirical studies also show that research themes are 

broadened in terms of types of land use and land use regulations. In connection with research 

method, hedonic analysis techniques are still commonly used, in addition to simple statistical 

methods and comparative analysis. However, several empirical studies have attempted to include 

additional spatial attributes or use of GIS data incorporating Wharton Residential Land Use 

Regulation Index in the analysis. 

Ultimately, land use regulations can affect the value of land in a variety of ways, so one 

must look at specific land values to know whether, for a particular land use regulation or set of 

regulations, the net effect is positive, negative, or neutral.  

3. Future directions 

Although there are numerous studies to make contributions to knowledge, several 

important questions remain to be answered in future research, these include:  

(i) Changes in LVU in over time: While many empirical studies have occurred and 

concluded some effects on land value with amounts of LVU fluctuating alongside larger in a 

study area, more  remains unknown  than known about  the LVU  effects of the factors and land 

values over time. Future research should seek to clarify some phases in land development (for 

example: we can divide value steps of land development in three stages including: “pre-
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development phase”, ““development phase”, and “post-development phase”), which helpful 

deeply understands of land value changing.  

Moreover, land value may tend to increase before announcement of investment projects, 

planning or land use regulations. Therefore, more study is need to pay attention to analyze and 

regulate these "potential" values of land. In this sense, more information can be revealed about 

the LVU effects of some factors in longitudinal study designs. 

(ii) Using methods to capture of LVU: In line with the theory, three sets of policy 

instruments that relate to land value capture namely: macro, direct, and indirect instruments. 

Using of only an instrument to value capture is viewed as a method for a specific purpose that 

may be unreasonable, because land values may increase, decrease or remain at each stage of land 

development. In addition, each land use type for original purpose will have a different level of 

value increase due to effects of some factors. Hence, further research will be required to consider 

to apply and combine fit instruments for value capture. 

(iii) Investigation and potential incorporation of individual preferences into LVU research: 

Research into the LVU effects of government’s interventions typically works from real estate 

(land) transaction data, a revealed-preference dataset that contains no information on the 

purchaser of a property and the reasons why they selected a particular location.  Hence, hedonic 

models can to some extent reveal a general willingness to pay (WTP) for certain attributes of 

housing (land) and location selected. However, further research into the value placed on 

accessibility in general, and the factors influencing the existence of submarket effects in 

particular, will require greater information on the stated preferences of homebuyer or real estate 

investors. One way this can be accomplished is through surveys or questionnaires of individuals 

(buyers) who have recently completed a real estate transaction. In other words, more study is 

needed on some factors influence on LIV, from perspectives of behavioral economics theory in 

real estate investment.  

(iv) LVU forecasting through integrated land use and infrastructure modelling, types of 

planning or land use regulations: In  line  with  the  previous  direction,  more  information  is  

needed  on  the  difference  in changing of land values for different combinations of land use 

types and governments' interventions (planning, land use regulations or infrastructure 

investment). For example, what  is  the difference between infrastructure investment and land 

use regulations affecting to LVU for single-detached homes and  commercial  land  uses  in  the  

central  business  district  versus  a  suburban area? 

(v) Potential research subjects in transitional economies: Due to the unique business, 

legal, and cultural environments of transition economies, that is countries (such as Vietnam) that 

have uncommon land tenure and emerging real estate markets, impact of LVI and desirability of 

increasing land values capture have been subject of considerable debate. Thus, research findings 

from developed economies do not always apply, and different approaches are needed.   
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Abstract: In Vietnam, clean water has become an urgent issue in life to be solved for rural 

area to protect people from disease and improve standard life.  In this paper, we focus on 

studying the factors affecting the willingness to pay (WTP) for clean water in rural households in 

Hanoi and the demand based on the real purchase decisions by using the Contingent Valuation 

Method (CVM) in which we hypothesis that if the water quality is better, the price is higher and 

ask the respondents to choose the each interval price surveyed.  The Willingness-to-pay (WTP) 

for clean water will be conducted in the survey.  Data is collected from 266 households (HHs) in 

Rural Hanoi.  The Linear Model is used in order to measure the effect of the variables on the 

willingness to pay of rural households for clean water in Rural Hanoi.  Empirical results from 

the study imply that some variable such as Gender, Age, Education, Occupation, Family size, 

tap-water use, well-water use, bottled-water use, rain-water use, other water resources, water 

expense per month, clean water expectation, strange smell of water, strange color of water, how 

often see strange smell and color of water are not significant in the linear model.  The other 

independent variables (such as: Income, Water Resource Quality Assessment) affect to the 

dependent variable WTP in the linear regression model.  The study also gives the result of the 

average amount of money which people are willingness to pay is 5796vnd/ m3 for clean water.  

Keywords: WTP, CVM, clean water, rural Hanoi, Independent Variables, Income, Water 

Resource Quality Assessment. 

 

Introduction 

Nowadays water is known as scare good but rapid increase in birth rate or population is the 

main responsible component to make it insufficient resources, but this insufficient accessibility is 

also the problem because human being has depleted this resource in very worse manners. So it 

has to be making clean, safe and to increase its quality. Clean water is the basic need for human. 
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It’s not only raised the standard of living but also improves the health of individual and reduces 

the health cost by controlling water associated sickness.  

World Health Organization (WHO), in 2010, published a picture of water that among 6 

billion people on earth, there is nearly one sixth of the population without access to safe water, 

and most of them takes place in the developing countries. The report noted that nearly 2 billion 

people, mostly children under 5 years old in developing countries died from diseases and 

dangerous diseases such as Diarrhea and Cholera caused directly by unsafe water source.  

Vietnam is a low-income country and is becoming a middle-income country in 2009. How 

the people have access to clean water and how effectively they use it is much attracting and 

appreciating by the whole society. According to the report of National Target Program for Rural 

Water Supply and Sanitation Phase 3 (2011-2015), the real rate of population living in rural 

areas accessing to safe water with QCVN 01/2009 BYT standard was 40% which was 10% 

lower than planned. Clean water has become an urgent issue in life to be solved for rural area to 

protect people from disease and improve standard life in this area. Resolution of the Eighth Party 

Congress pointed "Improving the water supply in urban areas, more resources for rural clean 

water”. Vietnam's rural areas account for 73% of the national population and 90% of the 

country's poor people live in rural areas. They have low incomes, have not benefited from high-

quality public services, especially water and sanitation is a big disadvantage which not only 

affects the current living conditions, but also the development of strength and mental power of 

the next generation of rural residents. In recent years, the government has prioritized the 

development of Water Supply & Sanitation in rural areas, and decided that the resolution of 

clean water and rural sanitation became one of the most 11 important national target programs of 

poverty alleviation and comprehensive development.  

According to the survey of rural sanitation of the Ministry of Health in 2007 showed that 

the structure of drinking water resources of rural households was as following: pump water 

33.1%, wells 31.2%, rainwater 1.8%, water 11.7%, head-stream water 7.5%, 11% lakes & rivers, 

the other water sources 3.7%. There were only 25.1% of 2958 tested samples taken from 

drinking water sources of rural household in 8 geographical areas of Vietnam achieved 

microbiological hygiene standards.  

The Center of Rural Water and Sanitation in Hanoi has been recently reported the results 

of implementation of the index of monitoring and evaluation of clean water and sanitation in 

rural Hanoi in 2014. According to this report, in Rural Hanoi, until 2014, there were 407 

communes and town, the population was about 3.76 million people in which the rate of rural 

household using clean water was about 29.35% 

After monitoring and implementing of the conclusions of Chairman of the People’s 

Council on Rural Clean Water in the 14th Session (on 01/08/2016), the Department of Culture 

and Social of Hanoi People's Council indicated the difficulties and solutions to solve this 

problem. The current difficulties include: Proportion of people in rural areas of Hanoi using 

clean water as standard is only 35.5%; inefficient investment in centralized-water supply system, 

weakness of management and operation; difficulty in socialization; decentralized-water quality 
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tests, incompleteness of national projects of centralized-water supply system. Life standard of 

people in rural Hanoi is low and the number of households using clean water is small. Among 

the number of 35.5% people using clean water, there are only 7.7% of this number used clean 

water from centralized-water supply invested by the Council, the rest are from the urban water 

supply system and equipped-water filters of the civil.  

In Chuong My district, among 13 projects of centralized-water supply system, there are 6 

projected unfinished.  In My Duc district, centralized-water supply system built 5 years ago has 

not been completed.  Since the above difficulties, the rate of rural households in Hanoi using 

clean water is very low.  They mostly use well water, rain water… and expense a big sum of 

money monthly to buy clean water at very high price. For example, in Thach That district, 

people have to expense about 500,000 vnd per person per month, whereas they still do not have 

sufficient clean water.  The result is that, in 2008 and 2009, rural people had to be suffered from 

diarrhea.  Besides that, among 18 districts in rural Hanoi, there are also some districts with many 

communes unequipped with centralized-water supply. 

Nowadays, there have been law documents regulating the price of clean water in the urban 

area in Hanoi such as:  

Decision 38/2013/QĐ-UBND on promulgating price of tap water in Hanoi 

Circular No 88/2012/TT-BTC on promulgating the price bracket of clean water (in which, 

the minimum price of clean water in rural areas is 2000 VND / m3 and a maximum price is 

11,000 VND / m3) 

Decision 120/2009/QĐ-UBND of People’s Council of Hanoi: Approving the plan of clean 

water’s price not used for domestic use in some districts in rural Hanoi.  

However, there have not been any law documents regulating the price of water in rural area 

in Hanoi. Whereas in the other areas in Red River Delta, there have been some provinces 

promulgating the law documents of clean water in rural areas, such as: Nam Dinh province, Hai 

Phong province, Hai Duong province, Ha Nam province. 

Face up with this current status in rural Hanoi, one of many important solutions is 

given which is: to encourage enterprises to join together to invest in water supply in rural 

area and solve the water shortage in the production villages and in rural areas which is being 

pilot in Hanoi. 

Besides that, better understanding of household preferences allows us to determine the 

preferred level of services and help designing appropriate policies for recovering 

maintenance costs and setting the project sustainably (William F. Vasquez, 2009).  On the 

importance of valid estimates of willingness-to-pay (WTP) researchers agree with the policy 

of managers.  Hence, it is imperative to get insight into the clean water supply situation, 

households’ perception about their willingness to pay for clean water.  Considering valid 

estimates of willingness-to-pay is essential for developing an optimal pricing strategy in 
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marketing. Such estimates can be used to forecast market response to price changes and for 

modeling demand functions (Balderjah, et al. 2010).  

This study provides the first systematic review of experimental evidence on willingness to 

pay of rural households for cleaner water: a case study in Rural Hanoi.  We focus on studying the 

factors affecting the Willingness to pay for clean water in Rural Households in Hanoi and the 

demand based on real purchase decisions by using the Contingent Valuation Method (CVM) in 

which we hypothesis that if the water quality is better, the price is higher and ask the respondents 

to choose the each interval price surveyed  

The Willingness-to-pay (WTP) for clean water will be conducted in the survey. Data is 

collected from 266 households (HHs) in Rural Hanoi. The Linear Model is used in order to 

measure the effect of the variables on the willingness to pay of rural households for clean water 

in Rural Hanoi. This study’s main objectives focus on:  

To describe the current drinking water sources used by households, and measure the 

magnitude of the perception of the people through their response to such the water;  

To measure households’ ability and WTP for improved drinking water quality (clean 

water);  

To highlight and analyzed issues and factors influencing WTP for clean water in 

different survey sites; and  

To propose empirical policy implications.  

The rest of the paper is organized in five chapters in detail as following: Section 2 contains 

a review of relevant literatures and methods used in the study: Contingent valuation method 

(CVM), and the WTP model. In section 3, the theoretical framework of CVM and WTP model 

are researched and summary of estimated final model result is found out.  In section 4 the main 

characteristics of the respondents and households and the responses to drinking water sources in 

terms of clean water and the valuation are described.  Section 5 presents empirical results on 

WTP with in-depth analysis and WTP model is given significantly. As an important part in the 

study, the two WTP estimations mentioned above would be discussed. Section 6 ends by 

conclusions, and empirical suggestions on policy implication.  

Literature Review 

Economic value of goods or services is measured by change in human wellbeing arising 

from provision of those goods or services. It is a measure of maximum amount an individual is 

willing to forgo other goods and services in order to obtain some goods or services. Individual 

welfare depends not only on quantity of private goods and services, but also on quality. One can 

benefit from non-market goods and services that flow from the environment and natural 

resources. Natural resources such as forests, fisheries and clean water and environmental and 

ecosystem services such as clean air, visual amenities, and outdoor recreation are valuable 

because they yield flows of services to people (Freeman, 1993).  
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There are two main arguments for putting a price on environmental goods such as clean 

water, air quality, biodiversity and natural environments. First, we need to know the marginal 

value of environmental goods to find the socially “right” (optimal) quantity and quality of 

different environmental goods. Second, if environmental goods are not valued explicitly, 

they will still be valued implicitly through policy decisions (Navrud, 1992). Non-market 

valuation attempts to estimate economic value in monetary terms that a society receives from 

uses of resources (Kolstad, 2000). Economists have developed a variety of techniques to 

value non-market environmental and cultural amenities consistent with the valuation of 

market goods either using revealed preference methods (production function, travel cost, 

hedonic pricing, simulated markets and market prices) or stated preference methods 

(contingent ranking, choice experiment and contingent valuation) (Navrud, 2000; Hanley 

and Spash, 1993; Graton et al., 2004)).   

The contingent valuation method (CVM), which was used first in the early 1960s when 

economist Robert K. Davis used questionnaires to estimate the benefits of outdoor recreation in a 

Maine backwoods area, has been widely employed as it circumvents the absence of markets for 

environmental goods by presenting consumers with hypothetical markets in which they have the 

opportunity to buy the good in question. Since the elicited willingness to pay values (WTP) is 

contingent upon the particular hypothetical market described to the respondent, this approach 

came to be called the Contingent valuation method (CVM) (Mitchell and Carson, 1989).   

The CVM has some inherent limitations including inconsistency with rational choice, 

implausibility of responses, absence of a meaningful budget constraint, and information 

provision and acceptance extent of the market (Arrow et al, 1993). Despite this, it is argued that 

studies employing this method in environmental research have witnessed robust progress. In 

particular, with advances in the use of econometric analysis, survey research methods, sampling 

and experimental design, it enabled better understanding of consumer preferences and policy 

applications in the last 50 years (Smith, 2006).    

This technique is an example of a hypothetical-direct valuation technique requiring the 

active involvement of respondents. The CVM develops a framework of a hypothetical market 

used to elicit valuations for environmental and/or public goods from habitants and habitant’s 

preference, expressed in terms of WTP. It mainly asks people what they are willing to pay for a 

benefit (Mitchell and Carson, 1989; Haab and McConnell, 2003).  

Griffin et al. (1995) also revealed that CVM are utilized to evaluate public goods or 

environmental amenities, in case of a water system Furthermore, Washington (1998) indicated 

that now we have come full circle that is assumed by many environmental and resource 

economists, and policy analysts working in developing countries that CVM surveys are 

straightforward and easy to apply.  

Hutton (2001) shows that most WTP studies used CVM in order to identify the potential 

demand curve for improved water supply and quality, and many of these identified current water 

markets and compared them with WTP. Moreover, Lipton et al. (1998) stated that the CV can be 

considered the best method to estimate the economic value of anything. Also, it is the only 
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method that can estimate the non-use values, and it could be evaluated by the understanding of 

a mean or median value.  

According to the above mentioned, CV technique is become widely utilized in both, policy 

analysis and academic research. It is utilized to elicit people’s preference, expressed in terms of 

WTP. Using CVM for evaluating WTP for social projects is widely used not only in developed 

countries, but also in developing countries, especially, these countries meet difficult political and 

social problems, as well as water scarcity.  

Willingness to pay (CVM) is what the concept of economic value is based on. The 

concept is if good is worth having, then it is the maximum amount that a person state they are 

willing to pay for a good (DFID, 1997).  The concept extends to environmental resources like 

water quality and natural resources like trees.  Economic methods can be used to attach estimates 

of willingness to pay to changes in the level of environmental quality and natural resource use.  

We have huge collection of literature available to analyze the willingness to pay of the household 

for getting clean and safe drinking water. 

The willingness to pay (WTP) survey for safe drinking water has been conducted in many 

places in developing counties.  Kaliba et al. (2002) conducted an analysis to estimate WTP to 

improve community-based rural water utilities in the Dodoma and Singida Regions of Central 

Tanzania. Adebusola and Bolarin (2009) have studied WTP for improved water supply in 

Osogbo Metropolis, Nigeria using a binary-logit model and found that income determines 

willingness to pay for improved water supply.  Komatsu et al. (2007) conducted a WTP study for 

rural water supply improvements for pastureland conservation in Mongolia and found that  

distance from the water points, education, herders’ perception of pastureland degradation, 

income and initial bid value significantly determine their WTP for improved water supply.  

Monarcho and Gudas (2009) conducted a study on contingent valuation approach to estimate the 

benefits of water quality improvement in the Baltic States. Using a payment card, they indicate 

that connection to the sewerage network, being active user, living near a water point and income 

influence households’ desire to contribute to the better water quality.  A study on citizen’s 

willingness to pay for improved and sustainable water supply in a medium-sized city of South 

Western Nigeria shows that main source of domestic water used, access to improved source, 

distance from main source, average time spent to fetch, adequacy of supply, amount of water 

purchased and attack by water borne diseases determine willingness to pay (Olajuyigbe and 

Fasakin, 2010). A few of the studies undertaken in Ethiopia emphasized the urban water supply. 

Genanew (1999) indicates that income, education, sex of the respondents and water available at 

the time of the survey determine willingness to pay.  Alebel (2003) conducted an affordability 

and willingness to pay survey and found that gender, income, monthly expenditure for water 

consumption, quality and time taken to fetch from the existing sources are important 

determinants.  The affordability analysis indicates that consumers are able to pay if they are 

provided with the improved water supply service at a price equal to the average incremental cost 

of providing the improved water supply.  

Zezalem Lema and Fekadu Beyene et al. (2012) studied Willingness to pay for improved 

rural water supply in Goro-Gutu District of Eastern Ethiopia: An application of contingent 
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valuation.  This study employed a contingent valuation method to estimate willingness to pay for 

improved rural water supply.  This study implies the need to take the specific characteristics of 

rural households and their service level demand into account in planning rural water supply 

projects, which can sustain the service delivery 

So-Yoon Kwak et al (2013) have done their work for estimating the tap water quality in 

Pusan which is the second biggest city in Korea. Odor during using tap water, income, gender, 

age, education was their variables for estimating willingness to pay. Researcher used CVM 

method and spike model. The purpose of the study was to increase tap water quality in Pusan 

Korea. 2.2 (USD) was monthly willingness to pay per household. For conducting the study 

through CVM highly educated population gave more help to estimate the results (Kwak, p. 2013)  

A study has been done in the area of Peshawar, Hayatabad sited in north Pakistan 

(Himayatullah, 2010). This article contained on 150 household which were randomly select for 

the conducting the survey. To elicit the WTP as well as risk averting behavior, for clean dirking 

water author used a CVM along with the multinomial econometric model (Null, 2012). The 

indicators such as income, education and exposure to media indicated that people of this town 

are willing to pay for the better water quality. The study showed direct relationship between 

income and WTP. Estimates exposed that clean drinking water increased welfare of the small 

income groups than the higher earning groups.   

A study by Akter (2008) anticipated safe drinking water economic value in rural area of 

Bangladesh. Number of children in house, age, education, media exposure and water source were 

the important factors which concluded the results in very useful way.  

Usman Mustafa et al (2007) used the common technique called CVM for improving the 

water quality in Abbottabad district.  Results revealed that in Abbottabad water quality is not 

reliable, people are more willing for the improved water quality.  Awareness has the 

considerable importance in order to influence the perception of community toward the enhanced 

water quality.  Purpose of the study was to analyze the WTP of the individuals of Indonesia to 

get clean and safe drinking water.  Hedonic pricing technique was used to find out the WTP of 

the Indonesia’s citizens.  Results were obtained by using logistic model, age, family member’s 

size; education expenditure per capita affected the availability of water. Study showed the 

education of individuals had more impact on the results. Education is taken as a very essential 

factor which helps to increase the knowledge of individuals as well as to promote awareness. 

(Bilang et al, Nov 2007)  

In 2013 a study was conducted in Vietnam to reveal the WTP for safe drinking water by 

the citizens. In order to get significant result 235 household size was taken. Two traditional 

methods (CVM and ABM) were used along with the binary logit regression. Geographical 

attribute, culture, earnings, education were the most important determinates which affected the 

general public perception. Outcome of the study showed that people are more willing for safe 

drinking water. Standard of living, income, education, customs were also the part of variables.  

Policy recommended that government should take serious actions to provide qualitative water 
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particularly for those who have small income and they are restricted to pay more for quality of 

water (kuch, 2013)  

Quy Van Khuc et al (2013) researched the household’s willingness to pay estimation for 

safe drinking water: a case study in Vietnam. This study has employed CVM to get insight into 

value of WTP that household are willing to pay in return for receiving better drinking water. 

Empirical results from the study imply that the respondents who gain higher level of education 

and higher perception of water in general would be willing to pay for safe drinking water. In Hai 

Duong and Ho Chi Minh, gender is strong variable that could influence WTP as well.   

3. Theoretical Framework and Hypothesis 

3.1 Theoretical Framework  

Most empirical studies on the WTP for improved water resources and supply indicate that 

income, household size, education, age, distance from existing water source, employment status 

and gender influence willingness to pay for improved water resources. For instance, Otsetswe 

(2001) found that the above parameters were the main determinant for WTP for private water 

connection in Kanye village in Botswana. In 2004, Pham Khanh Nam and Tran Vo Hung Son 

did a study on Household Demand for Improved Water Services in Ho Chi Minh City, Vietnam. 

The study assessed the willingness of people in Ho Chi Minh City to pay for improvements in 

their water supply system. It also investigated what aspects of water supply, such as quality and 

water pressure are most important. Many households surveyed already had to do a lot and spend 

lot of money to cope with unreliable poor quality public water supply they currently use. The 

study found that people are on average willing to pay between VND 148,000 and VND 175,000 

for improvements in their water supply. Also, households without piped water are more willing 

to pay for improved services than those that already enjoy fixed supply. Non-piped households 

place more importance on water quality than water pressure. The studies reviewed above have all 

employed CVM to solicit WTP for improved water services.  

Moffat. B., Motlaleng. G.R. and Thukuza. A (2011) employs the Contingent Valuation 

Method (CVM) to determine the willingness to pay for improved water quality. Moffat. B., 

Motlaleng. G.R. and Thukuza.  A (2011) found that on average, 54% of the households are 

willing to pay for improved water quality in Chobe ward in Maun.  It is therefore apparent that 

Chobe Ward, Maun residents in general regard water as an economic good as they are willing to 

pay for its provision. Those with a higher income were willing to pay for an improved water 

quality and reliability of supply. This finding corroborates the environmental economic theory 

which assumes that the demand for an improved environmental quality increases with income. 

The older the person the more they are willing to pay for improved water quality and reliability. 

Larger families are not willing to pay for an improved provision of water services. Also, 

educated people are lesser willing to pay for improved water quality and reliability.  The 

specification of the equation below was primarily motivated by theory and relevant literature. In 

the model, WTP is endogenously determined and is a function of the following independent 

variables income level, gender, age, education, household size and avoidance expenditures.  
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Thus,  

WTP= β0 + β1INC + β2HHOLD SIZE + β3AGE + β4AE + β5GEN + β6EDU + ε  

Where; β1>0, β2< 0, β3<0, β4> 0, β5> 0, β6 > 0  

Where,  

WTP: Willingness of Maun residents to pay for improved water quality and reliable supply 

(in monetary terms, Pula) β0: Constant  

βi: Coefficients where i= 1 to 6 INC: Household income level  

HHOLD SIZE: Household size  

AGE: Age of the respondent  

AE:  Avoidance expenditures  

GEN: Gender of the respondent where GEN= 1 for male respondent and GEN= 0 if 

respondent is female  

EDU: Education of the respondent (in terms of number of years at school) ε: Error Term  

According to Iftikhar (2010) willingness to pay to safe and clean drinking water depends 

upon many factors like income, education, awareness and household size etc. Household size has 

also positive impact upon WTP if numbers of people are more in house and they have education 

and awareness so they will prefer more for clean water to prevent their self from health cost. 

Health expenditure has negative impact on WTP because, if we have less health cost so they will 

be more budget allocated to get safe water. So in our model WTP depends upon income of the 

household, education, filter cost, awareness, household size and health expenditure.  

Shazia Parveen, Jahangir Ahmad, Masood U Rahman (2016) wrote that There are some 

variable which might affect the model or may be the cause to associate these variables like 

purifications measures by the HH in their own homes. These variables completely affect a 

variety of characteristics of HH, so there is a need to construct an econometric model which split 

out the effect of every variable.  

To observe different variables for WTP, multivariate regression analysis was carried out 

which is given:  

WTP i =   β0 +β1 (Edu) + β2   (Aw) +β3   (FC) +β4    (HE) +β5   (I) + µi Where:  

WTP= willingness to pay of household for improved services (percentage of income)  

Edu = education level  

Aw= awareness  

FC= filter cost  

HE= health expenditure  

I= income level  

WTP is our dependent variable while Edu ,FC, A, HE and I these all are our 

independent variable which will affect out dependent variable WTP.  This Study empirically 
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concluded that awareness and income has significant impacts on household decision making 

for better water quality. 

Phan Dinh Hung (2011) carried out the study “The willingness to pay of citizens for clean 

water supply service in Cao Lanh in Dong Thap Vietnam”.  This study used Contingent 

valuation method (CVM), surveyed 172 random respondents living in Cao Lanh city (Dong 

Thap) where there was not clean water supply system.  The research used quantitative method to 

build linear regression model to analyze and identify the factors affecting the willingness to pay 

of households in Cao Lanh Dong Thap.  Research model was given as following:  

WTP= f(gender, age, living area, education, occupation of head of household, family size, 

number of occupied people in household, income, water resource using, sum of water quantity 

used, awareness of water resource) 

The results show that some variables such as gender, age, occupation of head of household 

are not significant. The other independent variables affect 58% to the dependent variable WTP in 

the linear regression model. The study also gives the result of the average amount of money 

which people are willing to pay is  4,956vnd/ m3 for clean water , and there are more than 50% 

of citizens willing to pay less than 5,000vnd/ m3 for clean water. Comparing the results of 

research and local current status, the author has proposed policies and measures to enhance the 

level of willingness to pay, and people's awareness of clean water services, preservation and 

exploitation of water efficiently.  

3.2 Model Specification/ Hypothesis 

Based on the results of the above research, in this study we estimate the final model results 

and give the prior expectations of the WTP model. The hypothesis is that the dependent variables 

are positively related to willingness to pay of rural households.  



Figure 1: 
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Both Qualitative and Quantitative method is employed in this study. Before conducting a 

survey to test the proposed relationships between Willingness to pay of rural households in Hanoi 

and independent variables reported from

conducted through in-depth interviews with 30 respondents in rural area in Hanoi of Vietnam. The 

main object of the qualitative study is to gain overall understanding of awareness of rural 

households for clean water and their desire to use clean water. After this preliminary qualitative 

study, we find out that most of rural households expect for clean water highly, since this result we 

create a new variable and give this new variable named “Water qu

estimated final model result which is shown above. The measure of this new variable is in 

accordance with the 5-point Likert scale which is ranging from very good to very bad.

In order to test the relationship of the variables 

employed the surveyed data collected from 266 households in rural Hanoi. The respondents are 

randomly collected from the two rural districts named Dong Anh district and Hoai Duc district in 

Rural Hanoi which are located near by the urban area of Hanoi and in which the current status of 

clean water is insufficient and is an urgent issue. In the following section, we discuss the 

measures used in this study, the sample and the techniques used for data analysis.

Measures 

The scales used in this study were empirically validated scales from past research and were 

modified based on insight from the qualitative study. Some were developed specifically for the 

 Summary of estimated final model result 
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and independent variables reported from the previous studies, a preliminary qualitative study was 

depth interviews with 30 respondents in rural area in Hanoi of Vietnam. The 

main object of the qualitative study is to gain overall understanding of awareness of rural 

ds for clean water and their desire to use clean water. After this preliminary qualitative 

study, we find out that most of rural households expect for clean water highly, since this result we 

create a new variable and give this new variable named “Water quality expectations” into the 

estimated final model result which is shown above. The measure of this new variable is in 

point Likert scale which is ranging from very good to very bad.

In order to test the relationship of the variables in the estimated final model result, we 

employed the surveyed data collected from 266 households in rural Hanoi. The respondents are 

randomly collected from the two rural districts named Dong Anh district and Hoai Duc district in 

ted near by the urban area of Hanoi and in which the current status of 

clean water is insufficient and is an urgent issue. In the following section, we discuss the 

measures used in this study, the sample and the techniques used for data analysis.

The scales used in this study were empirically validated scales from past research and were 

modified based on insight from the qualitative study. Some were developed specifically for the 
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research context of Vietnam. These scales were also subject to validity and reliability tests before 

being used to be given in the final model of this study.  

Sample and data collection: 

We delivered 266 questionnaires to respondents in the two districts named Dong Anh 

district and Hoai Duc district in Rural Hanoi which are located near by the urban area of Hanoi 

and in which the current status of clean water is insufficient and is an urgent issue. In each 

districts, we randomly surveyed the communes. And in each district, a trained data-collection 

team went door-to-door to distribute the questionnaires at the respondents’ houses and evenly 

asked and come back later to collect the completed surveyed.  In some cases, they guide the head 

of households directly to answer questions by face-to-face indeed. In this survey, the 

demographic characteristics were considered. The demographic profile of our final sample is 

presented in Table 1. 

Table 1: Demographics of the sample (n=266) 

Characteristics Frequency Percentage 

Gender 

Male 125 47.0 

Female 140 52.6 

Total 265 99.6 

Missing System 1 .4 

Age group (years) 

<20 2 .8 

20-40 110 41.4 

40-60 119 44.7 

>60 35 13.2 

Total 266 100.0 

Education 

Primary School 23 8.6 

Secondary School 64 24.1 

High School 113 42.5 

College 37 13.9 

Bachelor degree 23 8.6 

> Bachelor degree 4 1.5 

Total 264 99.2 

Missing System 2 .8 

Occupation 

Workers 173 65.0 

Officer 32 12.0 

Manager 10 3.8 

Retired 20 7.5 

Not employed 29 10.9 

Total 264 99.2 

Missing System 2 .8 

Head of households 

Yes 174 65.4 

No 91 34.2 

Total 265 99.6 

Missing System 1 .4 

Family size (persons) 

1->4 130 48.9 

4->6 109 41.0 

>6 27 10.2 

Total 266 100.0 
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Characteristics Frequency Percentage 

Average Monthly Family Income 

<2 million 23 8.6 

2 million -> 6 million 117 44.0 

6 million -> 10 million 82 30.8 

10 million -> 14 million 20 7.5 

14 million -> 18 million 4 1.5 

>18 million 18 6.8 

Total 264 99.2 

Missing System 2 .8 

Data analyses 

Linear Regression Model (using SPSS 20) was used to test the hypothesized model. The 

independent variable in the linear regression model is WTP variable and the other dependent 

variables in the linear regression model are the above listed in the Figure 1. After testing the 

estimated model, this result will find out the final model which is significant and conclude the 

factors affecting the WTP of rural households in Hanoi.  

5. Empirical Results 

5.1 Analysis Result 

The descriptive quantitative of this study is given as following.  The current status of water 

resources used in the rural area of Hanoi is shown in the table 2, table 3.  The table 2 shows the 

resources of water used by households at the moment. The result is that 97.4% households are using 

well water whereas there is only 1.5% households using tap water which is known as clean water 

resources. Also, according to the survey, the reason why the respondents do not use water from 

factory and they use mostly water from well is that there still has not water supply system in their 

areas. In some communes there has been water supply system which has not been operated or set up.  

Table 2: Water resources used by households at the moment 

  Frequency Percent (%) 

Tap water 
Yes 4 1.5 

No 262 98.5 

Well water 
Yes 259 97.4 

No 7 2.6 

Bottled water 
Yes 39 14.7 

No 227 85.3 

Rain water 
Yes 125 47.0 

No 141 53.0 

Other water resources 
Yes 3 1.1 

No 263 98.9 

Table 3 shows the characteristic of the water resources households using in rural Hanoi. 

The results show that there are 72.6% of the respondents surveyed said that the current water 

resource they are using has strange smell and there are 74.4% of them said that the current water 

resources they are using has strange color. The color of water resources is yellow. 36.5% said 

that they often see the strange color of the water resources they are using. Since the current status 

of the characteristic of water resources, 97.7% of surveyed households demand for clean water 

and think that it is very necessary for them to be consumed clean water and they really desire the 

have clean water in their living areas.  
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Table 3: Characteristics of water resources households using 

 Frequency Percent (%) 

Strange smell 
yes 193 72.6 

no 73 27.4 

Strange color 
yes 198 74.4 

no 68 25.6 

Usually see the strange color of water resources 

Very often 58 21.8 

Often 97 36.5 

Sometimes 69 25.9 

Rarely 25 9.4 

Do not remember 17 6.4 

Demand for clean water 
yes 260 97.7 

no 5 1.9 

Clean Water Expectation of households 

Very good 154 57.9 

Quite good 106 39.8 

Normal 5 1.9 

Bad 1 .4 

Very bad 0 0.0 

When being asked to assess the quality of the current water resources using at the moment, 

most of the households said that the quality is bad with 47%. The rate of people assess that the 

water resource quality is “very good”, “quite good”, “normal” and “very bad” accounts for 1.5%, 

5.3%, 17.3%, 28.9% respectively. This result is shown in table 4. 

Table 4: General Water resource quality assessment of households using 

 Frequency Percent (%) 

Very good 4 1.5 

Quite good 14 5.3 

Normal 46 17.3 

Bad 125 47.0 

Very bad 77 28.9 

Total 266 100.0 

The table 5 shows the average water expense one household has to pay per month to 

consume clean water resources. The average sum of money is about 373019vnd. The table 6 

shows the rate of households’ expense for consuming clean water.  

Table 5: the average expense of one household per month for clean water use 

N 
Valid 265 

Missing 1 

Mean 373018.8679 

Median                 300,000  

Minimum                    20,000  

Maximum              1,500,000  
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Table 6: The rate of expense of one household per month for clean water use 

 Unit: vnd Frequency Percent (%) 

Valid 

<250000 91 34.2 

250000->500000 129 48.5 

500000->750000 25 9.4 

>750000 20 7.5 

Total 265 99.6 

Missing System 1 .4 

Total 266 100.0 

Table 7: Willingness to pay for clean water 

 Frequency Percent (%) 

Yes 259 97.4 

No 7 2.6 

Total 266 100.0 

Table 8: The average amount of money that households willingness to pay for clean water 

N Valid 259 

Missing 7 

Mean 5795.3668 

Median 5000.0000 

Std. Deviation 1921.07290 

Minimum 3000.00 

Maximum 11000.00 

               Table 9: The rate of household willingness to pay for clean water 

 Unit: vnd Frequency Percent (%) 

Valid 

3000.00 34 12.8 

5000.00 129 48.5 

7000.00 68 25.6 

9000.00 15 5.6 

11000.00 13 4.9 

Total 259 97.4 

Missing System 7 2.6 

Total 266 100.0 

According to the results, the current status of water resource in rural areas surveyed in 

Hanoi is such an urgent issue and the rural people have to pay much money for clean water use. 

However when being asked whether they are willing to pay for clean water, 97.4% respondents 

said that they are willing to pay for clean water. And the average amount of money they are 

willingness to pay per m3 is about 5796vnd per m3, the result is shown in table 8.  
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5.2. WTP model 

Table 10 and table 11, table 12 shows the result of testing the significant of the estimated 

final model (model 1). The result shows that the model is significant but most of independent 

variables do not have relationship with the dependent WTP variable.  

Table 10: Model 1 summary 

Model Summary 

Model R R Square Adjusted R Square 
Std. Error of the 

Estimate 

1 .496a .246 .191 1715.56300 

Table 11: Anova result of model 1 

 ANOVA 

Model  Sum of Squares df Mean Square F Sig. 

1 

Regression 224571242.496 17 13210073.088 4.488 .000b 

Residual 688698598.774 234 2943156.405   

Total 913269841.270 251    

Table 12: Model 1 

Coefficientsa 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients t Sig. 

B Std. Error Beta 

1 

(Constant) 1120.343 4204.123  .266 .790 

Gender -210.790 226.083 -.055 -.932 .352 

Age 20.921 10.900 .140 1.919 .056 

Education -20.785 114.386 -.012 -.182 .856 

Occupation -167.905 89.944 -.124 -1.867 .063 

Family size -114.372 76.427 -.096 -1.496 .136 

Income 350.941 55.832 .441 6.286 .000 

Tap water use 1294.330 1137.468 .085 1.138 .256 

Well water use 965.753 955.620 .077 1.011 .313 

Bottled water use -919.372 324.816 -.173 -2.830 .005 

Rain water use -422.818 230.319 -.111 -1.836 .068 

Other water resources 644.922 1063.611 .037 .606 .545 

Water Expense per month 77.933 246.999 .020 .316 .753 

Clean Water expectation -166.944 206.182 -.048 -.810 .419 

Water Resource Quality 
Assessment 

316.573 139.963 .145 2.262 .025 

Strange smell of water 31.957 328.715 .007 .097 .923 

Strange color of water 245.843 344.270 .055 .714 .476 

How often see strange smell and 
color of water. 

-159.682 136.874 -.092 -1.167 .245 

a. Dependent Variable: WTP 
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From the result of model 1 we continue researching and find out the other model named 

model 2 which contains significant variables which related to the dependent WTP model. The 

model 2 is shown in the tables of results under (table 13, table 14, table 15) 

Table 13: Model 2 summary 

Model Summary 

Model R R Square 
Adjusted R 

Square 
Std. Error of 
the Estimate 

Change Statistics 

R Square 
Change 

F Change df1 df2 Sig. F Change 

2 .427a .183 .176 1742.62841 .183 28.373 2 254 .000 

 

Table 14: Anova result of model 2 

ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

2 

Regression 172322131.716 2 86161065.858 28.373 .000b 

Residual 771335455.833 254 3036753.763   

Total 943657587.549 256    

                                       Table 15: Model 2 result 

Coefficientsa 

Model Unstandardized Coefficients Standardized 
Coefficients 

t Sig. 

B Std. Error Beta 

1 

(Constant) 2879.236 570.794  5.044 .000 

Water Resource Quality 
Assessment 

288.509 124.833 .131 2.311 .022 

Income 654.242 90.637 .410 7.218 .000 

 a. Dependent Variable: WTP 

6. Conclusion 

This study provides the first systematic review of experimental evidence on willingness to pay 

of rural household for cleaner water: a case study in Rural Hanoi in Vietnam.  We focus on studies 

which factors affecting the Willingness to pay for clean water of Rural Households in Hanoi. 

The Willingness-to-pay (WTP) for clean water is conducted in the survey. Data is collected 

from 266 households (HHs) in Rural Hanoi. The Linear Model is used in order to measure the 

effect of the variables on the willingness to pay of rural households for clean water in Rural 

Hanoi. This study’s results are shown as following:  

The current drinking water sources used by HHs are such an urgent issue and rural 

households in Hanoi really demand for clean water.  The water supply system has not been built 

or even operated in rural area and the households have to pay much money for clean water.  
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Households are willing to pay for clean water and the average amount of money rural 

households willing to pay for clean water (WTP) is about 5796vnd/ m3 

Factors consist of “Income” and “Water Resource Quality Assessment” influencing WTP 

in the model 2 above.   

 The empirical policy implications is given that it is necessary to make law document  to 

promulgate the clean water price decision for rural area in Hanoi. The policy makers can use the 

result of this research to regulate the suitable price for clean water based on the two factor 

Income and Water Resource Quality Assessment tested in the model 

The success of this research is to find out the significant model of factors affecting to the 

WTP of rural households in Hanoi which will be used in policy implications and business field in 

which stakeholders have scientific basis before they decide to invest in clean water in rural area.  
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Abstract: This study aimed to assess satisfaction and identify factors affecting people's 

satisfaction on compensation for resettlement support when the State recovers land for public 

projects in the area. Hanoi, using the SERVEPERF research model in combination with the 

Likert scale of 5 points. The results show that the satisfaction of people about compensation in 

some public projects in Hanoi is still relatively low. In particular, the criterion "State agency 

make compensation plan with money and proper support for people" has the lowest score. The 

study also analyzes six factors that affect the satisfaction of the population: occupation; 

academic level; age; sexual; the number of family members and the area of land recovered. This 

result may provide recommendations to state management agencies in promulgating and 

finalizing compensation policies when the State recovers land.   

Keywords: land recovery, compensation, satisfaction  

 

1. Introduction  

In the area of land management, it can be said that compensation for losses when the State 

recovers land is a sensitive and controversial issue. Moreover, it also raises quite a lot of 

contradictions. Therefore, resolving the problem of land acquisition and compensation has 

received the attention of many domestic and foreign researchers. 

According to Kakulu (2008), the community will be dissatisfied with the compensation if it 
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involves coercion or dispute. Some research findings suggest that the level of compensation and, 

more fundamentally, the difference between the compensation and the actual market value of the 

real estate sector is a huge factor leading to dissatisfaction of the people whose land has 

recovered through the project. Inadequate compensation level is a major cause of social conflicts 

resulting from land acquisition by the government. Furthermore, this is also a main challenge, 

resulting in widespread dissent among people in land reclamation such as Kotilainen” (2011), 

Xinliang (2012), and “Oladapo and Ige (2012)] 

In general, the study of evaluating the satisfaction of the landowners with the recovered 

land is aimed at finding a premise for resolving the conflict of benefits between the State and the 

land users. According to Oladapo and Ige (2012) and Kotilainen (2011), if these conflicts are not 

adequately addressed, the high possibility is that it will affect other socio-cultural implications. 

Therefore, it leads to instability and chaos in society which are manifested at variety of mass 

demonstration, possibly even broad-scale ones. The form and mechanism of government in 

compensation is a measure of proficiency and equity, which will also be of value in the research. 

In Vietnam, compensation and support policies for land recovery are paid special attention 

by the State in order to improve and better protect the legitimate rights and interests of people 

whose land is recovered. Compensation is regulated by the principle of compatibility with the 

price of transferred land on the market. Moreover, they are also supported to stabilize their life 

and production, job creation; vocational training in different age group, arranging for 

resettlement in the case families and individuals having land recover must relocate (Dao Trung 

Chinh, 2014). However, in reality, the compensation and clearance of land for the 

implementation of investment projects, including large projects and key projects, remains a 

prominent issue. Complaints from people, whose land is recovered, does not reduce Hence, it 

causes social-security disruption, reflecting the lack of consensus and satisfaction of people in 

compensation, support and resettlement when the State recovers land, especially in cities such as 

Hanoi, Ho Chi Minh City ... One of the main reasons for this dissatisfaction in compensation and 

resettlement support when the State recovers land is not resolved satisfactorily sharing benefit 

between the state, investors and land users [Pham, Westen and Zoomers (2013)] 

The paper aims to study, analyze and evaluate the factors affecting the level of satisfaction 

of the people in compensation when the State recovers land. Therefore, there is a basis for 

proposing solutions, recommendations in order to readjust the policy properly and ensure 

harmonious benefits between the state and people in compensation and resettlement in particular 

and in the work of State management of land in general in Hanoi. 

2. Literature overview  

System theory, satisfaction theory is mentioned quite commonly in studies on the 

assessment of the level of consensus and satisfaction of people in compensation and support 

when the State recovers land. Moreover, its purpose is to harmonize the relationship between the 

State, investors and land users. 

A community in a given area is also considered as a social system, with constituent 
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elements such as employment, income, education, health, culture, housing, requirements to 

access to social services, the environment, other living conditions, social relationships ... 

According to the system theory, when this community is cleared, relocated for the project’s 

purpose will lead to the change of the above factors. Without proper compensation policies, their 

quality of life and community will be disturbed. The difference in compensation options makes it 

possible for the conductor to compare what is received in reality and what they think they should 

receive, as a consequence, their level of satisfaction (Hoyer and Maclnns, 2001) 

In land acquisition, "dissatisfaction" is a state or feeling of discomfort or discontented with 

the very implementation or processes applied. This represents a state of dissatisfaction with 

mandatory land acquisition processes. The parties with interest in the compulsory land reclaimed 

may not be satisfied with many of the proposed revocation issues. Satisfactory or unsatisfactory 

issues are important for the delivery of services in the public and private sectors. The 

consequences of not satisfying customers in service delivery are very serious. Hoyer and 

Maclnns (2001) have argued that if consumers are not satisfied with the service they provide, 

they may end the purchase of the service, but in land acquisition programs, the resistance can be 

created by refusing to hand over the land, bringing the case to court, all of which are detrimental 

to the proposed project. 

Another theory is that the Opposition Theory refers to the scope and direction of the 

negative experience that occurs after some comparison between product performance and 

expectations. This theory was developed by Oliver (1980), who observed that customer 

satisfaction is the result of the difference between expected product performance and perceived 

product performance. In a typical land requisition process, the satisfaction level with recovery 

programs may derive from a comparison between the values of their thoughts on their land and 

the actual level of compensation which are paid by the payer. 

In Vietnam, the study focused on assessing the current situation of land acquisition, 

compensation, support and resettlement, on the basis of which proposals for improvement of 

policies and legislation on land acquisition, support, resettlement and implementation. 

The researcher Dao Trung Chinh (2014) has studied the current situation and proposed the 

law on land acquisition, compensation, support and resettlement. The results of the study have 

provided suggestions to improve the regulations on land acquisition, compensation, support and 

resettlement with clear objectives, aiming at ensuring social sustainability in the process of land 

conversion, in compensation for settlement, support. There should be detailed and specific 

regulations on each issue. (1) Clarify the purpose of land acquisition, (2) Clarify the relationship 

between the land acquisition - State - investor, (3) Regulations on support, resettlement. 

In addition, there are some studies on the perspective of land users and the use of survey 

methods to assess the factors that affect the satisfaction of people in compensation and clearance. 

According to Chau Dam Trinh and Associate Professor Ph.D. Nguyen Trong Hoai (2012) argues 

that there are two groups of factors that may affect people's satisfaction when they receive 

compensation and clearance services. In addition, it include the FA-1(embraces factor shape, 

reliability, responsiveness, serviceability, level of empathy) and FA-2 factor (price of 
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compensation). In addition, they conducted a binary logistic regression analysis for the factors 

extracted to determine the factors that affect people's satisfaction and the probability that people 

are satisfied with the quality of compensation services, clearance; situation of compensation 

plan, resettlement support for Hau River industrial zone, Hau Giang province, phase 1. 

Nguyen Van Vu An (2015), determines the factors affecting the level of satisfaction of the 

people in Long Duc Industrial Park in Tra Vinh city. The article uses the Cronbach's Alpha 

scaling, EFA and linear multivariate regression analysis to find out the factors affecting the 

satisfaction level of the people in Long Duc industrial zone. The study found two factors 

affecting the level of satisfaction of people in the industrial zone are "land, housing" and 

"cultural - social". In particular, "land and housing" has the strongest impact on household 

satisfaction with Long Duc Industrial area. 

A study conducted in Vietnam by Pham, Westen and Zoomers (2013) suppose that inadequate 

compensation, lack of productive land and lack of alternative livelihoods leading people to 

noncooperation and oppose land acquisition in hydropower projects. In addition, they refer to the 

group interest between government and investment contractors, or, more simply, as the allusion to 

loss in compensation, much like what Xianling (2012) mentioned in research in China. 

There are more and more satisfaction studies in the field of land due to many reasons.  the 

majority of complaints in the country relate this field. the complaints' content consist of land 

recovery, compensation and support, the land use right certificate, individual land disputes and 

some cases denounce local government. Therefore, research on the satisfaction of people in the 

field of land is extremely important, through which managers have solutions to solve the 

problems. Thereby it creates stabilizing security, people can focus on working, producting and 

building country. 

In general, the studies show the factors that affect people's satisfaction and provide 

solutions. However, we need to concretize the level of satisfaction in clear figures and show 

clearly the importance of improving the level of satisfaction of people in compensation when the 

State recovers land for public benefit. 

3. Methodology: 

3.1. Research models 

Based on the aforementioned theoretical background and overview of research works at 

home and abroad, study of people's satisfaction in compensation for ground clearance for public 

projects in Hanoi using the model SERVPERF, predecessor model SERVQUAL consists of the 

following elements. 
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Figure 6.1: A model for researching people's satisfaction in compensation  

when the state recovers land. 
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3.2.  Analytical Framework 

3.3. Research design 

Contents of questionnaire survey: 

- Some basic information of the people (occupation, age, income, sex, education, number 

of family members) 

- Price compensation 

- Area of land recovered by the State 

- Form of compensation 

- The implementation of the State 

From the national and international research reviews, the content was developed to assess 

the level of satisfaction of the people in compensation when the State recovers land, focusing on 

the following issues:  

- Facilities for compensation (group of tangible means) 

- Satisfaction with the organization of the implementation: Likert scale assessment 

(reliability, responsiveness, assuarnce, sympathy, etc) in the implementation of compensation to 

ensure the level of citizen’s satisfaction. 

- Satisfying the compensation price and the forms of compensation, supporting (money, 

resettlement, career changes, etc). 

3.4. General assessment 

The research was conducted by quantitative method using a questionnaire consisting of 

detailed questionnaire interviews and survey questionnaires from 100 people who have been 

compensated by the State when local land is recovered in HaNoi. Specifically, the beneficiaries 

of the Truong Chinh road extension project, the car park and park construction project in De La 

Thanh street; and experts and managers in this field to determine what people expect of 

compensation when the State recovers land for public works, what makes them happy and not 

satisfied in the process of receiving compensation for damage caused by land recovery or ground 

clearance; and want to know how managers understand their people, which factors affect 

people's satisfaction in the way managers and professionals view. 

Three main dimensions of people's satisfaction are combined with six factors that affect the 

satisfaction of compensation, supporting and resettlement to measure the level of satisfaction of 

the people. The original questionnaire was designed as an open questionnaire to collect 

additional variables from the public and staff. 

4. Results and discussion:  

After collecting and analyzing the questionnaires, the results of the data on the factors 

affecting the satisfaction of the people were assessed through the Liker 5 scale (1. Absolutely 

disagree, 2. Disagree, 3. No idea, 4. Agree, 5. Absolutely agree) as follows: 
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Table 1. Factors affecting people’s satisfaction levels 

Factor 
Average 

score 

TANGIBLE EQUIPMENT 3.148 

A1: Working time is convenient for local people 2.24 

A2: Modern infrastructure to support local people 3.02 

A3: Appropriateness of the costume of the working staffs (assessment officers, documentary officers, accounting 
officers) 

3.54 

A4: Good infrastructure for the authorities to work with local people 3.42 

A5: The distance from the household of local people to the working offices of the land acquisition program 3.52 

RELIBILITY 3.033 

B1: The government has provided compensation program, assistant program, resettlement assistance properly and 
in a good manor to benefit to local people 

2.24 

B2: The legally validity of the compensation program, assistance, and resettlement 3.92 

B3: All the compensation process has been carried out correctly and in time from the beginning 3.02 

B4: The reputation of the land acquisition orgationzation 3.13 

B5: The correction of the assessment, measurements, and pricing method 2.50 

B6: Government authorities deliver the financial compensation (based on the decision of compensation for local 
people) correctly 

3.46 

B7: The transparency and accountability of the land acquisition program 2.96 

RESPONSIVENESS 2.704 

C1: Carry out the compensation correctly, timely, and quickly 2.68 

C2: The pricing method is easily understandable 3.16 

C3: The compensation program of the government authorities has correct amount of financial compensation and 
correct beneficiary 

2.16 

C4: Government authories arrange time to feedback and answer all the questions or queries from local people 2.74 

C5: Government authories always support and satisfy the needs of local people 2.78 

RELIABLE 3.170 

D1: Trust in the authorities 2.72 

D2: Diliver reliable services to local people 3.44 

D3: Polite, friendly to local people 3.44 

D4: Have professional skills and qualification, and answer all the queries of the local people properly 3.08 

SYMPATHY 2.812 

E1: Have good plan in the communication campaign for each groups of people 2.92 

E2: Consider the interest of people carefully and properly 2.84 

E3: Pay proper attention to people’s demands 2.86 

E4: Know people’s needs  2.84 

E5: Handle people’s complains properly 2.60 

F. COMPENSATION, ASISTANCE, RESETTLEMENT 2.707 

F1: Compensation prices are defined on a case by case basis 2.60 

F2: Using a national wide compensation prices table for planning, assisting, and resettling  2.38 

F3: Compensation price has a simple calculation methodology 3.14 
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SATISFACTION OF LOCAL PEOPLE 2.507 

Levels of people's satisfaction on financial compensation when land acquistion occurs 2.28 

Levels of people’s participation and cooperation with the authorities when land acquisition is carried out 2.60 

Levels of people’s participation on the communication campaign  2.64 

AVERAGE SCALE SCORES OF PEOPLE SATISFACTION  2.869 

The satisfaction level of people on the compensation process is relatively low. The average 

scale scores of satisfaction in Hanoi is only at 2,869 points, in which the lowest score is 2,16 

points and the highest score is 3,92 points for 5-point scale.  

Table 2. Percentage of people’s satisfaction (score >3) on the compensation-, assistance-, and 

resettlement process 

Variables Mean 
Percentage of people’s 
satisfaction  (score >3) 

Tangible equipments 3.148 45,20% 

Reliability 3.033 41,14% 

Appropriateness 2.704 26,80% 

Guarantee 3.170 43,50% 

Sympathy 2.812 26,00% 

Compensation-, assistance-, resettlement  prices 2.707 27,33% 

(Source: author’s calculation) 

We can see from Table 2 that the level of people’s satisfaction on the compensation 

process is low, since there is no variables indicating higher score than 50%. The lowest 

satisfaction score belongs to Sympathy with 26% on average, and the highest satisfaction score is 

possessed by Tangible equipments with 45,2%. 

The level of satisfaction recorded above indicates two issues: the bias of the compensation 

prices and the inappropriateness of the compensation process. It is worth noting that, according 

to the survey in Hanoi, the people in the compensation program are commonly doing business 

using land for their livelihood income. They accounts for 64% of the total household. However, 

the compensation price is too low and can not compensate for their business loss. Moreover, 

their ages are relatively high, falling in the ages range of 30—60 years old and above 60 years 

old, therefore they tend to stick with their land which is familiar with them for many years. There 

is a need to sympathize between the authorities and local people. “Sympathize” plays an 

important role to achieve agreements among the parties. As a result, communication campaign 

and assistance in the land acquisition process are also essential for the success of the land 

acquisition program.  

5. Conclusion  

Land acquisition is a sensitive task that affect on many parties; therefore, it is not easy 

to archive high level of satisfaction in the land acquisition program. However, assessing the 

level of satisfaction in land acquisition programs is important to understand the causes and 

impacts of the program, so that the government and policy makers are informed properly to 
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have effective solutions. 

The results of this paper show that the people’s satisfaction on many areas in Hanoi is not 

high. The most important reason for the low level of people’s satisfaction is the biasness of 

compensation price. Besides, the tediousness and lengthy of the compensation process has 

negative impact on the land acquisition program. These issues imply that there is a need to 

improve communication campaign, reduce the documentary works in the compensation process, 

and enhance capacity for the associated authorities, and assitting the local people in the initial 

resettlement time.  
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Abstract: This paper discusses the impacts of land tenure reforms on the land use changes 

from agricultural extensification to intensification and to tree plantations, and how the land 

policy reforms contributed to forest recoverage in Northern Vietnam. This paper argues that the 

changes in the Vietnamese policy have been conducive in preventing deforestation, promoting 

reforestation and had a greater affect on the farmer’s choice between intensive agriculture and 

extensive agriculture practices in the North of Vietnam; However, due to the increasing demand 

for agricultural practices and forest products in the uplands and lowlands, the problems of 

deforestration and land use change still remain challenging for Vietnam government policy. 

Further reform of land tenure policy toward private tenure system may improve land use and 

forest management practices. 

 

1. Introduction  

In recent decades, land degradation has become serious in many places in Vietnam. 

Arable lands are under increasing pressure from farmers as they try to increase production by 

intensifying farming practices. The increase in commercial logging and over exploitation of 

firewood and fodder has also induced serious degradation of forest and marginal lands, the 

readily identifiable forms of land degradation of the soil’s structure, and soil salinity and 

acidity. Despite the soil degradation have been documented, many farmers are not practicing 

sustainable farming to date. 

One of the major problems related to land degradation is the expansion of agricultural 

practices (Castella et al. 2002; Vien 2003). The fast-growing population of Vietnam puts high 

pressure on land use stemming from the need to increase agricultural production; In 

particularly, between 1945 and 2018, the population of Vietnam increased from 27 to over 95 

million (General Statistic Office 2018); of which, about three quarters of the total population is 
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involved in agricultural practices, generating a massive demand for land use. This demand will 

continue to rise with an estimated population growth to 123 million in 2030 (The State of 

Environment Vietnam 2007). Thus, the government has been giving high priority to 

agricultural and rural development. 

It is worth noting that the topography of Northern Vietnam consists of flat lowlands 

along rivers, forested hills, and upland areas (De Koninck 1999). Such topography has 

facilitated the choice between extensification in the highland and agricultural intensification in 

the lowland. These issues, coupled with the problem of inadequate work and management 

incentives have led to low agricultural productivity in the lowlands, stimulating the expansion 

of farmland into forest areas to produce sufficient food in upland forest areas. As a result, there 

has been significant deforestation over the last five decades. From 2001 to 2017, Vietnam lost 

2,42 million hectares which is equivalent to a 15% decrease since the year 2000, although there 

has been recovery in some previous period. Today, the total forest coverage in Vietnam is only 

13,71 million hectares, with forest coverage ratio of 41.45%, which is lower than the 

government strives to raise to 45% (MARD, 2018). 

Meanwhile, soil erosion and deterioration of soil fertility have been serious problems in the 

midlands and highlands due to unsustainable farming practices such as monoculture, exercise 

cutting, and fuel wood collection, and agriculture policy (such as institutional failures and 

property rights). Land in many rural areas, especially in the North Vietnam, has become 

degraded at an alarming rate, far beyond natural replenishment rates. 

These problems raised concern for Vietnam government to come up with the latest land 

use policy in 1993. In principle, the land use policy options to achieve this goal are reforestation 

programs and changes in land tenure regimes like the allocation of forestland to individuals, 

groups, and communities, particularly reforms to strengthen individual land rights (Bergeret 

1995). As a result, there have been various impacts of land tenure reforms on the agriculture 

practices and the farmer’s land use options in the northern region of Vietnam, especially on the 

management of forest resources due to farmer’s choice between agricultural intensification and 

extensification and tree plantations (Do 1994).  

However, the problems of deforestration and land use change still remain as a major critical 

issue to date. Some of researcher such as Capostrano (1994), Kummer et al (1994), Palo (1994), 

Panayoutou (1994), Rudel (1998) have identified demographic, and economic status as a popular 

causual factors of forest land use change in many countries. Newman (1986), Bromley (1991), 

Deacon (1994), and Zhang (1996) confirm the role of institutions on forest land use. In Vietnam, 

although research has shed some light on land use in recent years, most of them did not pay much 

attention on the land use economics and fail to analyze the problem systematically and quantitatively.  

In the effort to provides insight into those issues, this paper aims to analyse the impact of land 

tenure policy on deforestation and on land use change in Northern Vietnam. To explore these issues, 

this paper will discuss the impacts of land tenure reforms on the land use changes from agricultural 
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extensification to intensification and to tree plantations, and how the land policy reforms contributed 

to forest recoverage in Northern Vietnam. This paper argues that the changes in the Vietnamese 

policy have been conducive in preventing deforestation, promoting reforestation and had a greater 

affect on the farmer’s choice between intensive agriculture and extensive agriculture practices in the 

North of Vietnam; However, the increasing demand for agricultural practices and forest products in 

the uplands and lowlands triggers the problems of deforestration and land use change which require 

immediate attention from the government and policy makers.  

2. A snap shot of land use policy in the Northern Vietnam 

The northern region comprises one of the largest forested areas in Vietnam. It is divided 

into two ecological-climatic zones: the Northeastern and the Northwestern and constitutes 50% 

of Vietnam’s total forested areas. Between 1943 and 1999, about 50% of this forest area was 

destroyed by the war, shifting cultivation, forest fire and commercial logging, in which shifting 

cultivation was the main cause of forest area reduction (Vien 2003). However, forest cover in the 

north of Vietnam has increased rapidly from 12% in 1998 to 28% in 2004. Although this 

increase accounts for a small amount of the total area, it was seen as a major success of 

implementing the land tenure policy reforms (Pham 2006). Recently, the total forest coverage in 

Vietnam has reached to 13,71 million hectares (MARD, 2018). The chronological list of major 

land tenure reforms in Vietnam is given in Table 1 below.  

Table 1: A chronology of Land Laws, reforms and major related political events in Vietnam.  

Year Event 

1945 Independence 

1953 Land Reform Law, redistribution 

1954 Geneva agreement and division of North and South Vietnam. 

Collective ownership of land introduced by Ho Chi Minh’s government. 

1956 Ordinance 57-Land Reform but only thirty percent of paddy land in South Vietnam redistributed 

1960 National Liberation Front of South Vietnam formed 

1960-1973 Campaign-redistribution of land up to two hectares per household. 

1975 America combat soldiers withdrawn from Vietnam 

1976 Collective movement in the south 

1978 Economic recession 

1980 Widespread food shortages 

1981 Decree 100 sanctioned the ‘output contract’ system allowing households to contract production directly 

1986 Doi Moi, economic liberalisation led to reduction of state subsidies for state enterprises and local collectives 

1988 Decree no. 10 dismantled agricultural collectives opened up a marketing system. 

Land Laws allocated land to households for ten to nineteen years, rights of inheritance and transfer. 

1992 Constitution recognised private landownership 
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Year Event 

1993 Land law- extends household rights (exchanges, transfer, inheritance, lease, and mortgage) overland from 
seven to twenty and fifty years- transferable leases. Recognition of full private agriculture. 

1996 Government claimed land as property of the state. 

2004 - 
nowadays 

Households, individuals have rights on exchange, transfer, donation, inheritance, lease, mortgage, 
guarantee, and contribution as capital; domestic economic organizations using land allocated by the Stage 
or foreign economic organizations using land leased by the State with one-time payment for the overall 
land rental have rights on transfer, lease, sublease in industrial parks, donation in compliance with the law, 
mortgage, guarantee, and contribution as capital. 

Source: Adapted from Luttrell (2001) and Hansen (2013). 

From Table 1, we can see that the major reforms are Resolution 10 in 1988 and the 

Land Law in 1993. Due to the failure of the central-plan economy with a no market and 

private production, Vietnam fell into long period of starvation. Famers under such a situation 

have been practising the so-called “khoan chui” – a kind of illegally contract among famers 

and sometimes within cooperative government organizations. Paddy fields were leased to 

farmers so that the famers may enjoy the excessive amount of food above a fixed amount 

assigned initially before each harvest. Directive 100 legalized this production contract by 

giving famers the right to do the farming works and manage the land individually, even 

though fertilizers, irrigation, and pesticide are managed by the cooperative (Castella et al. 

2005). Although this production distribution system did help farmers enjoy the excessive 

amount of food above the contract, but fell to produce sufficient food for the government to 

alleviate poverty and starvation during the time.  

Doi Moi policy has been introduced in 1986 transforms centralized economy into a market 

oriented economy, providing farmers incentive to manage their farms and distribute the input 

and output of the production, and engage into market exchanges (Castella et al. 2005). 

The most notable transformation of the land tenure reform is acceptance of land use rights 

in which land has been released to households under a contract for a long-term period. With 

agricultural land, land could be released for unlimited time. With forest land, land would be 

leased for 50 years renewable. This well-defined ownership rights and use rights provided strong 

incentive for farmers to work on their land. The production, thus, increased significantly since 

the new policy has been introduced.  

It is worth noting that more than 30 ethnic minority groups live in the northern mountain 

region (Shanks 2002). They have been nomadic and seldom depend on shifting cultivation for 

their livelihoods, posing high pressure on the natural resources by an increase in population and 

extended family groups. Their traditional practices- shifting cultivation-have caused high 

environmental impacts over the ages and it is recognised as the unstable farming practice in the 

regions due to the sloppy topography of the landscape (Jakobsen et al. 2007). Hence, the 

alarming rate of conversion of forestland to agriculture land has forced people to change from 

shifting cultivation to permanent farming systems (Gilmour and Nguyen 1999).  
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Shifting cultivation (also called extensive agriculture or swidden cultivation) refers to the 

use of fire to clear fallow land before cultivation (Mai 2007). Swidden cultivation has been 

blamed by the government as one of the major contributors to the deforestation. They believe it 

leads to a precarious existence with harmful effects on resources such as soil erosion, land 

degradation and loss of biodiversity (Pham 2006). Therefore, the state restricts access and 

allocation of certain pieces of land to control the slash and burn practices and encourages farmers 

to develop stable and fixed production systems (Jennifer 2004). 

Since 1986, the Vietnamese government has implemented various laws to convert 

extensive agriculture to intensive agriculture and to fixed field forms of stable practices (Mai 

2007). However, the ethnic people living in the mountainous areas did not have significant 

benefits from the policy reform due to the cultural differences, poor infrastructure, and limited 

market development (Jennifer 2004); Therefore, the government has introduced programs that 

promote private household production instead of the traditional common production one. The 

national forestland under the local forest management was also allocated to households under 

various management schemes which mirrored the agriculture and allocation process (Castella et 

al. 2007). 

3. Impacts of land policy on land use change in the Northern Vietnam  

After allocating agricultural land to private households in the lowlands, the Vietnamese 

government allocated agriculture land and forestland to the upland population to encourage the 

participation of local people in sustainable natural resource management (Clement et al. 2006). 

The allocation was also aimed at alleviating rural poverty especially those living in the upland 

areas. The Land Law introduced in 1993 is the key policy allowing to allocate land-use rights to 

individuals or organizations  

The government of Vietnam issued Decree 02/CP in 1994, which allowed organizations, 

households, and individuals allocated with certain plots of production forest for a 50-year 

period (Pham 2006). Since then in 1999, there was nearly 8,000,000 hectares allocated to 

individuals and organizations, of which state forest organizations accounted for 74.6% of total 

land allocation and households and other users constituted 25.4%. Such changes in government 

policy affected the farming systems and sedentary livelihood systems in the uplands of 

Vietnam (Figure 1).  
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Source: Adapted from Jakobsen et al. (2007). 

Figure 1: The agricultural transformation-taking place is manifested in changing decisions on 

livelihood strategy, labour allocation between activities and land allocation. 

The change in land use practices in uplands occurs due to three main reasons; Firstly, the 

implementation of land tenure policy reduced 50% of the total swidden areas between 1991 and 

2003 in the north of Vietnam (Jackobsen et al. 2007). Farmers experienced declining yields from 

swidden fields and demanded increasing labour for weeding. Thanks to the forestland allocation 

and forest protection policy, swidden practice is no longer possible to the open new fields. A 

good example is Bac Kan province, where some swidden cultivation has been reduced since 

1998, especially in three villages: Khuoi Sap, Na Hiu and Khuoi Noc. 

Secondly, the forestland allocation policy brought positive impacts on agricultural 

production and economic development in the upland (Clement 2006). The intensification of 
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paddy land production, the use of upland plantations and livestock development are some of 

outcomes of this policy. The proportion of buffaloes and cattle rose by 45.5% between 1995 and 

2003 (Mai 2007). Improved market access coupled with the agricultural transformation taking 

place in the north uplands, increases the value of buffaloes and cattle. The principle reason for 

keeping large numbers of cattle in the uplands is for draught power and providing manure for 

agriculture crops beside its dairy products (Jakobsen 2007; Mai 2007). 

Furthermore, the long-term forestland allocation is important policy which induces farmers 

and community manage and develop 1.9 million hectares of forestland and 783,000 hectares of 

new plantations created between 1993 and 1997 (Castella et al. 2007). The significant increase in 

number of farming sites in midland and mountainous areas have been reforested or developed 

into agroforestry with average annual production outcome of 12%; Around 200,000 households 

allocated with barren land have planted 400,000 hectares to provide firewood and other wood 

products and to support environmental conservation, and land improvement (The State of 

Environment Vietnam 2007). Deforestation rates have decreased and forests are now better 

managed better. 

Since 1993, the Land Law was promulgated to provide agricultural producers with stable and 

long-term rights to inherit agricultural land, which aimed at providing incentives for more 

productive use of the land by transferring the responsibility of land management to individuals, 

households, groups, organizations and institutions (Luttrell 2001). The land-use right certificates 

called Red Books grant the land allocation to households for 20 years for annual crop production 

and 50 years for perennial crops (Irvin 1995; Luttrell 2001). According to the State of Environment 

Vietnam 2007, approximately 65% of the surveyed provinces have obtained their Red Books for 

long-term use of agricultural land. The actual land certificates are issued in the District People’s 

Committees. The impacts of these certificates for the relatively recent devolution of secure 

property rights for agricultural and forestland are important measures for land use changes due to 

the temporal and spatial resolution of the land cover (Castella et al. 2007).  

The well-defined property right with the Red Books and the land tenure policy was intended 

to encourage households to focus their energies on intensive agriculture (Castella et al. 2006). The 

intensification of agriculture provides choice for farmers to increase rice production by cultivating 

both wet-rice fields in the lowlands and terraces rice cultivation in the uplands. In particular, 

terracing reached a peak in 1995 results in the intensification of existing wet-rice fields in the 

uplands and construction of new fields (Sikor 2001). In 1992, one labor day yielded an average of 

almost 5 kilograms   paddy in wet-rice production, however only 3 kilograms in rice swiddening. 

Therefore, farmers increasingly shifted to intensive production on wet-rice fields, leading to 

increasing rice production dramatically between 1992 and 1999 (Sikor 2001). Moreover, in term of 

economic development (Doi Moi), with new technology and changing market, the prices of corn 

became increasingly, leading to corn cropping replaces cassava cultivation.  

The state policies, which have brought important changes in upland institutions, have 

enhanced forest protection and forest activities (Do and Le 2001). These policies have 

contributed to reforestation in the north of Vietnam, in which farmer’s decisions play an 
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importance role in land use changes (figure 2). The most successful aspect of land tenure reforms 

is its explanation to farmers, the root cause of ecological disaster, which are linked to common 

pool resources. Farmers strongly believe that runoff from the watershed increases land 

management problems. Farmer’s also believe that reforestation decisions have resulted in better 

land use the uplands (Clement and Amezaga 2007).  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2: An institutional explanation of land use change using in Hoa Binh province. 

Source: Adapted from Clement and Amezaga (2007) 
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land use options such as agriculture intensification and reforestation in the uplands that 

strengthens land policy is of critical importance in proper understanding of deforestation 

processes in areas where topographically flat lowland and sloped upland coexist.  

For example, Chieng Dong in Son La province planted 400 hectares exotic trees such as 

acacia, pine and eucalyptus, leading to increase forest cover from 1993 to 1997. As a result, the 

shift in land use reduced the demand for land and forests quickly regenerated in Chien Dong, as 

in the whole of So La province. Another example is in Hoa Binh province where the imposition 

of the land tenure policy coincided with the implementation of reforestation policy to encourage 

reforestation and permanent agriculture (Clement and Amezaga 2007). The reason for changing 

annual crop cultivation in the uplands to tree plantations is that shows a mixed opinion from the 

respondents of survey areas (see Table 2). 

Table 2: Driving forces leading to the end of annual crop cultivation (Hoa Binh province).  

Reasons given by farmers Percentage of respondents 

Damage caused by cows and buffaloes to crops 51 

Soil was poor 40 

It was forbidden (government ban) 22 

They sold the land 13 

It is what others did 9 

Not enough labour force 8 

Low cessava selling prices/cultivation not profitable 8 

Work was too hard 2 

They wanted to plant trees 2 

Source: Adapted from Clement and Amezaga (2007). 

The information in Table 2 shows only 2 percent of farmers want to plant trees, this 

number shows the change in the land use planning. The decision of some farmers to stop annual 

cropping created a domino effect with sharp consequences for land use practices for all farmers 

in the northern uplands.  

In 1998, the process of land allocation was completed and land tenure certificates (Red 

Book) were given to households (Luttrell 2001). Allocated forestland with slope>250 was 

restricted by the government (Prime Minister of the Government of Vietnam 1998). At the same 

time, reforestation programmes were launched across Vietnam. In Hoa Binh province, planting 

trees has become equivalent to improving soil quality and fertility, increasing water runoff and 

enhancing biodiversity (Clement and Amezaga 2007). From 1999 to 2005, farmers ceased 

annual cropping in the whole upland area and have chosen to plant trees.  

In practice, the experience of land policy in the northern hill region of Vietnam has 

suggested that ownership rights of cultivable forestlands are contributing significantly to 

sustainable land use (Morrison and Dubois 1998; Tachibana et al 2001). Tree plantations have 

increased to 80% of the total forest cover in the north uplands in seven years (from 1990 to 

1997) (The State of Environment Vietnam 2007). Apparently, the establishment of land rights on 
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upland has positive impacts on agriculture intensification and sustainable use of upland areas 

(Do and Le 2001; Tachibana et al 2001). 

4. Conclusion 

The land tenure policy of the government has been responsible for distribution of the 

traditional local land use systems. The Government of Vietnam has actively transformed the 

forestry sector through the forestland allocation and land right certificates. Such distribution 

policy made significant impacts on the change of the farmer’s choice between intensification and 

extensification, and annual cropping to tree plantations. In the context of Northern Vietnam, such 

a land policy has given a stable land rights for individuals to adopt stable land use practices. The 

implementation of land tenure policy has dramatically increased total forest cover of northern 

Vietnam; However, due to the increasing demand for agricultural practices and forest products in 

the uplands and lowlands, the problems of deforestation and land use change still remain 

challenging for Vietnam government policy. Further reform of land tenure policy toward private 

tenure system may improve land use and forest management practices. 
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Abstract: This paper is based on the theoretical framework of sustainable development to 

study Vietnam's agricultural development with environmental protection throughout the years1. 

Research shows that over the past 30 years of the country's renovation, Vietnam's agricultural 

development has positively contributed to the country's economic growth, income generation, 

poverty reduction and jobs creation. However, Vietnam's agricultural development has not yet 

been sustainable as agricultural production is mainly based on generic development factors, 

which help generate high volumes of production but low added-value and low productivity. As 

the result, the use of resources is not efficient and therefore, the relationship between 

agricultural development and environmental protection has not yet been settled. The paper 

proposes a number of appropriate key measures for the development of Vietnam's agriculture in 

association with environmental protection for the upcoming time, especially, in the context of 

climate change and Viet Nam’s economic integration deepening into the world economy. 

Keywords: Agricultural development, environmental protection, international economic 

integration  

 

1. Introduction 

For Vietnam, sustainable development is an indispensable trend, because Vietnam is a 

developing country that grows from agriculture with about 65% of its population being farmers, 

more than 40% of its labor force works in agriculture and 90% of the poor are living in rural 

areas. Sustainable agricultural development not only contributes to job creation, improving 

farmer's livelihoods, but also contributes to the protection of the ecological environment. 

                                                 
1 The term "sustainable development" was first mentioned in the early 1980s in the International Union for 

Conservation of Nature and Natural Resources (IUCN) World Conservation Strategy report. Simple content: "The 
development of humanity not only focuses on economic development but also respects the inevitable needs of society 
and the impact on the ecological environment”. So far, the concept of sustainable development, though different in 
scope, reflects the general nature of development, which is the combination of economic development with social 
and environmental issues. Harmonious and flexible manner, Vietnam's Agenda 21 was promulgated by the 
Government in accordance with Decision 153/2004 / QD-TTg dated 17 August 2004, aimed at sustainable 
development of the country on the basis of strict integration, rationality and harmony between socio-economic 
development and environmental protection.  
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More than 30 years of implementation of DOI MOI (Renovation) so far, Vietnam’s 

agriculture has achieved many important fulfillments. The contribution of the agricultural sector 

in national GDP has fallen from 38.06% in 1986 to 23.24% in 2001 but still accounts for 15.34% 

and generates over 40% of total employment for the market economy in 2017. Agricultural 

exports tend to increase to over USD 36 billion in 2017 and other spillover effects (General 

Statistics Offices, 2017). In the context of international economic integration and the 

unpredictable impact of climate change, Vietnam's agricultural development is being challenged 

by the wasteful and inefficient use of agricultural resources during the process. The scientific and 

technical aspects of cultivation and animal husbandry are low, leading to the depletion of 

resources, environmental pollution, adverse impacts on the health of the community as well as 

constraining the sustainable development of the industry. To harmonize the relationship between 

agricultural development and environmental protection in the upcoming time, the paper will 

focus on three main issues: (i) Analyze the current situation of agricultural development in Viet 

Nam over the past 30 years; (ii) Evaluation of agricultural development with environmental 

protection from then till now; (iii) Some recommendations to the Government. 

2. Analyze the Situation of Agricultural Development in Vietnam over the past 30 years 

After more than 30 years of Doi Moi, GDP growth rate of agricultural sector averaged at 

3.67% per year, contributing significantly to the overall economic growth rate. Compared with 

other economic sectors, the growth rate of the agricultural sector is lower but more stable. 

Especially, during the period of global economic crisis (2008-2010), while both industry and 

service groups are facing difficulties, thus, their growth rate has been reduced sharply. On the 

other hand, the growth rate of agricultural sector has remained stable and slightly increased, 

thereby assisting the economy (Table 1). 

Table 1: GDP Growth Rate of Vietnam 

Unit: % 

Year Overall Economy Agricultural 
Industry and 
Constructions 

Services 

1986 2.80 3.00 10.90 -2.30 

2001 6.90 3.00 10.40 6.10 

2003 7.34 3.62 10.48 6.45 

2004 7.79 4.36 10.22 7.26 

2005 8.44 4.02 10.69 8.48 

2006 8.17 3.4 10.37 8.29 

2007 8.48 3.41 10.60 8.68 

2008 6.23 3.79 6.33 7.20 

2009 5.32 1.83 5.52 6.63 

2010 6.78 2.78 7.70 7.52 

2011 5.89 4.02 5.13 6.99 

2012 5.03 2.72 4.52 6.42 

2013 5.42 2.67 5.43 6.56 
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Year Overall Economy Agricultural 
Industry and 
Constructions 

Services 

2014 5.98 3.49 7.44 5.96 

2015 6.68 2.41 9.64 6.33 

2016 6.21 1.36 8.52 6.98 

2017 6.70 2.94 8.00 7.44 

Sources: General Statistics Offices (2006, 2017) 

The contribution of agricultural GDP in the economy tends to decrease, reflecting the 

positive trend of the economy. The share of agriculture in GDP fells from 38.06% in 1986 to 

23.24% in 2001, and continues to decline to 15.34% of GDP in 2017 (Table 2).  

Table 2: Contribution to GDP of Economic Sectors 

Unit: % 

Year 1986 2001 2010 2011 2012 2013 2014 2015 2016 2017 

Agriculture 38.06 23.24 20.30 19.57 19.22 17.96 17.70 17.00 16.32 15.34 

Industry & 
Constructions 

28.88 38.13 41.10 32.24 33.55 33.20 33.22 33.25 32.72 33.34 

Services 33.06 38.63 38.60 36.74 37.27 38.74 39.40 39.73  40.92 41.32 

Sources: General Statistics Offices (2006, 2017) 

Labor productivity in the agricultural sector, though improved, remains low compared to the 

overall economy. By 2017, labor productivity in the agricultural sector is only equal to 38.1% of the 

overall labor productivity of the economy; equaling 29.4% of industry and construction sectors’ labor 

productivity; equaling 31.3% of service sector’s productivity (Nguyen Bich Lam, 2018). Compared 

to some countries in Asia, agricultural productivity in Vietnam, although has increased, is still lower 

than that of South Korea, Malaysia, Indonesia, Thailand and China (Table 3). 

Table 3: Vietnam’s Agricultural Labor Productivity in ASIAN region  

(Value-added/Worker (2010 US$)) 

Country 2000 2005 2010 2015 

South Korea 9,674 13,067 19,213 26,500 

Malaysia 10,426 129,010 15,962 19,818 

Indonesia 1,545 1,777 2,124 2,629 

Thailand 1,446 1,643 1,860 2,106 

China 774 930 1,160 1,465 

Vietnam 585 661 719 806 

Cambodia 575 652 767 798 

Source: World Bank (2016) 

The growth rate of total factor productivity (TFP) in Vietnam's agriculture sector is high, 

but tends to decrease in recent years. In the period 1980 - 2010, the growth rate of TFP in 

agriculture in Vietnam was quite high and maintained at an average of 2.65% per year, higher 

than that of Indonesia, India and the Philippines, and equivalent to Thailand. However, even in 

the following years, the share of Vietnam's TFP-based agricultural growth is declining and much 

lower than that of other countries in the region (Table 4). 
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Table 4: TFP Growth Rate of Vietnamese Agriculture Compared to some  

Countries in the Region 

Unit: % 

Year Vietnam China India Indonesia Malaysia Philippines Thailand 

1981-90 1.03 1.69 1.32 0.52 3.32 0.30 0.47 

1991-00 2.86 4.13 1.12 1.23 1.87 0.46 3.27 

2001-05 2.52 2.39 1.11 3.36 3.73 2.64 2.18 

2006-10 2.18 3.25 2.36 2.62 2.94 1.68 1.60 

1991-10 2.65 3.10 1.25 2.26 2.92 1.67 2.73 

Source: OECD, 2015   

The value of Vietnam's agricultural exports has increased speedily, contributing to the 

improvement of the country's trade balance. Export turnover of agricultural products has 

continuously increased from USD 0.486 billion in 1986 to USD 4.41 billion in 2001, and 

continues to increase to USD 25.82 billion in 2017 (the highest rate ever, 53 times higher than 

that in 1986). In terms of export share, although Vietnam's agricultural exports tend to decrease 

in line with the shift in the export structure of Vietnam, agricultural products still account for 

12.06% of total exports of the whole country in 2017 (Table 5). 

Table 5: Vietnam Agricultural Exports in the Period of 2008-20172 

Unit: billion USD 

Year 
Total  

export turnover (1) 
Export turnover  

of agricultural products (2) 
(2)/(1) 

1986 0.8 0.486 60.75 

2001 15.03 4.41 29.37 

2008 62.69 16.01 25.54 

2009 57.097 14.63 25.61 

2010 72.24 15.66 21.68 

2011 96.91 20.56 21.22 

2012 114.53 21.56 18.82 

2013 132.03 20.75 15.71 

2014 150.22 22.99 15.30 

2015 162.02 20.60 12,71 

2016 176.58 22.16 12.55 

2017 214.02 25.82 12.06 

Sources: General Statistics Office (2006); General Statistics Office (2017); Ministry of Industry and Trade (2018). 

In recent years, Vietnam has become one of the world's leading exporters of agricultural 

products. Some of Vietnam's agro-based products (including rice, coffee, pepper, natural rubber, 

cashew nuts, seafood, cassava) hold a high position and have significant increase in market share 

worldwide (Figure 1). 

                                                 
2 Only Agriculture products and Fishery Products 
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Through agricultural economic development, farmers' living standards have also been 

improved. By the end of 2017, the rate of poor households in rural areas decreased to only 8%, 

the average income per farmer will increase by 3.5 times compared to 2008. 

 

Figure 1: Market Share of some Vietnamese Agricultural Exports Worldwide 

Source: World Bank (2017a) 

3. Assess the Current Situation of Agricultural Development with Environmental 

Protection 

Greenhouse gas (GHG) emissions from agricultural production in Vietnam are increasing at fast 

pace3. In the period of 1994-2010, total greenhouse gas emissions4 in agriculture in Vietnam quickly 

grows (after energy sector) from 52.4 Mt CO2 equivalent in 1994, up to 65.1 Mt CO2 equivalent in 

2000 and continue to rise to 88.3 Mt CO2 equivalent in 2010, and is estimated to continue to rise to 

100.8 Mt CO2 equivalent by 2020 and 109.3 Mt CO2 equivalent by 2030 (Table 6).  

Table 6: Total Greenhouse Gas Emissions in Vietnam  

Unit: Million tons of CO2 equivalent 

Fields 1994 2000 2010 2020 2030 

Energy 25.6 52.8 141.1 381.1 648.5 

Industrial processes 3.8 10.0 21.2 - - 

Agriculture 52.4 65.1 88.3 100.8 109.3 

Land-use, land-use change and forestry 
(LULUCF) 

19.4 15.1 -19.2 - 42.5 - 45.5 

Waste 2.6 7.9 15.4 26.6 48.0 

Total 103.8 150.9 246.8 466.0 706.5 

Source: Ministry of Natural Resources and Environment (2014) 

In agriculture, rice cultivation is the largest contributor of greenhouse gases (accounting 

for 50% of total GHG emissions) in 2013; followed by agricultural soils (26.9%), enteric 

fermentation (11.6%) and manure management (8.8%), and field burning of agricultural residues 

(2.7%), Prescribed Burning of Savannas (0.001%) (Figure 2). 

                                                 
3 According to Ministry of Natural Resources and Environment (2014), greenhouse gas for agriculture is 

accounted from 6 sources including: feed digestion, fertilizer management, rice cultivation, agricultural land, 
pasture and crop residue. 

4 Total greenhouse gas emissions are mainly methane-CH4, nitrogen oxide- N2O, carbon monoxide - CO 
and nitrogen oxide – Nox. 
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Figure 2: Greenhouse Gas Emissions in Agriculture in 2013 

Source: Ministry of Natural Resources and Environment (2017)   

The main causes of this situation include the spontaneous development, lack of planning in 

agricultural activities, low awareness of law enforcement in environmental protection; many 

production, businesses and household businesses are not interested in protecting the 

environment; prevention, control of polluting establishments is still inadequate (Ministry of 

Science and Technology, 2018). 

Notably, due to the limited knowledge or the desire of economic benefits that many 

households underestimate the work of environmental protection. Common and irrational use of 

chemical fertilizers and pesticides in agricultural production is contributing to the degradation of 

cultivated land, polluting the water and air. In the period 2010-2012, the level of fertilizer use in 

Vietnam was 80% higher than that of 1990-1992, 90% higher than the regional average, and 

higher than most Asian countries (excluding China, Korea, Malaysia and Japan) (OECD, 2015). 

The area of agricultural land in Vietnam is very scarce, while the area of land that can be 

exploited has been severely used and tends to be severely degraded. According to the OECD 

(2015), only about 30% of land resources in Vietnam are of good quality; More than 50% of 

cultivated land is classified as low nutrient, too much permeability, salinity intrusion, alum, and 

clay soil (clay: not fertile, high aluminum content). In particular, heavy metals content in the soil 

has exceeded the allowable levels in some agricultural areas. Land degradation in Vietnam is 

also a serious issue. In addition to natural causes (geological changes, climate change), it is 

mainly due to the low level of application of sustainable agricultural practices. Too many 

chemical fertilizers, pesticides and other chemicals in agricultural production were used to 

increase crop yields. Although Vietnam has implemented many national-level programs 

(VietGAP, "triple or triple reduction") or international standards for sustainable agriculture and 

natural resource management. But the agricultural production under VietGAP and equivalent 

standards is still very limited. In 2016, vegetable production by VietGAP and equivalent 

standards accounted for only 1.1% of total vegetable production; fruit accounted for 2.8%; rice 

accounts for 0.01%; tea leaves accounted for 3.6%; coffee (4.6%) (The Central Census Steering 

Committee of Rural, Agricultural and Fishery Census, 2016). 
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Surface water quality and groundwater quality in Vietnam are generally good, however, 

there are signs of decline in reserves and pollution shown in groundwater in some areas. 

Underground water pollution is mainly due to TDS, Ammonium, heavy metals (Mn, As, Cd, Pb) 

and salinity intrusion (Ministry of Natural Resources and Environment, 2015). Most indicators 

of surface water quality and groundwater quality are within the limits set by the Vietnamese 

standard (2008/BTNMT). However, groundwater in some localities has shown signs of organic 

matter (NO3-, NH + 4), heavy metals (Fe, As), and especially microbial contamination 

(coliform, E. Coli). Values of some parameters have exceeded the national limit (Ministry of 

Natural Resources and Environment, 2014). 

Due to the excessive use of chemical fertilizers and pesticides, the collection, storage and 

treatment of chemicals and packaging materials for plant protection chemicals are considered to be 

the cause of pollution to water resources. More than 70% of farmers in the Mekong Delta, after 

using insecticides, throw bottles, bags into canals or in rice fields. Only 17% of farmers’ report that 

they collect waste, treat it by burial or sell it for recycling. About 90% of farmers said they washed 

their sprayers in rice paddies, ponds, or rivers. These practices will pollute water resources and 

affect aquatic resources and biodiversity (World Bank, 2017b). In addition, the form of livestock 

production is small and fragmented, and most of them are raised on a household scale, which 

makes the percentage of animal waste treated before being discharged into the environment very 

low (only about 10%). Water surface used for aquaculture has not increased, but aquaculture 

production has continuously increased with an average rate of 9.07% per year, putting pressure on 

the environment. Outbreaks of foodborne illness, over-treatment of food waste, drug abuse are still 

widespread (Ministry of Natural Resources and Environment (2015). 

4. Some Policy Recommendations to the Government 

The Prime Minister has approved the master plan for agricultural development in Vietnam 

up to 2020 with a vision to 2030 under Decision No. 124/QD-TTg, dated February 2nd, 2012. 

Accordingly, the master plan was built on the basis of market access, combining the rapid 

application of scientific and technological achievements with the efficient management; 

exploitation and use of agricultural resources; meeting the requirements of international 

economic integration; and preferring in response to global climate change, ecological 

environment protection. In order to achieve the objectives, apart from efforts from enterprises 

and people, the Government should consider to implement the following solutions: 

Firstly, promoting propaganda in various forms on the radio, television, newspapers and 

Web sites to raise awareness of the importance of agricultural development to the issue of 

environmental protection. Particularly, it is necessary to actively mobilize and propagate farmers 

to implement well the act on the use of inorganic fertilizers, the use and disposal of wastes in 

cultivation and husbandry; organize for businesses and farmers to sign the commitment "not to 

use banned substances in breeding and cultivation; do not use banned substances in preservation 

and food processing". In addition, it is necessary to promote communication and education on 

social responsibility for enterprises and farmers when participating in agricultural production and 

business activities; facilitate and encourage private enterprises to invest in agricultural 

development in association with the protection of the ecological environment. 
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Secondly, the master plan for the development of large-scale agriculture, export-oriented 

and environmental protection should be reviewed and finalized. Agricultural development plans 

must be placed in the overall planning of socio-economic development of the whole country, the 

region and the world in the long term, considering the trend of international economic 

integration. This will facilitate the accumulation and concentration of land, the application of 

high technology, the conversion of crop structure and livestock to suit the conditions of each 

ecological region, and thus create many values for agricultural products using less input costs. 

When investing in the development of agricultural areas, it is necessary to ensure the 

synchronism between the raw material areas and the processing establishments, stockpiles, 

wholesale markets and trading floors; and still ensure the systematic arrangement of water 

supply, sewerage and waste treatment, animal husbandry and processing to prevent and treat 

pollution. Apart from state budget investment in agricultural areas, funds from domestic and 

foreign enterprises and extension funds should be mobilized. 

Thirdly, Vietnam's agricultural development in association with environmental protection 

requires enhancing added value by participating in the global agri-food value chain. To do so, 

the state should have preferential policies to encourage enterprises to invest more in high-tech 

and clean agriculture. Accordingly, businesses should be considered as the organizational force, 

leading to the formation of agricultural value chains and creating spillover effects for socio-

economic development. High-tech agriculture and clean technology will not only increase the 

productivity, quality and value of products, but also contribute to the protection of the ecological 

environment. In addition, it is necessary to heavily invest in research, development, transfer and 

application of environmentally-friendly scientific and technological advances in agriculture that 

are appropriate to the conditions and strengths of each region in Vietnam. It is necessary to 

encourage and guide farmers to build and expand agricultural production models according to 

the production process of VietGAP and Global GAP. 

Finally, it is important to strengthen monitoring process and international cooperation on 

environmental protection related to agricultural development. In order to strengthen the control 

and early effective remedy of environmental pollution in agriculture, it is necessary to build and 

expand models of production and business establishments in association with effective control of 

environmental pollution; encourage the community's participation in environmental saving 

activities and supervision of environmental protection, fight against violations of the law on 

environmental protection in agriculture. More coordination between professional agencies at all 

levels and organizations at home and abroad should be established to detect, prevent and handle 

in time and strictly punish pollution violation cases in agriculture. Moreover, it is necessary to 

step up the implementation of cooperation activities on forecasting, early warning, risk 

management and proposing environmental protection initiatives in the region and the world in 

order to preserve the common environment. 
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Abstract: To become one of the leading agricultural exporters, the US have implemented 

many measures to increase the value added of its key agricultural products. These solutions 

associated with production factors in different stages of value chains. Investment in improving 

these factors in high value-added stages of input R&D, processing, distributing and marketing 

and together with maintaining large scale production make agricultural exports become more 

effective and competitive in the global market. These can be valuable experience lessons for 

Vietnam in the process of restructuring agriculture to realize its comparative advantages. It 

would be better for Vietnam in coming years to concentrate on strengthening material areas for 

defined key export agricultural products; improving harvesting and processing through 

technological innovation, creating and advertising agricultural brand names and developing 

international distribution systems.  

Keywords: Value added, Agricultural products; Experience lessons 

 

1.  Introduction   

The United States of America is a nation with a developed agriculture, with large-scale 

production, high productivity and efficiency. To achieve such feats, it has focused on exploiting 

potential advantages, expand their production, invest in high-tech equipment, marketing, build a 

brand for their own products, and connect to the market, Among those issues, exploiting 

potential advantages, identifying and focusing on the development of the main products play the 

most important role in improving the competitiveness of agricultural products. The US has 

defined that enhancing the quality of such products, from the production stage to the 

consumption one, is the key element in the development of agriculture. In the midst of global 

integration, studying the main competitiveness of the US’s agricultural products especially in 

terms of increasing the added value of agricultural products is necessary to draw lessons for 

Vietnam in agricultural development. Basing on theories of value chain. the value added within 

stages of a value chain and some secondary data, this article will take a look at measures carried 

out in the US in enhancing the added value of agricultural products and discuss several lessons 

for development of Vietnam’s agriculture. 
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2. Theoretical Framework  

Michael E. Porter (1985) proposed the Value Chain as a key tool for identifying ways to 

create the value for customers. Every company and each manufacturer performs a lot of activities 

from design to production, promotion, distribution and services supporting their productions. 

The value chain separates the activities of the companies into nine core activities that create 

values to find out the cost behavior in each individual business and potential sources to make a 

competitive difference.  These nice core activities consist of five primary activities and four 

supplementary activities. Primary activities include the introduction of raw materials into the 

production process; production operation; product manufacture; product promotion and sale, and 

finally post-sale service performance. Supportive activities occur in each of the main activities, 

such as the procurement of different inputs for each major activity, and only part of the 

procurement is undertaken by the Materials Division. Activities of technological development or 

human resource management are undertaken in all divisions. Enterprise infrastructure including 

general management, planning, finance, accounting, and legal work ... is also associated with all 

key activities and assistant activities. 

Raphael Kaplinsky and Mike Morris (2001) have developed the theory of value chain by 

Michael E. Porter in the context of economic globalization. According to him and his colleagues, 

in a string of values from the simplest to the most complex, production is only one of a number 

of the links that brings added value. In agriculture, farming seems to be the stage that creates the 

lowest added value (see figure 1). Moreover, there are series of activities within each link of the 

chain. Although often referred to as a vertical chain, internal links are often two-dimensional in 

nature, i.e design elements not only affect the nature of the manufacturing and marketing 

processes but are also influent by the barriers in the links at the end of the value chain. 

 

Figure 1: Values added in stages of a value chain 

Source: Summary from Kaplinsky and Morris (2001), A Handbook for Value Chain Research 

3. Results and Discussion  

3.1.  Enhancing the value added of key agricultural products in the US  

For any developing country, developing agricultural products is especially important in 

raising an economy’s competitiveness. In the midst of globalization and international integration, 
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The US’s multinational enterprises have their own different marketing policies for 

different countries and territories, and for different customers. They make strong investments in 

the marketing phase - it even costs 35% of the total price of one product to increase market share 

in order to gain a higher export value. They look for ways to raise the initial perception of the 

products, bringing it into every aspect of life. Advertising, mass media and internet outlets are 

commonly used, the rest are marketing techniques that businesses currently apply. 

American enterprises have linked these agricultural products to the market on the bases of 

high quality and consumer-accepted prices. A series of solutions and policies have been adopted 

by the United States enterprises during the production and marketing phases. 

In the value chain of production and supply of agricultural products, stages of R&D, 

distribution and marketing create the highest value added to the product. Realizing this, US agro-

based producers and processers have offered a variety of solutions to improve the quantity and 

quality of plants and livestock, and also to aid research and development of intensive cultivation 

methods, along with newer markets. 

3.2. Main solutions implemented by the US to enhance the value of key agricultural 

commodities 

- Solutions implemented in the production stage: 

+ Creating new breeds and applying new technologies: Researching and selecting high 

yield plants and animal varieties, especially investment in research and application of scientific 

and technological advances, and building a team of leading scientists. Investments in breeding 

and technology can account for up to 30% of annual profits. 

+ Establishing large-scale farming and castling areas: By making use of each region’s 

climate; for example, fruits like strawberries and apples… are mostly grown on farms with 

tropical climate like Hawaii or California. Livestock such as cows and horses are farmed in the 

West, where there are large pastures. Farmers in the US have the ability to operate the farm 

under a reasonable business strategy to minimize wastes. 

+ Investing in processing technologies and performing post-harvest quality checks: there is 

a number of enterprises manufacture pesticides & agricultural machinery includes Oliver Farm 

Equipment Company, RDO Equipment Co., Titan Machinery… Thanks to them, the production 

of high quality products is carried out through a variety of processes to create the desired 

products. The materials are placed in a strictly-controlled process. Standards applied to ensure 

the quality of these products include Good Manufacturing Practice (GMP); Hazard Analysis and 

Critical Control Point (HACCP), etc, Investing in biotechnology, especially genetics, is a top 

priority for the United States. 

+ Support from the government: The Government subsidizes agricultural producers in case of 

necessity to maintain a certain commodity and protect farmers (who are at risk and low profitability). 

The US Congress may pass a law to subsidize and protect US agricultural exports. At the same time, 

the United States government has a fairly sophisticated policy of protection for agricultural 
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commodities through technical barriers (something we should take note of) and administrative 

regulations such as technical standards (i.e. banning poorly packaged items), regulations on 

trademark registration, packaging, and promulgation of the law on protection of consumers' interests. 

- Solutions for the consumption stage: 

+ Supplying products to the market: Key products will be provided by businesses based on 

prediction of changes in the market demand. The US does not arbitrarily supply a large amount 

of farm produce when the market tends to change unfavorably for the agricultural businesses. 

Maintaining a supply of products with an appropriate quantity compared to the current market 

demand to avoid prices from falling. The Government can encourage farmers to give up land to 

prevent over-supply when the commodity price is dropping. 

+ Carrying out export financing activities: these include pre-and post-delivery financing. 

The US government encourages banks (businesses) to provide export credits at reasonable rates. 

Export financing is not only maintaining stable prices in production and processing, but also 

gives necessary support when producers come to renovating equipment to improve the level of 

processing, quality and safety, supporting new market entry or developing a new product. 

+ Strongly investing in marketing: Investments are put in promotion and dissemination to 

form new habits of consumption of produce. For example, US catfish traders have spent $4.5 

million annually (2012) for a decades to form a habit of consuming this type of fish in the 

country. Promoting has been strongly developed to form these types of consuming habits. 

+ Paying attention to the branding: This part has always been a priority of the US 

enterprises because building a famous branding will increase agricultural exports. They also have 

quality control mechanisms that protect consumers by increasing the incentive to enhance the 

added value of agricultural exports. 

+ Distribution and shipping: Through advertisements on mass media (especially the 

internet) and commodity exchanges, manufacturers can directly interact with customers. This 

method reduces intermediary costs, avoids price fluctuations, ensures that customers negotiate 

directly with the manufacturer, understands the item in greater detail and therefore increases the 

benefits of consumers. 

3.3. Lessons for Vietnam in key agricultural product development 

- First of all, regarding to establishing material areas: Upgrade the main production 

value chain that produces agricultural products in the direction of developing the supply of raw 

materials and auxiliary materials in parallel with a strict management of origin: The first stage 

must be executed perfectly while the yields and quality of the seeds must be improved in order to 

ensure quality of products in the later stages. As a result, the agriculture sector needs big 

investment of capital and technology, especially in effective management, which can be 

addressed through government policies1. 

                                                 
1In the short term, there should be close links with foreign suppliers of raw materials and supplies (the 

important role of the Government in providing information, promoting connectivity through trade agreements, 
attracting FDI in agriculture). 
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+ Seed production enterprises, funded by the government, should focus more on research 

and development (starting with importing, analyzing and mass production) of livestock breeds 

and plants of high quality and value, following market demands, particularly those from big 

consumers.  

+ Large plant and livestock areas that are competitive in the global value chain on the basis 

of mechanization should be established. 

+ Investments should be made in technology, especially in information technology in 

origin management, monitoring the progress of the seedlings development. 

+ In order to improve productivity and quality, it is necessary to invest in production and 

agricultural equipment to reduce the cost of land preparation, fertilizer, cultivation and care. 

+ Focus on caring for the produce to ensure the quality of raw materials mainly meets the 

requirements of GAP or HACCP. 

- Second, harvesting and processing: Quickly switch production activities from processing to 

refining, diversifying the refined products, increasing intensive processing of produce for export. 

+ Invest in harvesting and processing in order to raise the value of products in the direction 

of importing and creating to better suit the technology of advanced countries. Harvesting 

activities should be adequately invested in to avoid waste or degradation of product due to 

natural loss as well as weather effects. 

+ Build infrastructures for processing preservation and transportation that abide by 

international standards. Investment in processing system with high-end technology on a larger 

scale is highly advised in order to improve quality, ensure uniformity and variety of packaging 

that are suitable for consumers of different markets. 

+ If Vietnam keeps exploiting in terms of quantity, exporting mainly raw products, 

dependent on the seasons then price pressure will take place. If we want to sell with our own 

rights, with goods that can be preserved longer and are of higher value then the products must go 

through deep processing. On the other hand, if deep processing is not invested in then workers 

must continue working in the agricultural sector, the scale of production will remain small and of 

poor quality; competing with other countries will also prove difficult without deep processing, 

because even though previous competition was through cheap labor, labors costs have now risen 

due to higher living standards, thus meaning higher payment for workers. 

+ Quality human resources should also be invested in to ensure productivity and 

uniformity of quality, while diversifying products based on R&D, labor and management skills. 

+ Building the main agricultural product cluster: An analysis of the successful models of 

agricultural products from developed countries shows that the role of the cluster is to promote 

                                                                                                                                                             
In the long term, it is necessary to shift to the production of raw materials and auxiliary materials with the 

support of the Government (credit with preferential interest rates, human resource training, agro-industrial 
development, cluster of agriculture ...) 
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these products. Therefore, in order to overcome the lack of synchronization among the segments 

in Vietnam's key product supply chain, it is very necessary to build a cluster of these products. 

The main development of the cluster in Vietnam aims to get 1) Increased access to services and 

raw materials and materials management; 2) Increased active ability in input materials for 

agricultural production; 3) Easier information access for enterprises; 4) Increased productivity, 

product quality, whereas transaction costs between businesses will be reduced; 5) Save up on 

intermediate costs, especially those related to research and development; 6) Increased 

competition among enterprises, thereby promoting quality improvement. 

 To summarize, the role of a main agricultural product cluster is not only to increase 

competitiveness, but also to strengthen cooperation and create spillover effects to promote the 

development of the entire sector. The government also plays an important role in the forming of 

the cluster: The Government should cooperate with agricultural associations and enterprises, 

research institutes, industry leaders to formulate policies and strategies to build key clusters in 

the spatial sector, which includes the raw materials and auxiliary industries and the development 

of agricultural services in order to take advantage of this form of territorial organization. Assist 

in the development and growth of research and technical assistance centers. 

- Thirdly, marketing and distribution: 1) Invest more in the marketing stages for 

agricultural products, mainly focusing on one strategy per market, while also developing 

potential markets;  2) Invest in the packaging and branding of produce in the exports market. 

Building global brands based on such products gives an edge in competing; 3) Develop a system 

of dealers not only domestically but also in potential importing countries for key products. 

 Throughout the value chain of production and supply of agricultural products, we need to 

put emphasis on the role of R&D development in parallel with the development of human 

resources for agriculture. Therefore, the Government needs to increase the share of investment in 

agricultural GDP in total state budget expenditure. Research institutions in this field should 

regularly update the trends of the world's agriculture to guide policy-making and investment in 

improving the competitiveness of agricultural exports. The government also plays a role in other 

major policies such as: 1) Reasonable and effective loan policy and the guarantee of bank loans 

to finance the development of agricultural exports; 2) Separate policy on farm development 

(especially on loan norms, loan conditions...); 3) Aid in investment in the education sector, 

especially the development of education systems for agriculture and vocational training in rural 

areas, particularly to the areas with strength in agricultural production and processing; and, 4) 

Attracting direct foreign investments in agriculture. 

- Fourthly, continue the administrative reform thoroughly, overcome the downsides of 

the "one-stop" mechanism; renovate the state administrative apparatus resolutely and effectively. 

The efficiency of market inspection and control should also be strengthened and improved to 

make the business environment transparent and healthy. 

- Fifthly, develop a strategy for the development of infrastructure services in the period 

up to 2020 with a vision of up to 2030, in which the core issues are the restructuring of 

enterprises, the type of infrastructure services that concentrate on services with potential, 
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advantages, high value-added services and green logistics development, in order to make full use 

of opportunities brought about by integration. 

- Last but not least, rapidly invest in the development of Vietnam's logistics system, 

including logistics infrastructure, legal regulations on the development of logistics services, the 

development of logistics supply enterprises and the use of logistics services… in order to reform 

the model of growth, raise efficiency and promote activities of import and export of goods. 

4. Conclusion  

In order to gain competitive advantages in global agricultural market, the US have 

implemented solutions associated with value chains to increase the value added of its main 

exported agricultural products. Among them, it is necessary to note that investment in improving 

production factors in high value-added stages of input R&D, processing, distributing and 

marketing make agricultural exports become more effective and competitive. Large scale 

production are always concerned by the US to reduce production costs and get economy of 

scales. These can be considered as valuable experience lessons for Vietnam in restructuring 

agriculture to become more effective and competitive. In the coming years, it would be better for 

Vietnam to concentrate on strengthening material production areas for key export agricultural 

products; improving harvesting and processing through technological innovation, creating and 

advertising agricultural brand names and developing international distribution systems. With 

these solutions done, value of key export agricultural products should be increased and thus 

comparative advantages of Vietnam Agriculture also be realized as well.  
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Abstract: The current study investigates the influence of organizational characteristics on 

the adoption of high performance work system (HPWS) and the impacts of such practices on 

organizational performance of listed companies in the Ho Chi Minh Stock Exchange (HOSE), 

Vietnam. Using sample of listed companies provides objective measure of organizational 

performance and reduces common method bias caused by single source of data. Survey 

questionnaires were filled in by managers in charge of HR to ensure accuracy of information. 

Final sample included 145 firms of the total 318 listed firms. Results suggested that firm 

characteristics were positively associated with the adoption of Ability-Motivation-Opportunity 

bundles of HPWS. The influence of HPWS on organizational performance was confirmed by the 

data.  Moreover, the mediating impacts of employee creative behaviors and customer oriented 

behaviors were also established. 

Keywords: high performance work system, organizational performance, listed companies, 

objective measures, mediation, Vietnam.  

 

1. Introduction 

Human resource has long been widely recognized as the most important asset of the firms 

in surviving and thriving in the ever-increasing competitive environment (Pfeffer, 2007; Hitt, 

Bierman, Shimizu, & Kochhar, 2001). Human resource can be the source of sustainable 

competitive advantages (Kundu & Gahlawat, 2016), however, it requires the effective 

implementation of HRM practices (Collins, 2007; Chew and Basu, 2005). Previous research 

suggested that a set of HRM practices may play a critical role in promoting organizations’ 

competitive advantage and enhance their performance (Becker and Huselid, 1998; Bello-Pintado, 

2015; Delery & Shaw, 2001). These HRM practices are often referred to as “HRM best 

practices” (Pfeffer, 1998), “strategic HR practices” (Delery and Doty, 1996), “high performance 

work practices” (Huselid, 1995), “high performance work system” (Boxall and Macky, 2007) or 

“progressive HRM practices” (Delaney and Huselid, 1996). The current study adopts the term 

high performance work system (HPWS) to refer to “a set of HR practices that enhance the 
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ability, motivation, and opportunity of employees to make contributions to the success of the 

organization” (Rabl, Jayasinghe, Gerhart, & Kühlmann, 2014).  

While most of the literature on HPWS was still in developed countries, there are evidences 

that organizations in emerging economies have started to adopt high performance work systems 

to enhance effectiveness (Kundu and Gahlawat, 2016). However, the adoption and 

implementation of HPWS in the developing countries remains largely underresearched (Osman, 

Ho and Galang, 2011). Previous research suggested that the implementation and effectiveness of 

HPWS is dependent on a number of factors from national level factors such as culture (Kundu 

and Gahlawat, 2016), and level of economic growth (Lawler, Chen, Wu, Bae, and Bai, 2011) to 

industrial factor such as industry (Combs, Liu, Hall, & Ketchen, 2006).  

The current study investigates the implementation of HPWS among Vietnamese 

companies and the impacts of HPWS on organizational performance. Vietnam provides an 

interesting context for HPWS study for a few reasons. First, Vietnam has been culturally and 

economically influenced by both Eastern and Western styles. During its history, Vietnam was 

under long colonization periods under China and French. The culture of Vietnam consists of 

both Chinese characteristics such as “respect for seniority” and “middle of the road’’ and 

French notions of “elite system” and “individualism” (Quang and Thang, 2004). Moreover, the 

economic revolution of Vietnam since 1986 has turned the country into a market-oriented 

economy, but characteristics of the old “egalitarianism” system are still ubiquitous (Thang and 

Quang, 2007). As a result, it could be an interesting question of whether or not HWPS could 

improve the performance of Vietnamese companies. Second, Vietnam is an economy in 

transition, with only 30 years of experience since the structural reform from a strictly 

centralized system to a market-oriented economy. High economic growth has attracted waves 

of foreign direct investment as well as the growing number of private companies (Bartram, 

Stanton and Thomas, 2009). These businesses have implemented a number of HRM practices 

primarily used by companies in Western cultures (King-Kauanui, Su and Ashley-Cotleur, 

2006). On the other hand, Thang and Quang (2005) found that HRM practices in Vietnamese 

firms are diverse with a number of patterns of HRM practices across ownership forms. 

Specifically, companies in the private sector shows a lower level of adoption of HRM practices 

than State owned enterprises. Similarly, Bartram et al., (2009) studied HRM practices in 

Vietnam and concluded that there were significant differences between firms of different 

ownership forms regarding the application of HRM practices. Specifically, state-owned 

enterprises still employed personnel management practices rather than HRM. Joint ventures 

placed strong emphasis on cost-based HRM practices. On the other hand, private enterprises 

were experiencing a wide range of HRM practices including strategic HRM practices. The 

situation signifies the need for an empirical research on the application of HPWS among 

Vietnamese firms and its impacts on firms’ performance.  

2. Purpose of the study 

The current study examines the influence of organizational characteristics on the uses of 

HPWS and impacts of HPWS on the performance of the firms listed on the Ho Chi Minh City 

Stock Exchange (HOSE). The study’s contributions can be two fold. First, the selection of 
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listed firms on the stock exchange provides objective measures of company performance. 

Because most studies on the impact of HPWS used self-assessment of business performance, 

these studies might be subject to common method bias. The current study collects data on 

company performance based on listed figures which may improve objectivity and validity of 

the results. Second, although studies on HPWS have been widespread over the last two 

decades, most of these studies used these practices as a priori and assessed the impacts of these 

practices on the performance of the business. Researchers have pointed to different views on 

HPWS (Delery and Doty, 1996), in which the universal view is that there are a number of 

HRM practices, if applied, will bring high achievements to all organizations. Meanwhile, 

contingent and configurational views assert that effectiveness of the HPWS should be 

dependent on organizational characteristics. Quang and Thang (2005) studied the antecedents 

and consequences of HRM practices in Vietnam and concluded that although the data seems to 

support the universal school of thought about the direct impacts of HRM practices on firm 

performance, it would be necessary to examine the relationship between the characteristics of 

the firms and the adoption of HRM practices. The current study responds to the need by 

investigating the influence of organizational characteristics on the adoption of HPWS among 

listed firms in Vietnam. 

3. Background and hypothesis 

Human resource is the most important resource of the firms and can be the main catalyst 

for the success of the firms (Pfeffer, 1998). Resource-based view asserts that in order for human 

resource to create competitive advantage for the firms, it should be valuable, rare, and inimitable 

(Wernerfert, 1984). As a result, the main challenge facing a manager is to use HRM policies and 

practices to turn human resource in to an engine for organizational success.  Previous research 

supports the consensus that a high performance work system (HPWS) can contribute to the 

success of the firm. It is, however, more interesting to investigate the mechanism through which 

HPWS influences organizational performance. One of the ways to look into this “black box” is 

through the lens of the Ability-Motivation-Opportunity framework (Appelbaum, Bailey, Berg, 

and Kalleberg, 2000; Delery and Shaw, 2001; Lepak, Liao, Chung and Harden, 2006). This 

theory suggests that HRM system can influence employees’ performance and discretionary 

efforts towards organizational goals by enhancing their skills and knowledge, motivating and 

inspiring them to put in additional effort to the work and offering opportunities for them to make 

best use of their competency to perform and contribute (Hyde, Harris, Boaden, & Cortvriend, 

2009). In the current study, HPWS is operationalized in to three categories: ability enhancing 

practices, motivation enhancing practices and opportunity enhancing practices. Because there is 

no consensus list of HRM practices which comprise a high performance work system, the current 

study includes effective HRM practices used in previous literature adopting the AMO framework 

(Appelbaum et al., 2000; Jiang et al., 2012a, Bello-Pintado, 2015; Delery and Gupta, 2016; 

Kundu and Gahlawat, 2016). Ability enhancing practices include: selective hiring, and extensive 

training; motivation-enhancing practices include participative performance appraisal, 

performance-based compensation and promotion, and opportunity enhancing practices include 

career support, participative decision making, and delegation. 
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3.1. Influence of firm characteristics on the use of HPWS  

Firm’s capital 

Although the positive impacts of HPWS on organizational performance has received 

supports from a wide range of research (Comb et al., 2006), there are evidences that the 

effectiveness of such practices are dependent on the fit between HPWS and organizational 

characteristics (Datta, Guthrie and Wright, 2005). Firm size is one of the organizational 

characteristics that may influence the adoption of HPWS by businesses. Previous research 

reported the differences in the adoption of human resource management practices between small 

and large firms (Wiesner and McDonald, 2001). However, the impacts of firm size, measured by 

the number of employees, on the implementation of HPWS were usually explained by the 

availability of resource associated with firm size (de Kok, Uhlaner, L. and Thurik, 2006; Patel 

and Conklin, 2012). The current research investigates the impact of firm’s resource, measured by 

charter capital of the listed firms, on the adoption of HPWS practices. Resource-poverty 

perspective (Welsh and White 1981), proposes that the availability of resource influences the 

implementation of HR practices. While HPWS may improve the overall performance of the 

firms, the design and application of HPWS requires investment of resources. Resource is of great 

importance for firms to recruit HR experts who could ensure successful implementation of 

HPWS (Patel and Conklin, 2012). Availability of resource enables firms to implement all 

bundles of HPWS practices. Therefore, it can be hypothesized that:  

H1: Firms’ charter capital is positively associated with the implementation of ability-

enhancing practice, motivation enhancing practices and opportunity-enhancing practices. 

Firm age  

Literature suggests that firms go through several stages during their development. HRM 

practices, as a component of the organizations, must also change to meet the needs of the 

organizations (Baird and Meshoulam, 1988).  The authors suggest five stages of HRM practices 

development: initiation, functional growth, controlled growth, functional integration and 

strategic integration. At the initial stages, HRM practices focused mainly on basic salary and 

benefit administration and housekeeping. At the growth stages, new HR programs and practices 

are added into the portfolio such as training, budgeting and management control. Finally, at the 

integration stages, HRM requires the integration of activities, with the introduction of 

productivity improvement, change management and succession planning. Moreover, the focus is 

now on the long-term needs of the organizations. The author also reported that HRM practices in 

later stages should incorporate previous stages and, thus, more complex in earlier stages.  Smith, 

Mitchell & Summer (1985) also reported that as firms move through various stages of 

development, different management skills are needed to address different problems. Ibrahim and 

Shah (2013), on the other hand, argued that at the early stage of organizational development, 

commitment HR system could be important. But as the firm grows, the increasing size of the 

organization may require the application of traditional HR system to control the more complex 

organizational structure. It can be argued that at the start-up phrase, the firms are small in size 
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and usually limited in resource, so, in order for the firm to survive and growth, the commitment 

of the founders and first-generation employees is of great importance. Therefore, at this stage, 

firms would focus more on motivation-enhancing practices. At the later stages, on the other 

hand, the firms grow in both size and complexity, it could be necessary to ensure that all the 

employees have the required abilities to perform. Moreover, available resource would enable the 

firms to focus on training and selective hiring. Therefore, we hypothesized that: 

H2: Firm age will be positively related to the adoption of ability-enhancing practices.  

CEO’s education 

Research indicated that the owners or CEOs of the firms may have decisive influences on 

the adoption of HPWS. Kim and Mauborgne (1997), for example, found that entrepreneurial 

oriented mangers tend to implement growth-fostering HR activities. Kroon, Van De Voorde, and 

Timmers (2013) found positive relationship between entrepreneurial orientation and the adoption 

of ability-enhancing practices. Another characteristic of the top manager that influence the use of 

HPWS was awareness of HPWS (Colbert, Rynes and Brown, 2005). They proposed that lack of 

awareness about HPWS was one of the explanations for the ignorance of many firms in 

implementing HR best practices. Kroon et al., (2013) argued that if managers know about HR 

best practices, they are more likely to adopt HPWS practices. They also suggested that 

delegation and empowerment would likely be applied by managers who are well aware of the 

potential of HPWS practices. Manager who understand about HR best practices know how to 

make their employees exert maximum efforts by influencing their motivation.  Barringer, Jones 

and Neubaum (2005) reported that educational level of the managers can be used as a proxy of 

their understading of HR practices. The third hypothesis is therefore: 

H3: CEO’ educational level will be positively related to the implementation of motivation 

and opportunity bundles of HPWS practices. 

3.2. The impacts of HPWS practices on firm performance 

A large body of literature provided supports for the role of high performance management 

practices in improving firms’ performance (Huselid, 1995; Delaney and Huselid, 1996; Delery 

and Doty 1996; Bartram, 2005; Combs et al., 2006). We also hypothesized that: 

H4: Ability, Motivation and Opportunity bundles of HPWS positively influence 

organizational performance.   

3.3. The mediating impact of employee creativity and satisfaction on the relationship 

between HPWS and organizational performance  

While it was widely accepted that HPWS can have significant impacts on firm 

performance, it is more important to understand the mechanism or “black box” through which 

such influences realize. The “black box” has attracted numerous research efforts for the last two 

decades (Mao, Song and Han, 2013). Bowen and Ostroff (2004) proposed two approaches to 

understand the link between HR practices and organizational performance, the content approach 

and process approach. Content approach argues that HRM practices improve employees’ goal-
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directed behaviors, which in turn leads to increased organizational performance. The process 

approach suggests that human resource management practices influence employee perspectives, 

changes in perspective then influence their behavior and performance. A number of attitudinal 

and behavioral factors has been found to serve as the mechanism of the relationship between 

HPWS and organizational performance such as job satisfaction, and affective commitment 

(Gong, Law, Chang, and Xin, 2009), service-oriented citizenship behaviors (Sun, Aryee, and 

Law, 2007), and social exchange (Takeuchi, Chen, and Lepak, 2009). In support of the content 

approach, we propose that HPWS would influence employees’ creative behaviors and customer 

service oriented behaviors, which in turn improve organizational performance. In particular, we 

propose that ability-enhancing practices influence employee’s creative behaviors and motivation-

enhancing practices impact customer oriented behaviors. Therefore: 

H5a: Employee’s creative behaviors will mediate the influence of ability enhancing 

practices on organizational performance. 

H5b: Employee’s customer oriented behaviors will mediate the influence of motivation-

enhancing practices on organizational performance 

 

Figure 1: The operational model 

4. Data and Method 

The survey was conducted from July to September 2016. Self-administered questionnaires 

were e-mailed to the entire of 318 companies listed on the Ho Chi Minh City Stock Exchange 

(HOSE) based on information listed on the official website of the stock exchange. Contacts via 

telephone were initially made with a person in charge of HRM of the companies such as HR 

director, HR manager or general manager to request them to participate in the survey. Because 

the study examines HRM aspects, the most suitable person to respond to the questionnaire 

should be the top HRM executive of the companies. In order to ensure that the questionnaires 
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have been received, emails confirming receipt status were followed in 1 week. For unsolicited or 

unanswered responses, the questionnaires were sent a second time to the email address of the 

respondents. The authors then telephoned the companies who did not respond to the 

confirmation email to make sure the questionnaires were sent to the correct address. After the 

above steps, the author confirmed that 283 enterprises have received the questionnaires. The 

author required that the respondents fill out questionnaires and send them back within 15 days. 

After that deadline, subsequent emails and phone reminders were made to ensure the response 

rate of the questionnaire. After one month, there were 164 questionnaires returned by the 

surveyed firms, with a response rate of about 58%, an acceptable rate for sociological surveys.  

After checking the information, the author identified 12 questionnaires with missing 

information. In order to ensure that the questionnaire could be used, the author contacted the 

participants to request for supplement information. Next, to ensure that the information in the 

questionnaire accurately reflects the reality of the business, this study required that 

questionnaires to be filled by senior executives of the company or the HR manager. Therefore, 

questionnaires which were filled in by other personnel were discarded. After eliminating the 

questionnaires which were not completed by senior executives or the director/ head of human 

resources function (19 observations), the dataset used for the analysis included 145 responses 

from the listed companies. 

Of the 145 companies, the shortest firm age was 7 years and the longest was 27 years. 

Average age of the companies in the sample was 12.8 years. The average charter capital of the 

firms in the sample at the time of the survey is VND 1616 billion. Of which, the lowest chartered 

capital is VND 80 billion and the highest of over VND 37000 billion. The average number of 

employees in the survey sample is 1530, with the lowest is 29 and the highest is 21403 at the 

time of the survey. 

Measures 

High performance work system (HPWS): the instrument asked the manger to respond to 

the degree to which the practices of HPWS were implemented at their respective companies. 

Response to these items ranged from 1: “to a very little extent” to 5: “to a very large extent”.  In 

the current study, HPWS was categorized in to 3 components: ability-enhancing practices, 

motivation enhancing practices and opportunity enhancing practice. A list of HRM practices was 

developed to cover the three components based on previous research (Appelbaum et al., 2000; 

Jiang et al., 2012a, Kroon, Van De Voorde, and Timmers, 2013). Ability enhancing practices 

consisted of 5 items focusing mainly on selective hiring and extensive training. The first two 

items measured the number of rounds in the hiring process and application-per-placement ratio. 

The remaining three items concerned the extent of training including budget for training, training 

for current needs and training for future needs. The reliability for this scale was 0.864. 

Motivation enhancing practices referred to the application of participative performance 

appraisal, fair performance rating, the degree of pay-for-performance, the extent of performance 

based promotion and competitive compensation. This 5-item scale had good reliability 

(Cronbach’s alpha 0.733). 
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Opportunity enhancing practices referred to the degree of delegation at work and the extent 

of participation in the decision-making process. The scale consisted of 5 items. The first two 

items measured the degree to which the employees have autonomy at work through the 

mechanism of delegation. The next two items concerned the employees’ awareness and 

participation in the decision making process at work. The final items mentioned the supports 

offered to employees by the organization. The reliability for this scale was 0.772. 

Firm capital: In the current study, we used the firm’s charter capital at the time of survey 

(Cap) as an indicator of firm capital. 

Firm age (Age): In this study, the total time in year from the establishment of the 

companies was used to measure firm age.  

CEO’s education (Education): We measure CEO’s education by the highest degree that the 

manager achieved with 5= Ph.D degree, 4= Master Degree, 3= University/college degree, 2= 

High school/vocational school diploma, 1 = less than high school and 0 = did not go to school.   

Organizational performance (Profit): An objective measure of organizational performance 

was used in the current study. Pre-tax profit figures of the companies were obtained for the 3-

year period from 2013 to 2015. Pre-tax profit figures were publicly announced on the 

companies’ website as well as on the annual reports. The 3-year averaged pre-tax profit was used 

to represent company performance.  

Employee’s creative behavior (Creativity): This variable was measured by the HR 

manager’s subjective evaluation of employee’s creative behaviors. Response to these items 

ranged from 1: “strongly disagree” to 5: “strongly agree”.  The scale consisted of 4 items an 

example which is “Many of our new products and service are from our employees” and “We 

are receiving many creative ideas from our employees”. The reliability coefficient for the scale 

was .765 

Employee’s customer oriented behavior (Customer service) : This variable was also 

measured by the HR manager’s opinions on a series of statement regarding customer oriented 

behavior. Response to these items ranged from 1: “strongly disagree” to 5: “strongly agree”. The 

scale consisted of 4 items including “The employees at my company always put customer first” 

and “Customers’ evaluation of our employees are positive”. The reliability coefficient for the 

scale was .806 

5. Results 

Descriptive statistics including mean, standard deviation and correlations between pairs of 

variables was showed in table 1. There were significant relationships between 3 bundles of 

HPWS practices. Furthermore, significant correlations were observed between profit and the 3 

bundles of HPWS practices. Moreover, creativity was significantly correlated with ability-

enhancing practices and customer service was correlated with motivation enhancing practices, 

which enabled mediation analysis for testing H5a and H5b. 
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Table 1: Means, standard deviations and correlations between variables 

Variable Mean SD 1 2 3 4 5 6 7 8 

1. Firm age 12.81 4.921         

2. Capital 2.6471 .55954 .125        

3. Education 3.42 .603 -.084 .174*       

4. Ability 3.8092 .86674 .299** .481** .121      

5. Opportunity 4.2458 .50393 -.030 .255** .214** .277**     

6. Motivation 3.9660 .60602 .019 .220** .313** .177* .368**    

7. Profit 4.8968 .76077 .138 .677** .223** .288** .321** .312**   

8. Creativity 3.9782 .52798 .097 .224** -.054 .319** .066 .059 .230**  

9. Customer service 3.9804 .49888 .051 .127 -.038 .030 -.145 .266** .208* .417** 

Notes: N=145.  *, ** Correlation significant at the 0.05 and 0.01 levels respectively (two-tailed) 

Discriminant validity of the research constructs 

We conduct a factor analysis of all research variables to examine discriminant validity of 

the construct. A five-factor solution has been found from factor analysis with principle 

component extraction and Varimax rotation method. Five factors accounted for nearly 70% of 

the variance. There have been no items that cross load on multiple factors. The results indicated 

discrimination validity of the A-M-O constructs and employee behaviors.  

Table 2: Factor analysis of research variables 

Items 
Loading 

Ability Motivation Opportunity Creativity Customer oriented 

Ability enhancing practices      

Regular budget for training is maintained in every 
department. 

.912     

Training for current demand is being conducted 
regularly. 

.895     

Training for future demand is being implemented 
regularly. 

.888     

Hiring process contains multiple rounds. .694     

The company require high application-to-
placement ratio. 

.631     

Motivation enhancing practices      

Employees are given autonomy at work.   .825    

The company has policy to delegate authority to 
the employees. 

 .728    

Employees are involved in the decision making 
process. 

 .685    

Employees are informed about the changes in the 
company. 

 .684    

The company offers career support for the 
employees. 

 .593    
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Items 
Loading 

Ability Motivation Opportunity Creativity Customer oriented 

Opportunity enhancing practices      

Participative performance appraisal is conducted in 
my company. 

  .721   

Performance ratings are subject to force 
distribution rating system.  

  .698   

Pay and bonus are based on work performance.   .668   

Work performance serves as the basis for 
promotion decision. 

  .636   

My company maintains competitive compensation 
schemes.  

  .535   

Customers oriented behavior      

The employees at my company always put 
customer first. 

   .764  

Customers’ evaluations of our employees are 
positive. 

   .746  

Employees at my company exert a great deal of 
efforts to serve our customers well. 

   .692  

My staff focuses on satisfying both internal and 
external customers. 

   .679  

Creativity behavior      

Employees of my company are showing creativity 
at work. 

    .857 

Many of our new products and service are from our 
employees. 

    .795 

We are receiving many creative ideas from our 
employees.  

    .728 

My staff is trying to find new and creative ways to 
do the job 

    .725 

Note: N=145. Principal component analysis with factor extracted based on Eigen value>1, rotated solution based on Varimax 
method. 

Hypothesis testing 

The first three hypotheses predicted the influence of organizational characteristics such as 

firm capital, firm age and CEO educational level on the adoption of HPWS by business. The 

results of the multiple regressions were showed in table 2.  

Table 3: Influence of organizational characteristics on the adoption of HPWS 

Independent 
Model 1 

Ability enhancing practice 

Model 2 

Motivation enhancing practice 

Model 3 

Opportunity enhancing practice 

 Coefficient VIF Coefficient VIF Coefficient VIF 

Constant 1.020*  3.277***  7.03***  

CEO 
Education 

.094 1.05 .142* 1.05 .287*** 1.05 

Firm age  .074*** 1.04 .007 1.04 .004 1.04 

Firm capital .679*** 1.03 .208** 1.03 .181* 1.03 

F (3, 141) 20.63*** 5.32** 7.20*** 

R2 .293 .100 .127 

Note: N=145, *: p<.05, **p<.01, ***p<.001.  
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Hypothesis 1 proposed that firm’ capital would have positive influence on the 

implementation of all three bundles of HR. Results of multiple regression indicated that firm’s 

capital had significant impacts on the implementation of all three bundles of HPWS: ability 

(β=.679, P<.001),  motivation (β=.208, p<.01) and opportunity practices (β.=.181, P<.05).  

Therefore, the data provided full support for hypothesis 1.  

Hypothesis 2 suggested that firm age will have positive impacts on the firm’s investment 

on ability-enhancing practices. The figures in Table 3 indicated that with firm capital and CEO 

educational level controlled, firm age had  positive influence on ability enhancing HRM 

practices (β=.074, p<.001). H2 was supported by the data. 

Hypothesis 3 which predicted that CEO’s educational level would positively influence the 

implementation of motivation and opportunity bundles of HPWS practices also received support 

from the data (β=.142, p<.05 for motivation) and (β=.287, p<.001 for opportunity). 

Table 4: Influence of HPWS on organizational performance and mediating impacts  

of creativity and customer services 

Variable 
Model 1 Model 2 

Coefficient (Step 1) Coefficient (Step 2) Coefficient (Step 1) Coefficient (Step 2) 

Step 1     

Ability enhancing .174* .130 .174* .155* 

Motivation enhancing .253* .246* .253* .175 

Opportunity 
enhancing  

.298* .308* .298* .377* 

Step R-square .181   

F (3, 141) 10.379***   

Step 2     

Creativity  .230*   

Customer service    .288* 

R-square change .023* .031* 

Sobel coefficient .078* .082* 

Note: N=145, *: p<.05, **p<.01, ***p<.001. Dependent variable: Profit  

Analysis results for hypothesis 4 and 5 were detailed in table 4. Model 1 was used to test 

the mediating effect of creative behaviors on the relationship between ability enhancing practices 

and organizational performance. Model 2 was used to test the mediating impacts of customer 

service on the motivation bundle-performance relationship. The results showed that ability-

enhancing practices (β=.174, p<.05), motivation-enhancing practices (β=.253, p<.05) and 

opportunity-enhancing practices (β=.298. P<.05) positively predicted organizational 

performance. Therefore, hypothesis 4 was supported.  

For model 1, when creativity was added into the model, the influence of ability-enhancing 

practices on organizational performance became insignificant (β=.130, n.s.) while the impact of 
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creativity on organizational performance was significant (β=.230, p<.05). Moreover, the Sobel 

statistics confirmed the mediating impact of creativity (Sobel coefficient=.078, p<.05). Therefore 

H5a was fully supported. 

For model 2, when customer service was added into the model, the influence of 

motivation-enhancing practices on organizational performance became insignificant (β=.175, 

n.s.) while the impact of creativity on organizational performance was significant (β=.288, 

p<.05). Moreover, the Sobel statistics confirmed the mediating impact of customer service 

(Sobel coefficient=.082, p<.05). Therefore H5b was fully supported. 

6. Discussion 

The results of analysis suggested that organizational capital had profound impacts of 

HPWS application. Implementation of such practice as comprehensive training, pay-for-

performance and providing support and opportunity are often accompanied by high costs.  

Enterprises that have the financial ability to afford are more likely to invest on HPWS than those 

with lesser financial capability.  

The CEO's level of education is an important feature of the business. Education is often 

regarded as a variable representing knowledge, human capital, or intellectual ability. High-level 

CEOs are often said to be more intelligent and able to handle information (Hambrick & Mason, 

1984). High-performing CEOs are also well aware and receptive to new ideas (Hitt & Taylor, 

1991). Highly qualified CEOs are ready for change and actively engage in innovative ideas and 

apply modern management methods (Bantel and Jackson, 1989). Highly educated CEO may 

apply performance-based compensation and promotion rather than the outdated tenure-based 

system. Highly qualified CEO would be more aware of the role of empowerment, delegation, 

and team building. Proper delegation may also help the CEO to focus resources on the strategic 

and important issues of the enterprises rather than day-today matters. 

Older enterprises are often large in scale and more complex so human resource 

management need to be done to improve efficiency and reduce costs. Therefore, enterprises with 

longer operating times are more likely apply higher development training and selective hiring 

measures. 

The impacts of HPWS on organizational performance were also verified and confirmed in 

this study. In particular, ability-motivation-opportunity bundles of HPWS had positive impacts 

on organizational performance. Moreover, creative behavior was the mechanism through which 

ability-enhancing practices influences organizational performance. Similarly, customer oriented 

behavior mediate the impact of motivation enhancing practices.  

7. Practical implication 

Although the research confirmed the positive impacts of HPWS on firm’s performance, it 

also provided some evidence against the universalistic view of HPWS practices. Instead, the 

study supports the contingent view of HRM best practices in which organizational characteristics 

play a very important role in the adoption of HPWS. CEO’s awareness of HRM best practices 
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would be of utmost important for the implementation of HRM best practices. Because there were 

evidences that managers who read scientific papers are more likely to accept findings and 

understand the impacts of HPWS on organizational performance. Cooperation between 

businesses and University in general and between academia and manager would be of mutual 

benefit for both parties.  

Because ability-enhancing practices are strongly associated with creative behaviors, it 

could be suggested that firms that operate in innovative markets should apply more of such 

practices to foster employees’ creative behaviors.   

On the other hand, firms operating in service industry must be able to serve their customers 

extremely well. Because motivated employees may exert more efforts to satisfy customers, it is 

suggested that such company should invest on motivation enhancing practices.      

8. Limitation 

The first limitation of the current study was its sample; the use of listed companies in the 

survey limited the representativeness of the sample. While it is estimated that there are over 

600,000 enterprises in Vietnam, only more than 300 of those are listed on the stock exchange. 

Furthermore, we were able to collect data from only 145 of the 318 listed firms; the sample 

could not be considered a perfect representative of the listed companies. These weaknesses 

reduced the generalizability of research findings. 

The second limitation was that the data were collected from human resource manager or 

top management in charge of human resource. The opinion of these people may or may not the 

same as the employees’ views on the use of HPWS. Moreover, using manager’s evaluation of 

employees’ creative behaviors and customer oriented behaviors may be biased. Multiple data 

sources, from both employees and manager, if applied would be much better.  

The final limitation lies in the cross-sectional research design. Because it may take time for 

the application of HPWS to influence performance, cross-sectional design was unable to test this 

influence. It is difficult to identify the date at which HPWS practices were initially applied. 

Therefore, longitudinal research may yield more interesting results. 

9. Conclusion 

This study supplements significant empirical support for the link between high-

performance work systems and firm’s performance. This study also suggests specific 

organizational characteristics which influence the application of HPWS. Finally, some insight 

into the “black box” about the mechanism through which HPWS influences organizational 

performance was provided. 
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Abstract: Spreading the organizational brand image to customers will help company 

create a competitive advantage in business. Innovation in the workplace is considered the key to 

organizational success, thus promoting the employee innovation potential is a main challenge for 

HR professionals. Research explores the relationship between job design (problem demand and 

job control), thriving at work and employee work innovation. With 361/390 samples from 

employees at hotels and resorts in Nha Trang city, the structural equation modeling (SEM) was 

conducted. We find the effect of job design on the employee work innovation, as well as the 

foundation for the formation of positive psychological states that help staffs to grow, and 

promote innovation in the workplace. This result is also an important implication in human 

resource management and strategies for the development of value-added products and services, 

to create competitive advantage for the Hospitality Industry. 

Keywords: employee work innovation; hotels and resorts; human resource management; 

job design; thriving at work. 

 

1. Introduction 

Service branding is considered to be a small tangible factor for the customer's identity and 

expectations (Berry et al., 2006) as well as their perception of the business and service of the 

business (Prasad & Dev, 2000). In hospitality industry, when the difference is always the top 

search element of the visitors, the flexibility and skills of the staff are the main factors that make 

the difference and increase the satisfaction of customer. As a result, hospitality providers are 

expected to have talented, capable and mature employees who can anticipate, perceive, 

understand, analyse and respond to their needs quickly. 

Supporting in the workplace is essential because of the synergy of the service, and the 

diverse needs of our clients. However, the high degree of specialization in the accommodation 

has created unique work spaces for each employee. At work, they must manage and behave 
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appropriately in each situation and space to always ensure the customer satisfaction with the best 

quality of service. This is demonstrated by the ability to control work, as well as the ability to 

solve problems arising during the service delivery of service staffs. Thus, job characteristics are 

a major factor influencing quality and quantity of interaction between employees and customers. 

In order to create more motivation for the employees, the business is usually done by designing 

the job appropriately. 

This study suggests that appropriate job design will enable employees to form a positive 

psychological state that will motivate them to work harder and to thrive more creatively, and 

then creates creative ideas as well as innovations in the work. In the study, we looked at the 

impact of job design on employee work innovation, and the mediating role of thriving at work. 

This is the foundation for enhancing the competitiveness of accommodation, contributing to 

preserving and spreading the positive image of the brand as well as the difference of its products 

and services of Khanh Hoa in particular and Central Vietnam in general. 

2. Theoretical background 

2.1. Innovation  

Although innovation has been defined by authors, all emphasize "novelty" as the core of 

innovation. Most current definitions of innovation refer to the development and implementation 

of new ideas. One of the first scholars to address innovation in the workplace of workers with a 

multi-stage process is Scott & Bruce (1994). Innovation is activities such as detecting emerging 

problems, formulating new and useful ideas or/and solutions, preparing resources and planning 

action, and applying ideas and applying ideas to practice. In that trend, some later scholars have 

also developed constructs and multidimensional scales of innovation in their researches (see De 

Jong & Den Hartog, 2010). 

Personally, innovation in the workplace is an individual's activity in initiating and 

proactively introducing new or/and useful ideas, processes, products, or mechanisms. 

However, because innovation is characterized by intermittent activities rather than sequential 

stages, workers can participate in this activity at any time. Employee innovation is the 

foundation for the company's efforts to renew its business in the creation of new products and 

services (Janssen, 2000). In service, employee innovation is the result of the process of 

interacting with customers (Michael et al., 2011). In this study we focus on the employee work 

innovation and consider it a multi-stage process, not consider each of the concepts of 

innovation as well as a multidirectional scale. 

2.2. Thriving at work 

Thriving is reflected in resilience, which refers to an individual's behavioural capacity to 

recover from a state of slowness to a more positive state (Carver & Scheier, 1998). According to 

Spreitzer et al. (2005), thriving at work is a psychological state, reflecting the personal 

experience of vitality and the sense of learning in work. As workers thriving, they feel 

progressive and motivated in their work (Carmeli & Spreitzer, 2009). As such, thriving occurs as 

a reaction to coping with long-standing difficulties or challenges. Thus, thriving emphasizes 
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positive psychological experiences in the development of personal work, reflected in the ability 

to survive and learn. 

Vitality involves alive and positive feelings, as well as energy available to work (Spreitzer 

et al., 2005), while learning refers to the acquisition and application of skills and knowledge to 

development personal capacity (Carver, 1998). These are elements that reflect the basic 

foundations of cognitive (learning), and emotional (vitality) of individual thriving. It is therefore 

appropriate to study the thriving at work of the workers in the accommodations. 

Recent research shows that when employees thriving at work, they will have the 

motivation to work (Porath et al., 2012), as well as to facilitate the completion of their work 

(Spretizer et al., 2005). Therefore, the thriving at work is considered as the driving force for the 

innovation in the work of the employees. From there, the first hypothesis is given: 

H1: Thriving at work has a positive influence on employee work innovation. 

2.3. Job design 

Work design research sought to establish mechanisms through which job characteristics 

affect employee outcomes such as productivity or willingness. The way in which the job is 

designed, such as the variety and challenge of the job or the level of job requirements, has been 

identified as an important factor influencing the motivation of the employee. Karasek & Theorell 

(1990) have argued that job design is expressed by a combination of job requirements and job 

control. In particular, (i) job requirements are the frequency and severity of job requirements, 

and (ii) job control is the degree of job autonomy, as well as how to complete the task (Jackson 

et al., 1993). That is also the content of the job design we mentioned in this study. These are two 

job characteristics that are considered prerequisites in the design of work (LePine et al., 2004). 

Through the design of the work, the business can create more motivation for employees 

(Unsworth & Parker, 2003). Work control, initiative, and complexity (which are aspects of job 

design) are factors that motivate and develop individuals learning and development (Lantz & 

Brav, 2007). Similarly, studies have found a link between job control and job requirements with 

job readiness (Taris & Kompier, 2005) and employee work innovation (Janssen, 2000). In 

addition, when employees feel their autonomy in their work, they may endeavour to work more 

than the regulation, as well as suggest ways to change and improve the workflow (Binnewies & 

Gromer, 2012). Based on the theory presented, the next hypothesis is proposed: 

H2: Work design has a positive influence on the thriving at work. 

3. Research methodology 

The search for related documents is done first. In line with the context of study in Nha 

Trang city, the items that make up the scale are calibrated according to experts' input. They are 

lecturers or administrators in the hospitality industry. From there, form a draft scale. This study 

workers a survey method, using a questionnaire to check the conceptual model and developed 

hypotheses. A quantitative preliminary study was conducted with 30 questionnaires surveying 
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employees working in the hotels and resorts. The results show the relevance of the content of the 

concepts. The official study was conducted with 361 valid records (from 390 records) collected 

from May 2016 to February 2017 at hotels and resorts in Nha Trang city. 

Inheritance of scales measured in previous studies may be considered as appropriate in 

quantitative studies. Six survey items were used to measure employee’s perceived on job design. 

Specifically, the two components: job requirements and job control (of the job design scale) 

developed by Jackson et al., (1993). Eleven items measurement for scale of thriving at work 

(with two components: vitality and learning) is adapted from Carmeli & Spreitzer (2009) study. 

And finally, the six items in Scott & Bruce's (1994) scale are used to measure employee work 

innovation. The five-point Likert scale is used to facilitate measurement. 

Data processing followed a two-step approach. First, the scales are evaluated by the 

Cronbach's alpha values, the exploratory factor analysis (EFA) and the confirmatory factor 

analysis (CFA). Next, the Structured Equation Modeling (SEM) is used to test the structural 

relationships between concepts in a theoretical model. 

4. Results 

4.1. Describe the research sample 

There were 361 reasonable samples collected including 142 males (39.34%) and 219 

females (60.66%). Most of them are employees who have worked for 3 years to 8 years (249 

staffs/68.98%). The rest are employees who have worked less than 2 years (69 staffs/19.11%) or 

more than 8 years (43 staffs/11.91%). By position of work, there are 310 employees (85.87%), 

40 are managers (11.10%), and 13 are head / vice department (3.03%). 

4.2. Measure the concepts in the research model 

All scales have the Cronbach's Alpha from 0.851 to 0.913 and the corrected items-total 

correlation of the scales is from 0.608 to 0.804. The exploratory factor analysis for variables is 

performed. The results removed the question: “I have the energy to accomplish my task” of the 

job design scale, due to weight difference factor < 0.3. The job design scale has only one 

component. As a result, three components (vitality, learning, job design) were extracted with a 

total variance explained of 67.68% (KMO = 0.921 > 0.5; Chi-square = 3726.190; df = 55; sig = 

0.000 < 0.05). For the employee work innovation scale, were extracted with a total variance 

explained of 60.12%.  

CFA method conducted with the components also showed that the measurement model 

achieved good correlation with the data (RMSEA = 0.056 < 0.08; CFI = 0.949; TLI = 0.942; GFI 

= 0.894; χ2 = 434.550; df = 203; p = 0.000). In addition, the standardized regression weights of 

all variables (from 0.806 to 0.879) is statistically significant (p = 0.000). (Appendix, Fig. 1a) 

4.3. Evaluation of structural relationships and hypothesis testing 

The results of the analysis of the effects and the test hypothesis are presented in Table 1. 
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Table 1. Results of test relationship between concepts 

Relationship 
Path coefficient T - 

statistic 
P-

value 
Results 

Not standardized Standardized 

Thriving at 
work  

 
Employee work 
innovation 

1.852 0.904 7.734 0.000 Accept 

Job design   Thriving at work 0.324 0.846 7.536 0.000 Accept 

χ2 (205) = 543.744 (p = 0.000); CFI = 0.926; TLI = 0.917; GFI = 0.873; RMSEA = 0.068. 

The results from Table 1 show the suitability of the model with data and both hypotheses 

H1 and H2 are supported. Accordingly, job design has a positive influence on the thriving of the 

employees (β =0.846) and explains 71.6% change in this factor. Next, thriving at work has a 

positive influence on employee work innovation (β =0.904; R2 = 81.8%). (Appendix, Fig. 1b). 

5. Discussion 

This study is an attempt to examine the effects of job design on the thriving at work of 

employees in Nha Trang hospitality industry. Research has focused on individual psychological 

processes ranging from perception of job requirements as well as worker autonomy in work, to 

the positive psychological state expressed by the ability survival and ability to learn in the 

workplace. That leads to employee work innovation. To our knowledge, no research has been 

conducted to examine the relationship between job design, thriving at work, and employee work 

innovation in in the context of tourism in Vietnam. 

Research results show the important role of job design. When the job is designed to include 

the challenge to the employee, reflected in the problem requirements, it will promote personal 

development, as well as the learning effort to get new knowledge and innovation. In addition, if 

work requirements are assessed as posing challenges, employees will have different approaches 

to focus on dealing with the problem of achieving the best performance. This result is consistent 

with previous studies (e.g, LePine et al., 2005). 

Thus, when properly designed work will create a positive environment for promoting 

employee thriving at work (through vitality and learning). It is also an environment in which 

employees can learn, accumulate knowledge and increase self-esteem as well as gain status, 

enthusiasm and vitality in their work. This finding is consistent with that of Carmeli & Spretizer 

(2009). 

Our findings further reinforce the role of workers, especially the staff directly in the 

tourism industry. They convey the values and mission of the organization to customers, the 

community and society. In order to be able to fulfill his or her role, service staffs need an 

environment that supports the sharing of knowledge, learning and stimulating positive 

psychological well-being, and full of energy in the workplace. 

6. Conclusion and implication 

Innovation plays an important role in business operations of the organizations. Our study 

was conducted to explore the relationship between employee work innovation and job design and 
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thriving at work. The results show the positive effects of job design in shaping the learning 

environment and the viability of workers in the workplace. From there, it will stimulate 

discovery, creativity and innovation in their work. 

Our findings have made certain contributions to better understanding, shedding light on the 

factors that affect employee work innovation, how employees can become more creative and 

stimulate innovation in work in the context of tourism business in Khanh Hoa. Specifically: 

First, it recognizes the important role of job design. While previous studies have supported 

the relationship between job design and learning and job readiness (e.g, Taris & Kompier, 2005), 

our study extends this idea in relation to innovation. This finding shows that job design 

characteristics are an important precondition for thriving at work and employee work innovation. 

Second, we find that thriving at work is positively correlated with employee work 

innovation. Thus, when workers have a mature job, it will stimulate them to innovate. Each 

research contributes to the field of organizational behaviour in different ways. Our research 

shows that thriving at work is an important intermediary step in promoting innovation in the 

workplace of workers. 

In addition to our theoretical contributions, our research provides practical implications for 

administrators. Employee work innovation can also be promoted through appropriate job design. 

Specifically, jobs with high levels of demand, and the creation of worker autonomy, will shape 

an environment that stimulates learning and thriving among workers, promotes the formation of 

new ideas and innovation. This implies that the business needs to set the standard of work value 

in accordance with the modern business environment. Specifically: (i) organization need to 

design work that creates self-reliance and challenge for employees, as well as builds a workflow 

that is consistent with the business environment and current human resources of the business, 

and (ii) Focus on establishing positive relationships in the workplace as well as encourages 

sharing knowledge, creating learning opportunities for employees. The result of these efforts is 

the effectiveness of the service, and a strong brand. In turn, branding is the key to attracting and 

retaining talented people. 

In addition to the results obtained, the research still has certain limitations. First of all, it is 

a representative sample of Khanh Hoa hospitality industry, not yet evaluated for each type or 

category of accommodation establishments. In addition, the number of concepts and correlations 

in the study is still limited. These limitations are suggested for further studies. 
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APPENDIX 

  

Fig. 1a: Verification of CFA components in 

the research model. 

Fig. 1b: Test modeling with SEM.  
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Abstract: This study attempted to investigate the effects of collectivism as an individual 

cultural value and leadership practices on employees’ organizational commitment of six 

commercial banks in Vietnam. The study used collectivism and the implementation of five 

leadership practices as the independent variables, the three components of organizational 

commitment as the dependent variables and employees’ personal factors served as controlling 

variables. The study utilized a quantitative method of research with questionnaires as the main 

data collection instrument. The findings of the study have revealed that the individual cultural 

value of collectivism positively, but to a marginal degree, affected the level of employees’ 

organizational commitment. Among five leadership practices, only the implementation of 

encourage the heart, positively, but to a marginal degree, influenced employees’ affective and 

normative commitment. The leadership practice of challenge the process had a negative impact 

on the employees’ affective commitment. The personal factors of employees did not have an 

impact on organizational commitment. The findings and conclusions of this study may be used by 

the leaders to create the favourable working environment, improve the relationship between 

leaders and followers and to increase organizational commitment.  

Keywords: organizational commitment, commercial banks, culture, leadership practices  

 

1. Introduction 

Organizational commitment is considered to be one of the most important work attitudes 

that gives direction to behaviour and binds a person to a course of action. When employees are 

committed, they did not tempt to look for other opportunities ( Lok, Wang, Westwood & 

Crawford, 2007). According to Porter and Mowday (1979) organizational commitment is gained 

when employees strongly believe in and accept the goals and values of an organization, when 

they are willing to do their utmost on behalf of the organization and to stay with the 

organization. Organizational commitment, serves as an important factor impacting several 

outcome variables including job satisfaction, work performance, turnover rate, leading to the 

higher level of achievement in many organizations. Organizations try to encourage commitment 
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in their employees in order to achieve stability and improve the efficiency of its human capital. 

Thus for organizations which want to retain the employees, it is important to recognize factors 

leading to higher organizational commitment.  

It can be seen that Vietnamese commercial banks are now facing the challenge of leaving 

of competent and experienced employees. In hard times, the banks want their skilled and talented 

staffs to stay on to share difficulties and exhibit strong commitment to serving customers for the 

business interest. A review conducted by PwC Vietnam in 2013 indicated that 38% of the 

banking workforce was ‘rookies’, or employees with less than two years’ tenure, and that the 

resignation rate was at 14% (PwC Vietnam, 2013). In 2014, the turnover rate was still at a high 

level of 13.6% (Towers Watson, 2014).  

In fact, the relationship between the cultural dimension of collectivism, leadership 

practices and organizational commitment have been studied by the researchers in various 

contexts over the years. However, there has been a limited amount of research in this field 

conducted in Vietnam. Furthermore, only few studies examining the collectivism and leadership 

practices in relation with employees’ organizational commitment have been undertaken in the 

context of the banking system of Vietnam. This indicates the necessity to make a contribution to 

fill the research gap in this area. Therefore, this study was undertaken to determine dominant 

supervisors’ leadership practices, the level of employees’ collectivism and relate those factors to 

the employees’ organizational commitment in the Vietnamese commercial banks. 

2. Literature review 

2.1. Organizational Commitment 

2.1.1 Basic concepts 

Although there are several conceptualization of commitment, they seem to reflect one of 

three general themes: affective attachment, perceived costs and obligation (Meyer & Allen, 

1987). For several authors, the term commitment is used to describe an effective orientation 

toward the organization. In the affective attachment approach, the most frequently mentioned 

definition of organizational commitment was evolved by Mowday, Steers and Porter (1979). 

They conceptualized organizational commitment as the relative strength of an individual’s 

identification with involvement in a particular organization (Mowday et al. 1979, p.226). 

According to Acar (2012) ensuring continuous and desirable work outcomes of employees lead 

to positive impact on organizational commitment of employees. In such circumstances, 

employees easily accept the organizational culture of the company. Le (2013) showed that 

dimensions of transformational leadership and employees’ trust in managers have a significantly 

positive influence on organizational commitment. In addition, Hoang and Duong (2015) reveal 

that contingent reward has a significant correlation with affective and normative commitment. 

Meanwhile, transformational leadership style was not found to have an effect on organizational 

commitment. 

Although above-mentioned views have been conceptualized from different perspectives, 

they reflect an employee’s strong belief in the goals and values of an organization as well as their 
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desire to contribute significantly to and become a part of that organization. Therefore, this study 

views commitment as “a force that binds an individual to a target and to a course of action of 

relevance to that target” (Meyer, Becker, & Van Dick, 2006, p. 666).  

2.1.2. A Three-component Conceptualization of Organizational Commitment 

In a model of commitment created by Meyer & Allen (1987) the three perspectives 

identified above were named ‘affective’, ‘continuance’ and ‘normative’ commitment, 

respectively. Affective commitment is a desire to take part in a particular organization, or an 

employee’s emotional cohesion and enthusiastic feeling for the organization. Continuance 

commitment refers to awareness in employees about the loss they will suffer if they leave an 

organization. Finally, normative commitment incorporates a sense of obligation to continue the 

work in an organization.  

2.1.3. Consequences of Organizational Commitment.  

The consequences that have been of particular interest to organizational behavior research, 

generally, are work performance and turnover.  

Work performance. It is noteworthy that previous studies reported positive correlations 

between commitment and work performance. Meyer and Herscovitch (2001), however, argued 

that since affective, calculative, and normative commitment reflected three different mind-sets, 

they would have distinguishable implications on the outcome behaviors. The desire to belong to 

the organization (affective commitment) might be the most likely to have a positive correlation 

with job performance.  

Turnover. The underlying assumption regarding turnover and turnover intention behaviors 

is that committed employees are less likely to leave. A great deal of attention has been devoted 

to the relationship between commitment and turnover. Taken together, the studies have provided 

strong support that such a negative relationship exists (Blau and Boal, 1989). Low commitment 

is a danger sign for turnover. The studies conducted by Dunham et al. (1994), Hackett et al. 

(1994), Meyer and Allen (1997) continued to support stronger relationship between turnover and 

affective commitment rather than continuance commitment.  

2.2. Culture 

Many definitions have been proposed to explain culture. According to Berry et al. (cited in 

Vincent, C & Candy, L. (2014)), culture is the shared way of life of a group of people. Culture is 

defined as learned beliefs, values, rules, norms, symbols and traditions that are common to a 

group of people. It is these shared qualities of a group that make them unique (Northouse, 2013). 

Hofstede (2010) identified four dimensions that he labeled power distance, masculinity- 

femininity, uncertainty avoidance, and individualism-collectivism. 

Individualism-collectivism. The nature of relationship between the individual and the 

group is broadly referred to individualism and collectivism. According to Hofstede (1984), 

individualism pertains to societies in which the ties between individuals are loose, people are 

expected to people look after themselves and their immediate families.  
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Collectivism 

Collectivism is defined as the extent to which the members of a society see themselves as a 

part of a group rather than isolated individual entity (Triandis, 1995). In a collectivist culture, the 

interest of the group prevails over the interest of the individual.  

Triandis (1995) summarized four key attributes of collectivists. First, collectivists describe 

themselves by their membership in various social groups (Markus & Kitayama, 1991). Second, 

they tend to subordinate their personal goals to group goals (Triandis et all., 1988) and sacrifice 

interests for the sake of collective interests when there are conflicts between personal interests 

and collective interests. Third, their behaviors are more driven by social norms, duties, and 

obligations (Bontempo & Rivero, 1992). Fourth, they pay more attentions to harmonious social 

relationships within the in-group, sometimes at the cost of task achievement (Kim et al. 1994). 

Given these attributes, collectivists are more likely to develop organizational commitment than 

individualists are. Group values, norms, and goals are important to collectivists. Therefore, 

collectivists are distintly possible to develop affective commitment to the organization. Based on 

the above argument, we propose the hypothesis that collectivist orientation has a positive 

relationship with organizational commitment. 

2.3. Leadership Practices  

Kouzes & Posner (2012) considered leadership practices as personal leadership 

experiences that are absolutely essential for heads to lead others to get extraordinary things in 

organizations. In their studies, Kouzes and Posner discovered that there was a fundamental 

pattern of leadership behavior that emerges more than 70% of the time when people are 

accomplishing extraordinary things in organizations. The leadership practices are: challenge the 

process, inspire a shared vision, enable others to act, model the way, and encourage the heart. Al-

sharafi & Rajiani (2013) found that most of the leadership practices have medium level of 

implementation in Yemeni Banks, except leadership practice of challenge the process which has 

low level of implementation. And at the same time employees reported a quiet high level 

organizational commitment and OCB. Meanwhile, Mitchell (2013) supported a positive 

relationship between five leadership and effective, continuance, and normative commitment. 

However, the study revealed a weak correlation between all five leadership practices and 

continuance commitment, especially low for the practice of challenge the process. 

There are two behaviours commitments for each leadership practice. A manager may use 

one, two or even three of the practices and behaviors described by Kouzes and Posner, but it is 

the star manager who utilizes all five practices and ten behaviors and becomes an extraordinary 

leader. 
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2.4. Conceptual Framework 

 

Figure 1: Conceptual Framework of The Study 

The conceptual framework of the study is shown in Figure 1. The independent variable is 

the collectivism of empolyees and five leadership practices of supervisors whether they are 

utilizing model the way, inspire a shared vision, challenge the process, enable others to act, 

encourage the heart. It is believed that leadership practices are the key determinant of the 

leadership process in bank management. The dependent variable is employees’ organizational 

commitment, which is reflected in three dimensions: affective, continuance and normative 

commitment. The employees’ personal factors which included gender, length of service, 

organization and position served as the controlling variables. 

2.5. Hypotheses of the Study 

In line with the statement of the problem and the research paradigm, the following null 

hypotheses were tested in the study: 

 H01: There are no significant effects of employees’ collectivism on their affective, 

continuance and normative commitment, controlling for employees’ personal factors. 

 H02: There are no significant effects of the leadership practice based on model the way 

on employees’ affective, continuance, and normative commitment, controlling for employees’ 

personal factors. 

 H03: There are no significant effects of the leadership practice based on inspire a shared 

vision on employees’ affective, continuance, and normative commitment, controlling for 

employees’ personal factors. 

Employees’ Profile in terms of 
            - Gender 
            - Length of service 
            - Organization 
            - Position 

Collectivism 
 

Model the way 
 

Inspire a shared vision 
 

Challenge the process 
 

Enable others to act 
 

Encourage the heart 
 

Affective commitment 

Continuance commitment 

Normative commitment 
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 H04: There are no significant effects of the leadership practice based on challenge the 

process on employees’ affective, continuance, and normative commitment, controlling for 

employees’ personal factors. 

 H05: There are no significant effects the leadership practice based on of enable others to 

act on employees’ affective, continuance and normative commitment, controlling for employees’ 

personal factors. 

 H06: There are no significant effects of the leadership practice based on encourage the 

heart on employees’ affective, continuance and normative commitment, controlling for 

employees’ personal factors. 

3. Research methodology 

3.1. Data colection 

The study used a quantitative method which determines the quatity or extent of 

phenomenon in the form of number. To gather necessary data, questionnaires were used in this 

study. Three sets of instrument were utilized: the Cultural Value Scale (CVSCALE) which is an 

adaption of Hofstede (1984) cultural values, Leadership Practices Inventory - Observer (LPI-O) 

of Kouzes and Posner (2012) and Organizational Commitment Questionnaire (OCQ).  

Collectivism as a cultural value orientation was measured at the individual level using six 

items in CVSCALE. The cultural dimension of collectivism was evaluated using a five-point 

scale: ‘5’ = ‘strongly agree’; ‘4’ = ‘agree’; ‘3’ = ‘neutral’; ‘2’ = ‘disagree’; ‘1’= ‘strongly 

disagree’.   

Leadership Practices were measured through LPI-O. The instrument consists of 30 

descriptive statements related to various behaviors of effective leaders. Each response to the 

items ranged a five-point scale, with (1) being “never” and (5) being “frequently, if not always”. 

There are five leadership practices, each of which contains two elements designed to define the 

actions the leaders takes in order to exemplify the leadership practice: (1) model the way by 

finding one’s voice and setting the example; (2) inspire a shared vision by envisioning the future 

and enlisting others;(3) challenge the process by searching for opportunities and experimenting 

and taking risks;(4) enable others to act by fostering collaboration and strengthening others, and 

(5) encourage the heart by recognizing contributions and celebrating the values and victories.  

OCQ which was developed by Meyer and Allen (1997) was utilized to measure the level of 

commitment that a banking employee feels towards his organization. The original questionnaire 

consists of 24 items which measured three components of organizational commitment: affective, 

continuance & normative. OCQ used a five-point Likert scale which includes the following 

options: ‘5’ = ‘strongly agree’; ‘4’ = ‘agree’; ‘3’ = ‘neutral’; ‘2’ = ‘disagree’; ‘1’= ‘strongly 

disagree’.  

The data were gathered, computed and analyzed using the Statistical Package for Social 

Sciences (SPSS), version 20.0. The statistical treatment such as frequency, descriptive statistics, 

means, standard deviation, multiple regression analysis was applied in describing and analyzing 
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the data of this study. The data were organized and presented in tabular form and some pie charts 

for descriptive analysis. 

Samples and Sampling  

Participants in the research were employees working in different branches of six 

Commercial Banks: Joint Stock Commercial Bank for Foreign Trade of Vietnam (Vietcombank); 

Vietnam Joint Stock Commercial Bank for Industry and Trade (Vietinbank); Bank for 

Investment and Development of Vietnam (BIDV); Military Commercial Joint Bank (MB); 

Vietnam Prosperity Joint Stock Commercial Bank (VP Bank); and Nam A Commercial Joint 

Stock Bank (Nam A Bank). The employees of six banks were purposively chosen because of 

some similarities among them. They held different positions in the banks’ branches and were 

based in diverse teams and departments, such as customer care, business, IT, credit officers, and 

transaction staff. One-third of the subjects was heads of departments or divisions.  

The number of females was substantial (67%), with the number of male employees slight 

(33%). They were graduates, with university degrees in economics, finance, and banking, and 

had worked for the banks for 3 to 10 years. All participants answered the questionnaire in their 

free time, at home or in the office. Each participant was  given an envelop with the postal 

address of the researcher and asked to give back the answers to the researcher in a sealed envelop 

or via email. The questionnaires (in both paper and electronic format) were given to 450 

employees. Eventually, 390 responses were received, showing a response rate of 87%. 

Ultimately, there were 375 valid responses among received ones, on the basis of which the data 

analysis was conducted. 

3.2. Measurement Test 

Reliability Test 

The validity and reliability of the  study’s  data  collection  instruments  were  both  tested.  

First, Cronbach’s  alpha  was  used  to  check  reliability of collectivism variable in CVSCALE, 

and other variables in LPI-O and OCQ. In the results, the Cronbach’s alpha value of collectivism 

was .815, indicating a high level of reliability. In addition, the item-total correlation yielded 

values of more than 0.4 for all items, indicating a very good discrimination. 

The Cronbach’s alpha values for the five dimensions of Leadership Practices in the LPI-O 

ranged from .74 to .84. In addition, the item-total correlation for all the items in the LPI-O 

exceeded the values of .30, which is a criterion for acceptability. It can be concluded that values 

showed satisfactory reliability for the five leadership practices in the LPI-O. So the questionnaire 

was considered to be reliable to measure leadership practices of managers.  

The results for three components of organizational commitment: For the first data 

analysis, nine (9) items (out of 24) in the OCQ coding as O1, O2, O3, O7, O9, O16, O20, O22, 

O23 were eliminated because their item-total correlation did not achieve a satisfactory level of 

more than .03.  After eliminating these variables, a total of 15 reliable items was remained to 

measure organizational commitment. After a series of item-selection procedures, high level of 
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reliability, ranging from .787 to .818, was gained for three components of commitment. It can be 

noted that the measure instrument of organizational commitment in this study was considered to 

be reliable.  

Validity Test 

The validity of the scale was tested using Exploratory Factor Analysis (EFA), which is a 

cluster of common methods used to explore the underlying pattern of relationships among 

multiple observed variables. The results show that the items have been placed in the same 

categories as presented in the original instruments. All items in collectivism dimension loaded 

over .50 on a single factor. This factor also had an Eigenvalue of 3.145 and explained 42, 41% of 

the total variance. After eliminating 9 items in the OCQ because of the weak item-total 

correlation (less than 0.3), factor analysis was conducted for 15 remaining items. All of the 

items, loading over .65 (except for O4 variable) on three factors which explained 71,11% of total 

variance. a 30-item scale of five leadership practices factors highly loaded over .50 on the 

appropriate factors as in the original LPI-O of Kouzes and Posner (2012).  

These five factors gained Eigenvalues of 2.693 and for model the way, 3.165 for inspire a 

shared vision, 2.802 for challenge the process, 2.994 for enable others to act and 3.385 for 

encourage the heart, exceeding a satisfactory level of 1. Five distinct factors emerged in the 

sample and cumulatively these five factors explained 59.33% of the total variance.  

To sum up, the reliability of the questionnaires was tested using Cronbach’s values and 

their validity was tested using Exploratory Factor Analysis (EFA). The results of the test showed 

that the collectivism dimension in CVSCALE, LPI-O and OCQ exhibited appropriate reliability 

(high internal consistency) and validity (content, construct). This supported the decision to make 

use of three sets of questionnaires to measure collectivism at the individual level, leadership 

practices and organizational commitment in Vietnamese commercial banks. 

4. Results  

Multiple regression is generally used to explain the relationship between multiple 

independent or predictor variables and one dependent or criterion variable. In this rearch, 

Stepwise Multiple regression analysis was used to determine whether the independent variables, 

including the employees’ collectivism and five dimensions of leadership practices effect three 

components of organizational commitment. Regression analyses were used to determine whether 

the independent variables, including the employees’ collectivism and five dimensions of 

leadership practices effect three components of organizational commitment. Following are the 

resulting equations as well as the discussions of the abovementioned multiple regression 

analyses. 

4.1. The Effects of Collectivism and Five Leadership Practices on Affective Commitment  

Table 1 presents the standard multiple regression analysis of collectivism, five leadership 

practices and effective commitment. The regression equation appears to be significant as 

indicated by the F value of 3.544 at p< .05. The R2 value of .381 indicates that 38.1 percent of 
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the variance in the dependent variable can be jointly explained by the independent variables. 

Thus, the independent variables included in the regression equation can predict to a significant 

degree the variations in the dependent variable, which is the level of affective commitment. 

Table 1. Regression Analysis of Collectivism and Leadership Practices  

on Affective Commitment 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients t Sig. 

B Std. Error Beta 

(Constant) 2.013 .186  10.797 .000 

Model the way .049 .058 .062 .840 .401 

Inspire a shared vision -.084 .052 -.119 -1.626 .105 

Challenge the process -.167 .066 -.202 -2.543 .011 

Enable others to act .089 .053 .110 1.688 .092 

Encourage the heart .285 .063 .363 4.508 .000 

Collectivism .188 .043 .237 4.359 .000 

Gender .045 .055 .040 .818 .414 

Organization -.053 .056 -.049 -.948 .344 

Position .041 .068 .031 .600 .549 

Length of service .019 .058 .017 .321 .748 

R= .425  R Square= .381  F=3.544  Significance of F at .05 

It can be realized from the data that collectivism as a cultural orientation value came out to 

be statistically significant at p < .05. The unstandardized regression coefficient, B of .188 and the 

standardized Beta coefficient of .237 of collectivism were both statistically significant at p < .05. 

The B coefficient of .188 means that when the collectivism changes by one unit, affective 

commitment changes by .188 units. In the same way that Beta coefficient of .237 means that 

when affective commitment changes by one standard deviation unit, collectivism changes by 

.237 standard deviation units. This results implies that employees’ collectivism positively affects 

their affective commitment. 

A further look at the data would reveal that the leadership practice of encourage the heart 

and challenge the process came out to be statistically significant at p < .05. While the B 

coefficient of .285 implies that encourage the heart positively affects the employees’ affective 

commitment, the B coefficient of -.167 of challenge the process means employees’ affective 

commitment would decrease given an increase in the extent of challenge the process 

implementation..  

With regards to the profile of employees, it can be seen that there was no personal factor 

that can predict organizational commitment of employees, because significance is more than .05. 

4.2. The Effects of Collectivism and Five Leadership Practices on Continuance 

Commitment  

The results in Table 2 indicate the standard multiple regression analysis of collectivism, 

and five leadership practices and continuance commitment. The regression equation appears to 
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be significant as indicated by the F value of 7.017 at p< .05. The R2 value of .303 indicates that 

30.3 percent of the variance in the dependent variable can be jointly explained by the 

independent variables.  

It can be recognized that none of the personal factors of employees affected organizational 

commitment. Similarly, none of leadership practices were found to have an effect on 

organizational commitment. However, the results presented in table 15 reveal that collectivism, 

as a cultural orientation value emerged as statistically significant at p < .05. The unstandardized 

regression coefficient, B of .245 and the standardized Beta coefficient of .297 of the collectivism 

dimension were both statistically significant at p < .05. This result implies that collectivism 

positively affects the employees’ continuance commitment. 

Table 2. Regression Analysis of Collectivism and Leadership Practices  

on Continuance Commitment 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients t Sig. 

B Std. Error Beta 

(Constant) 2.424 .203  11.945 .000 

Model the way -.077 .063 -.094 -1.217 .224 

Inspire a shared vision -.033 .056 -.044 -.580 .562 

Challenge the process .122 .072 .142 1.708 .088 

Enable others to act .093 .057 .110 1.616 .107 

Encourage the heart -.086 .069 -.105 -1.252 .211 

Collectivism .245 .047 .297 5.223 .000 

Gender .056 .059 .049 .950 .343 

Organization -.091 .061 -.081 -1.504 .134 

Position .118 .074 .086 1.594 .112 

Length of service -.029 .063 -.025 -.461 .645 

R= .320  R Square= .303  F=7.017  Significance of F at .05 

4.3. The Effects of Collectivism and Five Leadership Practices on Normative 

Commitment.  

Table 3 depicts the standard multiple regression analysis of collectivism as a cultural 

dimension, five leadership practices and normative commitment.  
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Table 3. Regression Analysis of Collectivism and Leadership Practices  

on Normative Commitment 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients 

t Sig. 

B Std. Error Beta 

(Constant) 

Model the way 

Inspire a shared vision 

Challenge the process 

Enable others to act 

Encourage the heart 

Collectivism 

2.333 .113  20.564 .000 

-.006 .035 -.012 -.160 .873 

.005 .032 .012 .166 .868 

-.038 .040 -.075 -.961 .337 

-.036 .032 -.072 -1.131 .259 

.134 .039 .275 3.469 .001 

.177 .026 .362 6.760 .000 

Gender -.034 .033 -.049 -1.010 .313 

Organization -.041 .034 -.062 -1.209 .227 

Position -.001 -.042 -.011 -.019 .985 

Length of service -.017 .035 -.024 -.475 .635 

R= .453  R Square= .406  F=5.864  Significance of F at .05 

It can be seen from that data that the cultural value of collectivism and encourage the heart 

were discovered to statistically significant at p=.000<.05. The unstandardized regression 

coefficient, B of .177; .134 and the standardized Beta coefficient of .362; 2.75 respectively  

imply that collectivism and encourage the heart positively influence the employee normative 

commitment.  

The significance values ( P values) for personal factors ranged from .227 to .985. So it can 

be concluded that gender, organization, length of service and position turned out to have no 

impact on organizational commitment. 

5. Discussion 

The results clearly indicate that there is a relationship between collectivism and three 

components of organizational commitment, namely affective, continuance and normative 

commitment.  First of all, the positive influence of collectivism at the individual level on 

affective commitment could be explained by the following arguments. In this study, the 

employees of the banks appear to be at the collectivist side and expressed a high collectivistic 

orientation. Influenced by a collectivist culture, the employees of this study tend to appreciate 

being part of a group, have a stronger striving for belongingness to a community, fulfill these 

emotional needs for attachment and develop a close relationship with their organization. 

Furthermore, as employees with a high collectivist orientation, they take an interest in group 

values and norms, adopt organizational values and regulations within the bank context, and link 

organizational commitment to personal gains. Therefore, these behaviors of the bank employees 

eventually have contributed to the development of their affective commitment to the 
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organization. Based on the above arguments, it can be concluded that collectivism has a positive 

relationship with employees’ affective commitment. 

With respect to the relationship between a cultural dimension of collectivism and 

continuance commitment, it can be seen that there are several explanations. As previously 

stated, continuance commitment refers to calculations, including costs, investments and 

payoffs. Recent investments or unattractive alternatives are important rationales that 

employees with continuance commitment consider when leaving the organization. It is argued 

that in this research employees appeared to be collectivistic and put an emphasis on close 

relationships with other people in the organization. They probably invested time and efforts to 

build and maintain intensive and satisfactory social relationships. These investments would be 

lost, and gains like status and security would be sacrificed, when changing the organization. 

Rebuilding a new adequate social framework in another company requires collectivistic 

employees to devote time and efforts, which as be considered as a cost. Moreover, employees 

with a collectivist orientation are willing to give up individual goals in order to make the group 

successful. Clugston et al. (2000) have argue that neglecting personal needs and goals is 

experienced as a cost, and it is not possible to transfer such costs to another company. Based 

on these arguments, the positive influence of collectivism as an individual cultural value on 

continuance commitment has been confirmed. 

One possible explanation for the influence of collectivism on normative commitment is 

that in collectivistic societies, interpersonal relationships are regulated through norms and duties. 

In the case of organizational commitment, this entails moral obligations by the family or wider 

community to stay in an organization, regardless of personal feelings.  As previously discussed, 

the bank staffs appear to exhibit a high degree of collectivism which is laden with cultural values 

of duties and obligations to the group. Their feelings of obligation and duty to stay in an 

organization, which are characteristics of normative commitment, result from the internalization 

of societies’ values and beliefs. Having internalized and accepted group-related norms of moral 

duty, the employees of the banks feel more obligated to stay in an organization. The value of 

respecting commitment, responsibility, and reciprocity in collective culture creates more 

normative pressure for employees to share tasks with their group members and feel committed to 

remain in their organizations. 

The results of regression analysis previously indicate that the participants perceived the 

great extent of the leadership practice implementation. To put another way, the supervisors of the 

banks frequently engage in five leadership practices, including model the way, inspire a shared 

vision, challenge the process, enable others to act, and encourage the heart. However, looking 

closer into each dimension of leadership practices, it can be seen that there is a positive 

correlation between two perceived leadership practices of managers and the subordinates’ 

organizational commitment. In particular, the leadership practice of encourage the heart has 

been found to have a significantly positive influence on affective and normative commitment, 

whereas challenge the process has been found to have a negative relationship with affective 

commitment. The possible explanations for these findings are presented below. 
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As discussed in the previous section, the respondents perceive encourage the heart as the 

most outstanding leadership practice. The leaders’ behaviours associated with the praise others 

for a job well done; creative rewards for contributions and public recognition of others are highly 

appreciated and supported by their employees. It can be inferred that the bank leaders of the 

study seem to understand their subordinates very well, knowing that the members need to share 

in the rewards of their efforts. The employees may work more efficiently if their efforts are 

appreciated by the supervisors. That’s why the leaders regularly show appreciation for staffs’ 

contributions and find creative ways to ensure that their contributions were noted. They do 

celebrations and rituals with authenticity and from the heart, so they can build a strong sense of 

collective identity and community that can draw people forward. In other words, by paying 

attention, offering encouragement, personalizing appreciation, and celebrating people’s 

accomplishments publicly in group settings, these leaders create, stimulate and rekindle team 

spirit. Thus, employees feel that they are important and valuable assets of the organization. As a 

result, the employees feel employees more committed and obliged to the bank and put in more 

efforts for its success. Considering these arguments into consideration, the fact that the 

leadership practice of encourage the heart is positively related to affective and normative 

commitment may be easily understandable. 

The finding surprisingly arrives at a significantly negative relationship, between the 

leadership practice of challenge the process and affective commitment of the staffs of 

Vietnamese commercial banks. That means, the subordinates’ affective commitment decreases if 

the leaders engage more frequently in the practice of challenge the process. Although managers 

of three banks exhibited a high extent of engaging in the practice of challenge the process, it did 

result in the decline of affective commitment among subordinates. The explanation for this 

finding should be viewed in terms of the leaders’ perspectives and employees’ notions. On the 

part of the banks leaders, they frequently engage in the practice of challenge the process by 

searching opportunities to improve and get new products, processes, services, and systems 

adopted. Leaders know well that extraordinary outcomes can not be achieved by keeping things 

unchanged. Therefore, these leaders always encourage their subordinate to think out of the box, 

and take the initiative in improvements. They also support their subordinates to accept the 

challenges in their works, including experiments, risks, and even failures. 

On the part of employees, it can be seen that banks’ employees always work in a highly 

competitive environment; they feel stressful all the time when fulfilling their tasks and 

responsibilities in the banks. Although the subordinates are encouraged to confront with 

challenges in innovative ways by their leaders, they can not and do not like to work under 

challenges. Another reason may be due to the fact that Vietnamese culture is characterized by 

stability.  Like many other Vietnamese people, the bank staffs prefer stability, so they do not 

want to think out of the box, accept the challenges in their works and take risks. Living in a 

country with a low level of social and economic development, the employees do not get used to a 

highly competitive workplace in which changes, experiments, and innovation are encouraged. It 

is argued that the high pressure of the working environment combined with the requirement of 

changes derived from leaders make the employees frightened and unconfident, thus leading to 
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the decrease of affective commitment. There is an assumption that the employees of these 

commercial banks will feel stronger desire to stay with the workplace if they work in a stable 

environment.  It is suggested that it will be better if supervisors make sure that the extent of 

change isn’t very large. They should generally approach change and innovation through 

incremental steps and small wins. Little accomplishments, when piled on top of each other, may 

build confidence. By so doing, they probably strengthen employees’ affective commitment to the 

long-term future. 

The results from the Regression Analysis show that there is no statistically significant 

relationship between five leadership practices and continuance commitment. As presented 

before, the supervisors’ prevailing practices were model the way, enable others to act and 

encourage the heart. In particular, it is assumed that the leaders engaged in these desirable 

leadership practices with the aim to create favourable conditions for their subordinates. 

However, the employees did not seem to recognize the value of the positive conditions created 

by such leaders, might seek other opportunities to leave. This can be explained by the fact that 

Vietnamese tend to be practical and flexible. These characters have been formed in the light the 

rice-water civilization and the fight against the harsh natural phenomenon. Focusing on direct 

and short-term benefits, they might not see any benefits when working with their leaders who 

display such positive leadership behaviors. To put another way, bank employees did not notice 

that the cost of the desirable environment created by leaders would be lost if they decided to 

leave the organization. That’s why managers of six commercial banks implemented to a high 

extent all leadership practices, it did not lead to continuance commitment among subordinates. 

Another argument is that the conceptual link between leadership practices and continuance 

commitment has been more complex and differed depending on the strength of the other two 

components that is affective and normative commitment. Taking into account the strength of 

these two components, it can be seen that the correlation between the leadership practices of 

challenge the process and encourage the heart and affective and normative commitment was 

weak (0.3< r <0.5). So the zero-relationship between five leadership practices and continuance 

commitment is obvious. The result is consistent with literature research, which reported only the 

zero-order correlation between leadership measures and continuance commitment (Jackson,  

Meyer & Wang, 2012). To sum up, the only one leadership practice of encourage the heart has 

been found to have a significantly positive influence on affective and normative commitment. 

The leaders’ engagement in challenge the process was believed to have a positive impact on 

affective commitment, turned out to have a negative effect. The remaining leadership practices, 

including inspire a shared vision, enable others to act and model the way do not affect three 

components of commitment. These findings are, to some extent, in contrast with most of 

literature review, which reveals that there is a positive link between five leadership practices and 

three components of organizational commitment. 

Employees displayed a moderate level of commitment to the banks. This  may be the 

explanation for the fact that personal factors came out to have no impact on organizational 

commitment. Whether the participants were in the state of being males or females; whether they 



305 

were managers or staffs; whether they worked in state-owned and joint stock commercial banks 

for long time or short time did not make them show more commitment to their work place. 

6. Conclusions  

The study has examined leadership practices of managers, personal profiles, collectivism 

and organizational commitment of employees working in six commercial banks of Vietnam. The 

major findings show bank managers, to a great extent, engaged in five leadership practices, 

including model the way, in spire a shared vision, challenge the process, enable others to act, and 

encourage the heart. Among these leadership practices, enable others to act and encourage the 

heart were the most outstanding practices.  

With regard to the employees’ collectivism and organizational commitment, the finding 

indicates that employees working at Vietnamese commercial banks appeared to be at the 

collectivist side and expressed a high level of collectivism. However, they exhibited the average 

level of affective, continuance and normative commitment. It is suggested that Board of 

Management of three banks need to find out the reason why their employees were not highly 

committed to the banks. The leaders also need to think of the ways to retain employees and 

increase their commitment.  

The only one leadership practice of encourage the heart has been found to have a 

significantly positive influence on affective and normative commitment. The leaders’ 

engagement in challenge the process was believed to have a positive impact on affective 

commitment, turned out to have a negative effect. The remaining leadership practices, including 

inspire a shared vision, enable others to act and model the way did not affect three components 

of commitment. These findings are, to some extent, in contrast with most of literature review, 

which reveals that there is a positive link between five leadership practices and three components 

of organizational commitment. 
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Abstract: In the rise of the Industry 4.0, Blockchain technology has gradually gained 

prominence in various industries such as banking, agriculture, healthcare, etc. Blockchain 

provides a platform and new structure for managing health information by digitalizing medical 

records, allowing individuals to own their health records. However, the application of 

Blockchain technology in health care management in general and health information 

management in particular is still new to the majority of health organizations as well as to the 

societies. Thus, the purpose of this paper is to provide a model for managing personal health 

records on mobile devices such as smartphones, iPads and tables with Blockchain technology 

and Cloud Computing. Moreover, in this study, we develop a new software “Chartnotes 1.6.2” 

and put it into application in medical information management. 

Keywords: BlockChain, PHR, Blockchain Application, Clouding, ChartNotes 

 

Introduction 

Health is a precious asset for every human being; therefore, preventive health care plays a 

very important role. Since 1945 in Vietnam, the government has always considered health care 

as one of the top priorities. Article 47 of the 1980 Constitution of Vietnam states that "the State 

shall care for the protection and improvement of the health of the people ... combining 

prevention with treatment and taking prevention as the main priority." In 2018, the Ministry of 

Health requires cities and provinces to allocate budgets for healthcare according to regulations: 

To reserve at least 30% of the budget for preventive health care1. However, in reality there are 

still many problems and challenges in providing care and improvement of people's health. 

                                                 
1 http://hanoimoi.com.vn/Tin-tuc/Suc-khoe/902615/danh-toi-thieu-30-ngan-sach-chi-cho-y-te-de-bao-dam-

cong-tac-y-te-du-phong. 
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Together with the efforts of the State and the Ministry of Health, everyone should also take 

care of his or her own health, and actively gain knowledge about preventive health care. In order 

to keep track of the history of disease prevention and treatment, it is necessary to store 

information related to the health of each individual and family. 

In the past, personal health information was stored manually in a variety of ways: (1) write 

basic information in health notebook, (2) store documents from medical examination, ultrasound 

results, health tests, prescriptions, etc. in files. These storage methods has many disadvantages. 

For instance, it is difficult to track the history of health care; searching time increases; medical 

records are not always available when needed, might been lost or damaged over time, ... 

With the development of technology in recent years, paper medical records have been 

replaced by electronic records in different forms such as electronic medical records (EMRs), 

electronic health records (EHR) and Personal Health Record (PHR)2. Individuals can use PHR to 

manage and store basic health information such as: health status, family health history, blood 

type, vaccination record, medicines taken, test results, etc. Both health care providers and users 

can create a new PHR account. Individuals may choose the information they need to share with 

the doctor when needed. PHR has empowered individuals to actively participate in prevention, 

treatment and improvement of their health. 

Besides advantages from PHR, it is also necessary to address the issue of the privacy of 

personal health information. The research question for this study is to choose the technology that 

can assist users to store their health records confidentially and to share easily with related parties 

when needed. 

Our primary research objective is to provide a PHR management solution that records 

health history on mobile devices in a simple, convenient and easy to share way. The scientific 

contribution of this study is to provide a PHR management model on mobile devices (such as 

smartphones, iPads and tablets) based on Blockchain technology, cloud computing and data 

encryption. Our proposed model is ChartNotes which means the collection of documents related 

to personal medical records such as medical records, prescriptions, insurance cards, etc. 

Based on this model, we have built the ChartNotes 1.6.2 application to help individuals 

manage their personal health records as well as their family members’ in a simple and 

convenient way on smartphones or iPads. It also allows users to share their medical records with 

family members, their personal doctors or drugstores. 

In this research, we have applied a system approach to business problem solving with 

information technology in combination with an information system-related literature review as 

the most appropriate methodology. 

In addition to introduction and conclusion, this paper is structured into three sections: (1) 

Blockchain application for personal health records management, (2) Personal healthmanagement 

model on mobile devices and (3) Personal health records management software Chartnotes 1.6.2. 

                                                 
2 http://ed-informatics.org/healthcare-it-in-a-nutshell-2/emr-vs-ehr-vs-phr/ 
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Apply Blockchain technology in personal health records management 

Blockchain and its applications 

Blockchain was invented by Satoshi Nakamoto in 2008. It incorporated two technologies 

that had been around for decades, cryptography and distributed computing. The ingenuity of 

blockchain was in how these technologies were combined to create a decentralized community 

that can interact without the need for mutual trust. Instead of trusting centralized agents like 

banks or governments, blockchain participants trust the mathematics of the blockchain 

To summarize what we know so far: (1) A blockchain is a ledger of all transactions between 

participants; (2) the ledger is maintained by a group of the participants, known as verifiers, who store 

the ledger and create blocks of the transactions to add to the ledger as new transaction occur; (3) The 

block are linked in a chain by each new block referencing the previous block; (4) The ledger is public 

in that all participants can see it; (5) The ledger can’t be lost since many or all participants have a 

copy; and (6) All copies of the ledger are kept in sync by requiring a consensus of at least a majority 

of the verifiers before a block can be added to the chain. 

Blockchain has the following characteristics: (1) Decentralized management; (2) High 

security; (3) Immutable: No rights to change content; (4) Secure data storage, regardless of 

computer data storage as it is stored on different distributed machines. A broken machine does 

not affect the data (Bach nguyen, 2018), and (5) Transparency 

The first practical application of blockchain technology was Bitcoin. However, Bitcoin 

cryptocurrency is not the only solution that uses Blockchain technology (Jesse Yli-Huumo et.al).  

Besides Bitcoin, Blockchain is also applied in many other areas including state 

management, banking management, health care management, supply chain management, etc.It 

brings many benefits such as costsaving, time savings, and counterfeit prevention. According to 

Chris and Vaziti (2018),Blockchain technology can reduce cost of financial reporting by 70 %, 

compliance by 30-50 %, centralized operations by 50%, and business operations by 50% as a 

result of transparency, better control, and elimination of intermediary procedures. 

Applying Blockchain technology in everyday life is one of current choices for many 

countries, organizations and individuals. The United States and Japan have recognized this 

technology and established related law and regulations. Estonia is one of the first countries to 

apply Blockchain technology at state level. The Estonian government has built an ecosystem of 

public services based on Blockchain technology (e-identity, e-Court, e-Police, e-Healthcare, e-

Vote, e- e-School) (Cris and Vaziti, 2018). 

In Vietnam, large businesses, startups and retail investors are very interested in Blockchain 

technology. In 2017,Vietnam has more than 430,000 open source projects and more than 30 startups in 

Blockchain area. As of December 2017, keyword search volume related to blockchain and 

cryptocurrency in Vietnam has doubled over the same period in 2016 (Infinity Blockchain Labs, 2018). 

There have been many studies on blockchain. Yli-Huumo et al. (2016) extracted 41 

primary papers from scientific databases and showed that “focus in over 80% of the papers is on 
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Bitcoin system and less than 20% deals with other Blockchain applications including e.g. smart 

contracts and licensing.” Their Research showed that “Blockchain as a research area is a very 

recent and new one” and “an increasing number of publications each year, which suggests also a 

growing interest in Blockchain technology.” 

In Section 1.2, we focus on the study of Blockchain technology’s application in medical 

records management. 

Research related to Blockchain technology’s application in medical records management 

Although health facilities have used many modern technologies to improve medical 

examinations and treatment as well as lower cost and time for patients, it is still not convenient to 

access and share medical information with patients. There are several practical applications and 

research that address Blockchain technology for secured storage and share of medical records. 

In studies related to medical records management (EHRs) using Blockchain, most 

authors agree that Blockchain technology is a good solution to address the shortcomings of 

current medical records management systems as analyzed above. These studies focus on the 

following issues: 

- Research on potential application of Blockchain in maintenance, security and sharing of 

medical records: Bach Nguyen (2018) analyzed the potential applications of Blockchain 

technology in the health sector with the goal of maintaining and securing medical records. 

Carrnadin A. (2018) assessed the potential of Blockchain technology to overcome barriers in 

using EHR for Ontario's health care system. 

- Proposed solutions for the development of blockchain-based medical record systems: 

Drew Ivan (2016) proposed the implementation of a blockchain-based health care profile system: 

The EHR and other record keeping systems will encrypt and send transactions containing patient 

care materials such as meeting, prescription, family health history, etc. to the public health 

blockchain. These transactions contain data such as digital signature from the contributor, the 

origin of the traces, and the blockchain ID of the patient as the receiver of the transaction. Once 

the data is stored in the blockchain, the patient will use web or mobile application to view their 

blockchain content and be able to revoke or provide access to specific parties. He points out that 

blockchain-based medical record system meets all the expected standards of a medical record 

keeping system, and it goes beyond what a traditional system can do as it improves patients’ way 

to access their records and enhances security against data breaches.  

- Propose solutions to access electronic medical records based on Blockchain technology: 

Arlindo F. da Conceic¸ao et al (2018) proposed the implementation of a large-scale information 

architecture to access Electronic Health Records (EHRs) based on Smart Contracts as 

information mediators.  Their research has explored the main health care scenarios of health care 

coordination and management information and has proposed an architecture for secure data 

exchange. In their proposed architecture, all data is owned by the patient. The architecture is 

based on blockchain technology and well-diffused cloud storage services for improved security, 

usability, fault tolerance and improved reliability. This architecture is flexible to cater for 
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technical and ethical considerations. It provides the right means to clearly look at each of these 

issues and contribute a step towards their solution. 

- Proposed solutions to share medical information based on Blockchain technology:Cyran 

M. A (2018) shared the solution for a blockchain system that supports the secured exchange of 

data with the addition of cryptographic algorithms that enforce the privacy of transactions. This 

solution is designed specifically for data sharing across EHR systems, which “enables user and 

group-based data sharing, is fully containerized and deployable across multiple hospital IT 

infrastructures and is designed as a platform solution utilizing a distributed microservice 

architecture that can be scaled depending on deployment requirements.”Lok D. et al. (2017) 

presented the 'sensor lab' information system architecture for small clinics that includes sensors, 

a secured blockchain cloud to link the sensors and transmit data, and an electronic health record 

(EHR) analytics tool to evaluate patients’ health conditions. 

In addition to the above studies, we should also mention Medical and Patientory solutions. 

Medicalchain is a platform that uses dual blockchain structure including Hyperledger Fabric and 

Ethereum blockchain which allow users to keep their medical information in the diagnostic 

system. Patientory is a system that provides Blockchain solutions in the medical field. The 

system assists health care organizations to store and transmit data safely through the Ethereal 

Intelligence Agreement and cybersecurity that enables doctors to enhance patients’ participation 

in improving health. 

However, these studies and solutions related to medical records management are mainly 

focused on the management, confidentiality and sharing of medical records inside a health care 

organization or among different health care organizations while patients’ access to their medical 

records still depends on medical organizations’ permission. 

With the goal of enabling individuals to manage their health records, we focus on 

providing solutions that support a person to manage PHR on mobile devices based on 

Blockchain and clouding technology for the following reasons: 

1) The number of Internet users in Vietnam is increasing: November 19th, 1997 is the first 

day that Vietnam connects to the global Internet. The number of internet users has grown rapidly 

over the years from 804,528 in 20033 to 55,190,000 in 20184. Internet has become a popular 

media in Vietnam according to a Net Index survey in 2011. 

2) The number of people using mobile devices in Vietnam increases rapidly: According to 

Nielsen Vietnam’s smartphone user’s behavior report, the proportion between smartphone users 

and feature phones users in 2017 is 84%, and this ratio in major cities tends to increase over the 

last 15 years (2012-2017)5. Thus, it is convenient to build a personal health record management 

application running on iOS and Android platforms. 

                                                 
3 https://vi.wikipedia.org/wiki/Internet_t%E1%BA%A1i_Vi%E1%BB%87t_Nam#cite_note-Stalista-

10,Accessed on 12/8/2018. 
4 https://www.statista.com/statistics/369732/internet-users-vietnam/, Accessed  on 12/8/2018. 
5 http://www.nielsen.com/vn/vi/insights/2017/nielsen-smartphone-insights-2017.html, Accessed  on 

12/8/2018. 
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3) Cloud computing is an emerging technological trend based on the Internet to meet the 

needs of users: Big computing resources such as software and services are located at virtual 

servers (clouds) on the Internet instead of in personal or office computers (terrestrial) for people 

to access whenever they need it. The majority of Internet users have access to popular cloud 

services such as e-mail, photo albums and digital maps6. Personal health record management 

software also needs to use this technology so that mobile devices users will be able to access his 

or her personal health information whenever and wherever there is an Internet connection. 

4) Blockchain technology meets the security and privacy standard for individuals to 

manage their health information: By using this technology, individuals can keep their personal 

health information and records safely. It can be accessed anywhere on mobile devices and allow 

individuals to share necessary information to their doctors and relatives when needed. 

ChartNotes Model 

This section presents an overview of structure and explains each part of the ChartNotes 

model. 

Overview of the ChartNotes model 

ChartNotes is built with the objective of helping individuals to store their health records 

safely, securely, conveniently, accessible at all times, and sharable as needed. 

The ChartNotes model is shown in Figure 1 and can be described as follows: 

 

 
 
 
 
 
 
 
 
 

Figure 1: ChartNotes Model 

In which: 

- Input: Input data is entered into the ChartNotes system through mobile devices such as 

iPad, smartphone, etc. Users can enter data as text by typing directly or import images of paper 

records by taking pictures or choosing from albums, or record voice by mobile devices. 

- Storage: Users can choose to store data locally on their devices. In this case, if the device 

is broken, data information will be loss completely. Thus, the solution that ChartNotes expects 

users to choose is to store data and synchronize data among devices or users by Cloud 

Computing and Blockchain technology. Each user will have a set of keys (public key and private 

key) for use in the process of encrypting, storing, and exchanging data. Each time new data is 

                                                 
6 https://vi.wikipedia.org/wiki/Dientoan dam may, Accessed  on 12/8/2018 
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entered, the system will recognize and create datablocks to store and synchronize through the 

cloud. These datablocks are always encrypted by Blockchain technology and undistorted. Each 

medical record is a Booklet, and user

stored, synchronized and shared independently.

- Outputs: The output data is information related to health profile that the user needs to 

use. This information may include blood type, history of vacci

treatment, information about medical facilities, information about doctors, pharmacies, insurance 

cards, etc. This information may be shared with family members, private physicians, medical 

facilities, insurance providers, pharma

to aggregate information and share a specific profile. Information about personal medical records 

can be shared directly with those who are using the ChartNotes system or printed or exported to 

a PDF file for sharing. 

Model structure 

Chartnotes 1.0 has been launched since 2015, allowing users to store data locally on their 

device or back up their data on Cloud. Over time, the author realizes that medical information 

needs to be kept safe and confid

Moreover, personal health information is valuable when it can be shared with health 

professionals when needed in order to maximize the usefulness of information. Thus, the author 

introduced a new ChartNotes model, using Blockchain technology to change the way it stores, 

synchronizes and shares data. Therefore, users can share information accurately to the right 

people as well as manage and take control of their health information.

Figure 2:  Architecture of the ChartNotes model using blockchain technology

Figure 2 illustrates ChartNotes’ model architecture using Blockchain technology. This 

model uses Blockchain technology including encryption, distributed computing, as well

way they work together. Users’ data will be divided into datablocks and securely stored in the 

Cloud. These data blocks are fixed and unalterable. Each user will have a symmetric key pair. 

Public keys are stored publicly in the cloud so that other 

case of private keys, ChartNotes will ensure that only the user who owns the private key can use 

them. However, it is difficult for users to remember the 2048 bits that ChartNotes is using. 

entered, the system will recognize and create datablocks to store and synchronize through the 

cloud. These datablocks are always encrypted by Blockchain technology and undistorted. Each 

medical record is a Booklet, and users can create one or several Booklets. The Booklet will be 

stored, synchronized and shared independently. 

The output data is information related to health profile that the user needs to 

use. This information may include blood type, history of vaccination, history of medical 

treatment, information about medical facilities, information about doctors, pharmacies, insurance 

cards, etc. This information may be shared with family members, private physicians, medical 

facilities, insurance providers, pharmacies...as needed. The system allows users to create reports 

to aggregate information and share a specific profile. Information about personal medical records 

can be shared directly with those who are using the ChartNotes system or printed or exported to 

Chartnotes 1.0 has been launched since 2015, allowing users to store data locally on their 

device or back up their data on Cloud. Over time, the author realizes that medical information 

needs to be kept safe and confidential in order to encouraging people to trust and use it. 

Moreover, personal health information is valuable when it can be shared with health 

professionals when needed in order to maximize the usefulness of information. Thus, the author 
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people as well as manage and take control of their health information. 
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Figure 2 illustrates ChartNotes’ model architecture using Blockchain technology. This 

model uses Blockchain technology including encryption, distributed computing, as well

way they work together. Users’ data will be divided into datablocks and securely stored in the 

Cloud. These data blocks are fixed and unalterable. Each user will have a symmetric key pair. 

Public keys are stored publicly in the cloud so that other ChartNotes users canaccess them. In 

case of private keys, ChartNotes will ensure that only the user who owns the private key can use 

them. However, it is difficult for users to remember the 2048 bits that ChartNotes is using. 

entered, the system will recognize and create datablocks to store and synchronize through the 

cloud. These datablocks are always encrypted by Blockchain technology and undistorted. Each 

s can create one or several Booklets. The Booklet will be 

The output data is information related to health profile that the user needs to 

nation, history of medical 

treatment, information about medical facilities, information about doctors, pharmacies, insurance 

cards, etc. This information may be shared with family members, private physicians, medical 

cies...as needed. The system allows users to create reports 

to aggregate information and share a specific profile. Information about personal medical records 

can be shared directly with those who are using the ChartNotes system or printed or exported to 

Chartnotes 1.0 has been launched since 2015, allowing users to store data locally on their 

device or back up their data on Cloud. Over time, the author realizes that medical information 

ential in order to encouraging people to trust and use it. 

Moreover, personal health information is valuable when it can be shared with health 

professionals when needed in order to maximize the usefulness of information. Thus, the author 
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Architecture of the ChartNotes model using blockchain technology 

Figure 2 illustrates ChartNotes’ model architecture using Blockchain technology. This 

model uses Blockchain technology including encryption, distributed computing, as well as the 

way they work together. Users’ data will be divided into datablocks and securely stored in the 

Cloud. These data blocks are fixed and unalterable. Each user will have a symmetric key pair. 

ChartNotes users canaccess them. In 

case of private keys, ChartNotes will ensure that only the user who owns the private key can use 

them. However, it is difficult for users to remember the 2048 bits that ChartNotes is using. 



Therefore, users can enter a security chain that uses encryption to protect the private key. In case 

the user reinstalls ChartNotes or installs ChartNotes on another device, in addition to the login 

password, user must also enter the correct security chain in order to access the data f

cloud. In case the user forgets the security chain, he/she cannot access the data again.

Figure 3 illustrates a secure sharing and updating situation that ChartNotes uses. When 

User A share a booklet to User B and C, ChartNotes will encrypt the boo

corresponding public key of User B and C to ensure that only User B and C can decrypt and 

access that information. ChartNotes also allows a shared user to add more data to a shared 

booklet; thus, User B canadd information to the booklet. Dat

datablock and be encrypted with the public key of User A, then it will be uploaded to the cloud 

to ensure that only User A can download, decrypted and accessed data. After that, User A will 

re-encrypt the booklet with the public key of User C so that User C can synchronize the new data 

from the cloud. 

Figure 3: A secure sharing and updating situation that ChartNotes uses

Chartnotes Personal Health Records Management Software

ChartNotes software contains information about each individual's health and is categorized 

as follows: (1) Basic personal information such as name, date of birth, gender, height, weight, 

blood type...; (2) Information related to medical history such as medical records, 

prescriptions...; (3) Information related to preventive health care such as history of vaccinations, 

periodic health check records...; (4) Information related to health care organizations/individuals 

ecurity chain that uses encryption to protect the private key. In case 

the user reinstalls ChartNotes or installs ChartNotes on another device, in addition to the login 

password, user must also enter the correct security chain in order to access the data f

cloud. In case the user forgets the security chain, he/she cannot access the data again.

Figure 3 illustrates a secure sharing and updating situation that ChartNotes uses. When 

User A share a booklet to User B and C, ChartNotes will encrypt the boo

corresponding public key of User B and C to ensure that only User B and C can decrypt and 

access that information. ChartNotes also allows a shared user to add more data to a shared 

booklet; thus, User B canadd information to the booklet. Data added by User B will create a new 

datablock and be encrypted with the public key of User A, then it will be uploaded to the cloud 

to ensure that only User A can download, decrypted and accessed data. After that, User A will 

e public key of User C so that User C can synchronize the new data 

A secure sharing and updating situation that ChartNotes uses

Chartnotes Personal Health Records Management Software 

contains information about each individual's health and is categorized 

: (1) Basic personal information such as name, date of birth, gender, height, weight, 

blood type...; (2) Information related to medical history such as medical records, 

iptions...; (3) Information related to preventive health care such as history of vaccinations, 

periodic health check records...; (4) Information related to health care organizations/individuals 
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ecurity chain that uses encryption to protect the private key. In case 

the user reinstalls ChartNotes or installs ChartNotes on another device, in addition to the login 

password, user must also enter the correct security chain in order to access the data from the 

cloud. In case the user forgets the security chain, he/she cannot access the data again. 

Figure 3 illustrates a secure sharing and updating situation that ChartNotes uses. When 

User A share a booklet to User B and C, ChartNotes will encrypt the booklet using the 

corresponding public key of User B and C to ensure that only User B and C can decrypt and 

access that information. ChartNotes also allows a shared user to add more data to a shared 

a added by User B will create a new 

datablock and be encrypted with the public key of User A, then it will be uploaded to the cloud 

to ensure that only User A can download, decrypted and accessed data. After that, User A will 

e public key of User C so that User C can synchronize the new data 

 

A secure sharing and updating situation that ChartNotes uses 

contains information about each individual's health and is categorized 

: (1) Basic personal information such as name, date of birth, gender, height, weight, 

blood type...; (2) Information related to medical history such as medical records, 

iptions...; (3) Information related to preventive health care such as history of vaccinations, 

periodic health check records...; (4) Information related to health care organizations/individuals 



316 

such as hospitals, medical centers, doctors, pharmacies...; an

insurance such as Insurance Card, insurance providers, etc.

The ChartNotes software can be downloaded for free and installed on mobile devices using 

iOS and Android operating systems. Figure 4 depicts the Settings screen

update data. In this screen, users can change their Security Phrase, update data, change the 

default language between English and Vietnamese, change the password. Especially, the security 

question is very important because if the use

 

ChartNotes application 

on the Apple Store 
Manageable items

on a typical booklet

Figure 4: ChartNotes software on App Store, Settings Screen and interface 

ChartNotes contains many Booklets. Each booklet is a health record for each person or pet. 

User can create as many booklets as needed. Figure 5 shows instruct

The basic components of a profile include: Name, Gender, blood type, date of birth, address, etc.

Add a new Booklet 

such as hospitals, medical centers, doctors, pharmacies...; and (5) Information related to health 

insurance such as Insurance Card, insurance providers, etc. 

The ChartNotes software can be downloaded for free and installed on mobile devices using 

iOS and Android operating systems. Figure 4 depicts the Settings screen to set parameters and 

update data. In this screen, users can change their Security Phrase, update data, change the 

default language between English and Vietnamese, change the password. Especially, the security 

question is very important because if the user forgets it then he/she cannot retrieve the data.

 

Manageable items  

on a typical booklet 

 

Settings screenshot 
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Input Security Phrase

When enable backup

ChartNotes software on App Store, Settings Screen and interface 

for inputting Security Phrase 

ChartNotes contains many Booklets. Each booklet is a health record for each person or pet. 

User can create as many booklets as needed. Figure 5 shows instruction to create a new booklet. 

The basic components of a profile include: Name, Gender, blood type, date of birth, address, etc.

  

Choose booklet for Add a new Profile

d (5) Information related to health 

The ChartNotes software can be downloaded for free and installed on mobile devices using 

to set parameters and 

update data. In this screen, users can change their Security Phrase, update data, change the 

default language between English and Vietnamese, change the password. Especially, the security 

r forgets it then he/she cannot retrieve the data. 

 

Input Security Phrase 

When enable backup 

ChartNotes software on App Store, Settings Screen and interface  

ChartNotes contains many Booklets. Each booklet is a health record for each person or pet. 

ion to create a new booklet. 

The basic components of a profile include: Name, Gender, blood type, date of birth, address, etc. 

 

Add a new Profile 



Figure 5: The instruction to create a new 

Figure 6 describes the interface to update and add basic information in the PHR.

Booklet screen Add Vaccinations

 

Add Eye Prescriptions 

Figure 6: The interface to update and add basic information in the PHR

Conclusion 

The paper focuses on a convenient, confidential, and secure system storing and managing a 

person’s health records. This system all

The instruction to create a new booklet and new profile

describes the interface to update and add basic information in the PHR.

Add Vaccinations Add Medications 

  

Add Doctor, Pharmacy, 

Hospital, Health Center and 

Other 

Add Insurances

The interface to update and add basic information in the PHR

The paper focuses on a convenient, confidential, and secure system storing and managing a 

person’s health records. This system allows individuals to actively monitor their health records 
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booklet and new profile 

describes the interface to update and add basic information in the PHR. 

Add Allergy 

 

Add Insurances 

The interface to update and add basic information in the PHR 

The paper focuses on a convenient, confidential, and secure system storing and managing a 

ows individuals to actively monitor their health records 
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anywhere, anytime, and to share their health records with related parties. Our proposed 

ChartNotes model based on blockchain and clouding technology meets these requirements. 

Based on this model, Chartnotes 1.6.2 software has been developed and put into practical use. 

The software has been used by many people to manage their health records as well as their 

family members’ and pets on mobile devices. This information is completely confidential with 

Blockchain technology and is easily sharable to doctors, health care facilities, insurance 

companies, etc. In the future, the authors will consider adding more useful features to the 

ChartNotes app such as features that allow users to update their diet information, exercise 

regimen or to receive information from wearable devices to analysis, forecast or send 

notifications in case of necessary or urgent situations. (or reminding feature for elderly people to 

take medication on schedule with alarms, picture messages appear on the screen together with 

the right drug pictures or voice messages option). 
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Abstract: Human resource management not only determines but also reflects the level of 

development in each country. Along with the development of organizations as well as countries 

all over the world, human resource management is also progressing and improving day by day. 

In fact, every country has its own human resource management system and that leads to different 

socio-economic development outcomes. This article outlines the basic characteristics of human 

resource management in the world's leading developing countries: the United States, Japan and 

Singapore, then evaluates generally their advantages and limitations. After that, from which 

lessons learned from other developing countries, this paper gives some solutions which help 

Vietnam’ s human resource management be effective. 

Keywords: Human Resource Education and Training, Human Resource Management, 

High Quality Human Resources 

 
1. Introduction 

Human resource management is the whole development and implementation of strategies 

and plans to maintain the quantity, structure and quality of human resources and fully exploits 

human capital in the organization as well as the whole society (Boxall and Purcell, 2011). The 

essence of human resource management is human management in labor (Cascio, 1989). This is 

the basic activity that determines the existence and development of the organization and society. 

It is obvious that along with time, human resources management is getting better, the more 

developed the organization, the more progressive civil society. Human resource management, 

however, is very diverse, and in each country there are different basic characteristics. By 

analyzing, and synthesizing the articles, views of some scholars and scientists, this article will 

outline the basic characteristics and experiences of human resource management in some typical 

countries, then draws several lessons that can be applied in Vietnam in order to improve the 

efficiency of its human resource management in the process of socio-economic development. 
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2. Basic characteristics of human resource management in some countries in the world 

2.1. United States 

The United States is a comprehensive nation in all fields. The most prominent feature of 

human resource management is that they attach importance to the investment strategy of 

education and training development for hundreds of years (Black and Lynch, 1996). It can be 

said, the education of the United States is the education of the people, it means education creates 

a free society, every individual has the opportunity to show competence. Compulsory education 

to universalize general education has formed a system of large primary and secondary schools 

(the number of primary and secondary schools is approximately 90,000 and more than 35,000, 

with the ratio of pupils to teachers at 20/1 primary and 5/1 at secondary level (The Statistics 

Portal, 2015)). The state allocates funds to public schools, increases funding and ensures equal 

opportunity for learning, especially for poor students. The rate of education spending has 

increased dramatically in the 1960s and 1990s, with 5.3% and 7%, respectively, in recent years, 

approximately 8% (The Statistics Portal, 2015). In particular, in the United States, higher 

education are priority investment (Schuchardt, Hanna, Hira, Lyons, Palmer, and Xiao, 2009). In 

1960, the number of colleges and universities in the United States was just over 2,000, so the 

number of schools has nearly doubled with tens of millions of students attending school, 

accounting for about 80% of the school age population (The Statistics Portal, 2017). The top 

ranked US system, model and quality of higher education. Their education is always innovative, 

competitive, stimulating individual learners to promote their creativity, coupled with practicality 

and promote the knowledge economy is increasing. Higher education in the United States also 

attracts and encourages talented people from all over the world to study, develop, work and settle 

in the United States. That gives the United States high quality human resource, occupying the 

superpower position in the world. 

US businesses also pay close attention to training and development of human resources at a 

cost of trillions US $ annually and continuously increasing (Noe, Hollenbeck, Gerhart, and 

Wright, 2006). Lots of companies have multi-racial, multicultural human resources. Human 

resource management activities are always improved, professional, scientific and effective. 

Relations between leaders and employees, colleagues are always democratic, respectful, 

cooperative, frank. Meanwhile, ttitude, working style is disciplined, responsible, and 

professional. Companies always create human resources to promote self-control as well as 

creativity. The system of material remuneration, positive spirit helps employees improve 

productivity, work efficiency and stick with the business. 

2.2.  Japan 

Japan has made a great leap forward in socio-economic development after World War II 

(Drucker, 2012). The main reason is that they have identified the decisive role of human 

resources. Japan has made every effort to obtain high quality education human resources in the 

shortest time. In the country, they build up a system of education and training with the 

knowledge of selection and combination of human and traditional knowledge, paying particular 

attention to educating the sense of the people to preserve the national cultural characteristics. In 
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order to have the highest quality human resources, the government of Japan recognizes that the 

best way is to send human resources to highly developed countries to acquire knowledge of 

skills, modern in serving the country. Many scientists and managers have studied and studied in 

many fields and successes from European and American countries. They set up overseas 

companies or associated with domestic companies to convey, apply, improve techniques and 

methods of management in the country with the philosophy that all activities must be 

unreasonably removed thoroughly. 

Another obvious feature is that the Japanese have created and developed a highly qualified 

workforce by virtue of their smart choice of investing in high-value, high-tech fields 

(automobiles, computers, automation, nuclear and so on.) Acquiring progressive knowledge 

from abroad, then researching and applying practical improvement in the country. Therefore, 

only short-term high technology and industry has made great progress, and create high-quality 

human resources contributing to economic development leapfrog. 

Another prominent feature is to always encourage human resources to promote creativity, 

continuous improvement. Receive but not manipulate machinery, but have flexible, flexible 

creation. Moreover, the Japanese have a constant mind and action in every area, every job. 

Another notable feature in Japan is that they have educated generations of human resources 

with distinctive qualities. Always in demand and humble to learn, not self-indulgent, not 

arrogant, satisfied. National unity is a prominent feature of the Japanese, based on collective 

wisdom, but always respects and protects the individual. Seriously obey the law, and social 

order. Honor, promise is always respected by the Japanese. Self-recognition, responsibility and 

drastic correction of the shortcomings that less attributable to others is a characteristic feature of 

the Japanese culture. 

In terms of business, the concept of the company as a family is quite popular. Maintain a 

lifetime employment policy and be replaced by descendants who work in the company after 

retirement. The remuneration system basically meets the needs of the employees and makes 

them loyal to the company. Long service is a basic factor to pay salaries, promotions, 

promotions. Human resource training is focused on quality, employing reasonable human 

resources after training. There is a promotion for managers, managers in the company. Group 

activities are quite common, decisions are often grouped and implemented, but there is 

encouragement for team members to participate in management. 

However, since the 1990s, the change in all aspects has affected the human resource 

management in organizations and businesses in Japan. Young people have the concept of living 

and working style of the West. Most clearly expressed that they no longer appreciate the lifetime 

employment and loyalty forever with the company. The seniority-based salary system, the 

position-based tradition, has complemented and modified the qualities of actual capacity and 

performance of human resources. This makes the human resource management in organization 

and management of human resources have a positive and effective change. 
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2.3.  Singapore 

Singapore became a self-reliant nation in 1959 (Chong-Yah, 1959). As soon as it was 

independent, the Singapore government set a goal of rapidly transforming Singapore into a 

highly educated and high quality human resource. Education is defined as the key to making a 

wish come true. Singapore has built a system of universities, colleges and research institutes with 

internationally quality research and education (for example, Nanyang University has 52 majors). 

Education and training are priority in construction budget, funding for public universities. 

Comprehensive training program, advanced scientific and technical knowledge with 

characteristics of traditional culture. Balanced training between highly qualified managers and 

advanced technical workers with the goal of investing for the future. 

The policy of education and training has the principle of national interests on the 

community's interests; social benefits on personal interests; Encourage the development of 

personal capacity, build cultural families as the basic nucleus of society. It has helped 

Singaporean people with many races work together and live in harmony, unity, respect and 

mutual help. 

A prominent feature of successful human resource management and economic development in 

Singapore is the policy of bringing human resources abroad to advanced countries and attracting 

talents from countries with human resources. High quality work and settle here. Singapore has 4 

human resource support centers, which are extremely effective. Not only provide full information, 

transparency, counseling support, human resources for study abroad but also help foreigners learn, 

find jobs and settle in their country. Provide scholarships for talented foreign students in their studies, 

encouraging them to stay at least six years of work. Many people after 6 years continue to work here. 

Thus, Singapore has a population of only 5.4 million, but there are 2 million foreigners living and 

working while they are mainly high quality human resources (Department of Statistics Singapore, 

2017). Therefore, although Singapore restricts its resources, it only concentrates on developing a 

number of areas such as international finance and finance, tourism and seaports. attract high quality 

human resources to develop the country. 

Human resource management in organizations, companies and enterprises in Singapore also 

incorporates Western and American human resource management philosophy. In detail, Singapore 

enhances the role of quality human resources. The company's strategy for building human resources 

for each period is very clear. Applying advanced technology in recruiting and selecting talented 

people. Human resource training and development programs are designed and updated with 

advanced and practical skills and are considered an important basis for advancement. The highlight 

of human resource management in companies in Singapore is the enhancement of proactive, 

empowering and empowering employees through a well-paid remuneration system The spirit for 

them to promote the ability and high efficiency for the company. 

3. Current status of human resource management in Vietnam 

3.1.  Advantages 

Firstly, the structure of Vietnam's population is now in a state of golden population 
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structure, the number of human resources in working age accounts for about 67% of the 

population (General Statistics Office of Vietnam, 2018). Especially, the number of people aged 

from 15 to 50 which is considered as a dynamic, knowledgeable, skilled, scientific and technical 

labor force and the best working style in the age groups accounts for 50% (General Statistics 

Office of Vietnam, 2018). 

Secondly, with the socio-economic development and investment in education and training, 

the quality of human resources in Vietnam has been improved: health status, health criteria such 

as height, weight, endurance, disease status are getting better day by day. In particular, the 

quality of education was improved, the proportion of people who graduate high schools went up 

last decade. The percentage of people graduating from colleges, universities has increased 

significantly. 

Thirdly, the policy of restructuring human resources shows positive signs: restructuring the 

public sector, expanding the private sector and attracting human resources into the economy 

which has foreign direct investment. Particularly, there is a rearrangement of human resources in 

the public sector and state organizations: job analysis and arrangement of cadres, civil servants 

and officials towards staff streamlining and quality improvement. Moreover, the government 

improved the salary policy for cadres and civil servants in the public sector in order to improve 

their living standards and motivation. 

Fourthly, investment and improvement of education, training and health systems have been 

positively transformed. Vietnam human resource acquires the knowledge, skills, experience in 

accordance with our country and circumstances. In addition, the government pays attention to 

preserve and develop Vietnamese traditional culture, preserve the national identity as well as 

combines the elite of the world, so work attitude has made a clear progress. 

Fifthly, in organizations, human resources management activities are more and more 

progressive and effective: the policy of equitization in an enterprise is more and more fierce and 

effective; recruitment, training, job analysis and evaluation are increasingly scientific and 

practical. Motivational activities for human resources through the pay system, bonuses, welfare 

and corporate culture increasingly meet the increasing need of human resources. The gap in 

wages, income and working environment in the state sector is narrowing compared to the foreign 

investment sector. 

3.2.  Restrictions 

First of all, although Vietnam is in a golden population structure, Vietnam is facing with 

population aging (the rate of the population at the working age accounts for 9.9 / 10%, the 

proportion of over-working people over the age of 5 accounts for 7.1 / 7% compared to the old 

population standard) (General Statistics Office of Vietnam, 2018). This situation will cause a 

shortage of human resources and difficulties in human resource management in Vietnam in the 

near future. 

Secondly, the distribution leads to the structure of human resources by sector, type and 

area is not suitable, for example somewhere has the shortage of human resource, somewhere has 
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the excess demand for labor. In addition, human resource quality is not guaranteed. The number 

of human resources in the government management system is quite large (about 4.3 million 

people) (General Statistics Office of Vietnam, 2018), (for example, in the education sector, 

Vietnam has teacher shortfall in primary and excess at secondary level, human resource shortfall 

in information technology industry but excess at accounting, finance, business administration). 

Thirdly, the national education and training system, despite many improvements, still faces 

with many shortcomings, inconsistencies and instability: the program of textbooks, curriculum, 

and training programs are not scientific, lack of consistency, and do not concentrate on 

improving learners’ skills. General education, vocational education management and 

professional education are not uniform and limit the autonomy of educational and training 

establishments. This is also one of the reasons that Vietnamese human resources are still popular 

at the junior and high school level, qualified human resources are limited. 

Fourthly, although the remuneration system for the government sector has many 

improvements, it still does not meet the needs of human resources as well as motivate them. 

Health care and public health care for human resources are also limited, the incidence of 

incurable diseases tends to increase. 

Fifthly, in several organizations, especially in the public sector, human resource 

management activities are largely unscientific and ineffective: recruiting people incorrectly, 

arranging and appointing human resources not properly qualified, evaluating tasks incompletely. 

Besides, the remuneration system only partially meets one of the needs of workers. The working 

style of civil servants lacks of discipline, responsibility, and cooperation. 

Sixly, human resource management in Vietnam is still inadequate and limited. Human 

resources have been increasing, but the quality has not met the demand, especially Vietnam lacks 

the high quality human resources. Meanwhile, economic development and job solutions are still 

slow so the unemployment rate is quite high in both urban and rural. 

3.3.  Causes 

The thinking and the consequences of the state-run economy are still in human resource 

management in Vietnam. This is reflected in the system of law and management mechanism 

closely and imposed from the top down, limiting the initiative of the basis. Moreover, human 

resources in political, state, socio-political organizations are still cumbersome, overlapping and 

overlapping functions. Therefore, the number of civil servants in public organization is large but 

ineffective. Furthermore, the restructuring and streamlining the public sector management 

apparatus, prioritizing the development of the private economy occur slowly. The development 

and implementation of human resources in both macro and micro level have not been thorough 

and scientific yet. Particularly, human resource estimation for the long-term and medium-term 

periods for each field, industry, type and area have not been paid much attention. Additionally, 

budget for education, training, health is still limited. Therefore, there is a lack of facilities in the 

above areas. Improving the policy and pay system for salaried employees has many constraints 

so it has not been fully implemented. Besides, there has not been many policies which attract and 

motivate high quality human resources from overseas to invest and work in Vietnam. 
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4. Lessons learned for Vietnam 

From the basic characteristics of human resource management in some advanced countries 

in the world, we can shed light on some of the lessons and experiences that apply to human 

resource management in Vietnam. 

Firstly, it is important to recognize the role of human resources and high quality human 

resources in deciding on socio-economic development. In order to avoid lagging behind and 

catch up with advanced countries, it is necessary to quickly acquire high quality human 

resources. 

Secondly, a learning society needs to be built. First of all, investment in comprehensive 

renovation of education and training at all levels, all fields: rational distribution of education and 

training systems; program renewal; training methods to develop capacity for learners; improve 

skills solving practice; Close cooperation between training institutions and human resources. 

Thirdly, form agricultural workers in rural farms and prioritize investment in the 

development of cutting-edge science and technology and technology for rapid growth such as 

technology, informatics, oil and gas, tourism, fishing industry (economic development and 

security of sovereignty). 

Fourthly, special attention should be paid to educating the sense of discipline, 

responsibility, self-esteem and compassion for the human resources from the high school level to 

all cadres and citizens.  

Fifthly, strengthen and reform the management apparatus of the country. Clearly define the 

tasks, requirements and job standards of each position of the state management apparatus from 

the central to grassroots level. Streamlinie, improve the capacity and quality of staff through 

consistent construction and implementation of the legal system. Determine to eliminate 

corruption and group interests. 

Sixthly, strengthen, establish and promote the effective functioning of counseling centers, 

career guidance, job growth and support, and address human resources issues. 

Seventhly, there are policies to support and give priority to studying abroad, labor export 

and create conditions for them to return to their capacity. Besides, the government should have 

open policies to attract overseas Vietnamese and other foreign talents to invest capital and 

intellectual property in the country. 

Eightly, improving human resource management in enterprises of all types and areas helps 

to form, promote and retain human resources with appropriate quantity and structure. 

Additionally, the country had better pay special attention to create human resources for self-

reliance, creativity, and promote their working capacity, productivity and efficiency. 

5. Conclusion 

Theory and practice have shown that human resource management plays a decisive role in 

the survival and socio-economic development. Developed countries have shown their prioritized 
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human resource development strategy to be right. Lessons on comprehensive reform of 

education, training (especially the quality of education), strengthening the state management 

team, attaching importance to studying and attracting talents from abroad, promoting the 

ownership, creative, stimulating the working capacity of human resources are the basic 

characteristics and precious experience from the world's advanced countries. Applying the 

lessons learned above, human resource management will be increasingly effective and speed up 

the process of socio-economic development in Vietnam.    
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Abstract: The paper aims is to identify issues of auditor human resources quality of the 

State Audit Office of Vietnam (SAV) in the change management processes required for the SAV to 

introduce strong auditing standards of the Organization for Economic Co-operation and 

Development (OECD). The key collection technique is Semi-Structured In-Depth Individual 

Interviews, but Document Review provides supplementary data. Data was analyzed by means of 

Thematic Content Analysis. The research findings indicate the limitations and weaknesses in SAV 

auditor knowledge and skills, IT and English language competence and ability to adapt to new 

standards, and leadership of the change leaders. The research results will facilitate the SAV in 

changing its auditing standards and, in turn, have a positive influence on quality of work of SAV 

auditors and managers, and transparency and effective public sector expenditure.  

Keywords: auditor, auditing standards, change management, SAV, OECD. 

 

1. Introduction 

The SAV is responsible for auditing the operations of all government departments in 

Vietnam (NASRV, 2015). As the SAV (2013) states the SAV plays an important role in 

monitoring and controlling the management and utilization of the funds and assets of all 

government departments in Vietnam. However, the current auditing standards of the SAV is 

inadequate in several ways. This may have a negative influence on the quality and effectiveness 

of the current performance of the SAV. Changing the SAV auditing standards to be compatible 

with the OECD auditing standards is thus a strategy that has the potential to contribute 

significantly to the SAV development.  

One of the most important factors of managing change is managing the human aspects of 

change. The purpose of the research is to identify issues of SAV auditor human resources quality 

in relation to changing the auditing standards of the SAV to align with the OECD auditing 

standards. Thus this research addresses the research problem: “A study to identify issues of SAV 
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auditor human resources quality in relation to changing the auditing standards of the SAV to 

align with the OECD auditing standards”. The problem of the research topic, then, is embedded 

in the research question: “What the identification of issues of SAV auditor human resources 

quality in change management processes are required for the State Audit Office of Vietnam to 

introduce the OECD auditing standards”. In order to answer the research question, the research 

will conduct the literature review and the establishment of an evaluative framework. The 

identification of those issues will be imlemented and, in turn, facilitate developing a 

methodology to resolve the issues. The research results may aid the SAV in shifting its auditing 

standards to be compatible with the OECD strong auditing standards, and, in turn, bring benefits 

and values to SAV auditors, the SAV and the community. 

2. Literature Review 

The question of what creates success in change implementation is a complex one, but 

seems to involve human resources quality aspect. Human resources quality in organizations 

reflects on the knowledge, skills and abilities (Becker, Huselid and Ulrich, 2001). As Have et al. 

(2017) notes, stakeholders’ knowledge skills and abilities to manage change plays an important 

part in the change process. Change attempts may not achieve success if the knowledge, skills and 

abilities used to deliver new perceptions is not appropriate (Hughes, 2016a, 2016b; Hougaard 

and Carter, 2018). Stakeholders who lack the knowledge, skills and abilities to assimilate new 

values and perceptions into daily conversations and professional practices may adversely impact 

the effectiveness of change. In addition, Ben-Eli (2008, p. 149) states that ‘another set of 

difficulties in managing significant change situations relates to persistent “mental models” and 

the limitations inherent in knowledge and language’. Given the impact of SAV auditor human 

resources quality on the context of SAV, it is clear that using old or inappropriate knowledge, 

skills and abilities to explain the new auditing standards may cause limitations in the perception 

of this auditing standards or misunderstanding of its real nature. Thus, according to (Hughes, 

2016a, 2016b), leadership of change leaders which has an significant influence on change 

management process and play a major role in deciding the success of organizational change 

should be taken into account.  

Information technology is increasingly becoming an important element that promotes and 

impacts on auditors’ knowledge, skills and abilities in audit organizations (Lombardi, Bloch and 

Vasarhelyi, 2014; Sah, 2016). According to Lientz and Rea (2011), technological barriers may 

be a cause of potential resistance due to the absence of the necessary technical human skills to 

implement the change and low adaptability of the related individuals to technological advances 

in change management. The SAV (2018b) points out that technology tends to impact not only 

how SAV auditors perform their works but also how they learn and practice new knowledge and 

skills. For example, if there is a gap in applying the advances of information technology in 

auditing practices between the SAV and government audit offices of the OECD member 

countries, lack of familiarity with information technology may cause low adaptability to the 

change when SAV auditors implement the OECD auditing standards. Auditors of government 

audit offices in the most advanced OECD member countries are in a good position to access 
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technological advances to their auditing practices. For example, auditors of the Australian 

government audit offices have access to the most advanced auditing software available and to 

highly developed network system to manage online auditing databases in order to facilitate their 

audit activities (Nicoll, 2016). In contrast, the SAV auditor’ ability to access technological 

advances to auditing practices compared with the above countries’ auditors lags somewhat. The 

SAV has not kept up with the increasing demand for the application of IT for auditing practices 

used in the SAV (SAV, 2018a, 2018b). An examination of  many documents produced by the 

SAV (SAV, 2016a, 2016b, 2016d, 2017a, 2017b, 2017c, 2017d, 2017e, 2017f) reveals that  SAV 

auditing standards are mainly based on a people-driven system and traditional auditing 

methodology. Thus, problems relating to the SAV auditor human resources quality that are not 

effectively assessed and controlled may contribute to the failure of change management. 

3. Research Methodology 

To change the SAV auditing standards, the study has employed the literature review and a 

combination of document reviews and semi-structured in-depth individual interviews. In the 

study, 30 individual interviews were conducted for two groups of stakeholders (auditors and 

managers of the SAV at the headquarters of the SAV in Hanoi City, the capital of Vietnam). In 

order to ensure that other people are not be able to access or identify the interviewees, no names 

were attached to the responses (all personal information were removed from the data and 

replaced with a number). The research data collected by semi-structured in-depth individual 

interviews was analysed using Thematic Content Analysis. The analysis of the interview 

transcripts revealed issues requiring clarification. Documents identified by document reviews 

were used to clarify the issues arising from the analysis of the interview data.  

The following procedure for Thematic Content Analysis was followed during analysis 

phase. It is based on the procedure outlined by Newell and Burnard (2011). Phase one: Writing 

memos after the initial reading of interviews and documents; Phase two: Scrutinizing interviews 

transcripts and documents and forming overall themes; Phase three: Intensive reading and 

establishing open coding headings to portray all perspectives of the data collected;  Phase four: 

Developing a shorter and more representative and controllable set of themed headings; Phase 

five: Re-studying the data equipped with the reduced list of themed headings. This final 

reduction of the data was the basis of the overall structure of the results presented in the 

following section. 

4. Results and Analysis 

The SAV auditors and managers selected to participate in the individual interviews worked 

for the various specialized Audit Departments of the Headquarters of the SAV in Hanoi. A 

diversity of SAV experience, education backgrounds, professional experience and knowledge 

and positions were represented. The participants displayed significant variety in terms of 

education background with qualifications including Bachelor, Master and Doctorate Degrees. 

Most participants were highly educated with a diversity of professional experience and 

knowledge. The majority of participants serving in manager position had over 5 years’ 
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experience with auditing work. In order to compare the ideas of experienced and new auditors, 

two of the auditors selected for the interviews were in the probation period.  

After interviews, the interview transcripts were analyzed by Thematic Content Analysis 

method. The four themes were identified and extracted to the findings of the analysis of the 

interview transcripts. These themes have emerged from the examination process, they include: 

Theme 1: A lack of knowledge and skills preventing the SAV auditors to effectively practice the 

new standards; Theme 2: Trained specializations of the SAV auditors different from auditing 

resulting in slowly adapting to auditing standards; Theme 3: Weak IT and English language 

competence of multiple SAV auditors preventing these auditors from approaching and practicing 

the OECD auditing standards; Theme 4: The leadership of the change leaders in relation to the 

change.  

Key findings are derived from the analysis of the interview transcripts. These key findings, 

which are important basics for identifying SAV auditor human resources quality in the change 

management processes, are classified into the four themes identified above and discussed in 

detail. 

A lack of knowledge and skills preventing the SAV auditors to effectively practice the 

new standards 

The question of whether or not the SAV auditor human resources may meet the 

requirements of the change tends to be problematic. In view of the SAV auditor human resources 

quality, participants pointed out that the SAV auditors achieve specific quality as follows:  

• They have the necessary understanding of legal documents, especially regulations 

involving audit, economics and finance (Particpant 3, 8 and 19); 

• They are equipped with general knowledge about economics, finance and law (Particpant 

5, 13 and 29); 

• They are capable of collecting and processing audit data and synthesising economic and 

financial information in accordance with the requirements of audit engagements (Particpant 3, 16 

and 24); 

• They may consult SAV managers about improving SAV machanisms and policies 

(Particpant 12 and 18); 

The quality of the SAV auditor human resources plays an important role in the change 

management process. As one participant contended: 

“I believe that the success of the change depends on the quality of the SAV auditor is 

human resources, and that even though the application of strong auditing standards and accurate 

audit methods and tools may enhance audit quality and effectiveness, auditing standards, 

methods and tools alone are unlikely to assure audit quality and effectiveness if the SAV auditors 

cannot effectively utilize them” (Participant 21). 
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Further to that, Participant 27 contended that factors such as knowledge and experience of 

SAV auditors in auditing practices and their understanding of the environment and culture of 

audited entities appear to affect the implementation of the change. Although multiple participants 

concurred with this contention, some of them indicated that the SAV auditors can be hindered in 

their capacity to implement the OECD auditing standards. For example, as Participant 2 stated:  

“While the SAV attempts to improve the competence and professionalism of its auditors, a 

large proportion of the SAV auditors are still not able to adequately meet the requirements of the 

change because they are not proficient in implementing the new standards” (Participant 2). 

Of respondents, 5% of respondents thought that the SAV human resources quality was 

high, 10% average, 65% low. 20% of respondents had no idea. This requires change leaders to 

establish appropriate training strategies for SAV human resources in order to meet the 

requirements of the change. 

In relation to the interview question: “Do you believe you have sufficient knowledge to 

implement international auditing standards? Please explain”, of 30 responses to the question, 7 

answered in the affirmative and 19 respondents gave negative answers. The remaining 

respondents felt uncertain as they have not ever experienced the new auditing standards to know 

whether or not they can use these effectively.  

Most participants found it difficult to effectively practice the OECD auditing standards 

without being trained and retrained because these standards may be beyond their capacity. For 

example, as one participant stated: 

“I, and multiple auditors of the SAV, have inadequate understanding about new auditing 

standards and kinds of auditing such as performance audit and IT audits. There are only few 

auditors of the SAV who have been studying internationally recognized auditor training 

programs such as Certified Public Accountant or the Association of Chartered Certified 

Accountants” (Participant 17). 

A study of three documents produced by the SAV (SAV, 2014, 2018a, 2018b) supports 

that statement. While international auditing integration requires the SAV to develop high-quality 

auditor human resources, not many auditors of the SAV have completed internationally 

recognized auditor training programs (SAV, 2014, 2018a, 2018b). Lack of qualified auditors 

may hinder the SAV from implementing the change. As Participant 22 contended, lack of 

required knowledge about the new standards may prevent the SAV auditors from contributing to 

the success of the change or even drive these auditors to depend on the old standards.  

Trained specializations of the SAV auditors different from auditing resulting in slowly 

adapting to auditing standards 

Of respondents, 60% of respondents said that the SAV auditors have little capability in 

adapting to the change. Average and high capability to adapt to the change made up 10% of 

respondents. There were 20% of respondents providing no opinion about this aspect.  The reason 

that auditors of the SAV are not able to adapt to the change may be partly due to their 

misinterpretation of the role of auditing standards. For example: 
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“Multiple auditors of the SAV have not appreciated the significance of the SAV auditing 

standards. When conducting audit engagements, their judgements are primarily based on their 

own experience and understanding. If the SAV auditors do not have sufficient knowledge of the 

OECD auditing standards, they will not become aware of the benefits that the change can bring 

to their work” (Participant 25). 

Several participants recommended that in order to implement the change effectively, it is 

necessary for the SAV auditors to be able to use IT technology by having current technology 

skills that can be applied to the auditing field (Participant 6, 19 and 28).  

The research findings show the response from the most prominent issue impacting 

participant qualifications was not being well trained (twenty responses). Of 30 respondents, lack 

of knowledge and professional skills about performance audits (16 respondents) appeared in the 

second position and then lack of knowledge and professional skills concerning IT audits (13 

respondents), poor capacity in foreign language (12 respondents), poor capacity in computing (9 

respondents), being trained in areas not linked to auditing such as civil construction, engineer 

and architecture (6 respondents). These research findings clarify issues acknowledged in the 

literature review that stakeholders who lack the required knowledge and skills impact on the 

effectiveness of change. 

A mix of various specialities of the SAV auditors may be a obstacle for the implementation 

of change. According to the SAV (2016e), the SAV auditors are recruited from a wide range of 

different specialities such as civil construction, law, finance, bank, economics, IT and audit. As 

one participant argued: 

“While a number of the SAV auditors can take advantage of their specialities appropriate 

to the implementation of the change, the SAV auditors whose specialities do not agree with the 

change will face difficulties and challenges in thoroughly studying and practicing the OECD 

auditing standards” (Participant 14). 

It was suggested by Participant 1 and 22 that before conducting audit engagements, the 

SAV auditors whose specialities are civil construction, law, finance, economics and IT should be 

retrained in auditing. 

Weak IT and English language competence of multiple SAV auditors preventing these 

auditors from approaching and practicing the OECD auditing standards 

Of participants, 7% of participants are good at applying IT to auditing, 13% would be quite 

good, 60% are weak, and 20% have no idea. This increases concern indicated in the literature 

review that effectiveness of the change may be impacted by stakeholders who do not have 

enough capacity to implement the changes. 

One of the important requirements of the change is that SAV auditors need to have 

adequate understanding of IT and IT used in auditing. However, multiple participants pointed out 

that the SAV auditors are not proficient in IT and unfamiliar with applications of IT to SAV 

audit engagements. For example, Participant 4, 11 and 26 acknowledged that SAV auditors only 

have basic computing skills and knowledge such as using MS Word and MS Excel programs in 
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audit engagements. These research findings indicate agreement with the literature review. For 

example, an analysis of multiple documents of the application of IT to SAV activities produced 

by the SAV (SAV, 2016c, 2016e, 2018a, 2018b) discloses that most staff members of the SAV 

have only a basic knowledge of IT.  In addition, stakeholders may have misunderstandings about 

the application of technology to auditing. Participant 15 stated that SAV auditors may 

misinterpret the development of the SAV IT infrastructure by thinking that it is simply the 

purchase of computers, laptops and other IT devices. Similarly, as participant 6 stated: 

“Although application of IT software can improve the effectiveness of the audit activities, 

stakeholders may only consider this application of IT software in a negative perspective such as 

the complexity of these IT software programs, spending additional time for IT training and 

changes to their working habits” (Participant 6). 

Participant 16 concurred with this statement and provided an example that: 

“While development of IT hardware such as computers and laptops may be warmly 

welcomed by the SAV auditors, application of IT software to audit activities may face resistance 

arising from the SAV auditors who lack IT knowledge and skills” (Participant 16). 

Participant 10, 21 and 27 believed that the success of the change depends considerably on 

whether or not the SAV can establish a technology-driven system compatible with requirements 

of the change. However, as one participant argued: 

“Development of a technology-driven system is not purely a matter of ensuring the 

required IT hardware, software and security, but must be combined with improvements in the 

SAV IT human resources quality and modifications in the SAV work methodology. Although 

the SAV may spend financial resources on buying the required modern IT devices, these 

financial resources will become meaningless if the SAV lacks qualified human resources to use 

these IT devices effectively” (Participant 5). 

Weaknesses and limitations in IT capacity of the SAV auditors are partly because the 

significance of technology to auditing has not been emphasized in the SAV. Most participants 

contended that the SAV lags behind technologically, compared to government audit offices of 

the OECD member countries. The underdevelopment of the SAV IT infrastructure has thus an 

indirect influence on IT capacity of the SAV auditors. As Participant 24 stated: 

“Application of IT to the SAV activities does lag behind the development of the SAV. The 

SAV auditors have not been provided with adequate and appropriate IT devices to conduct the 

SAV audit engagements. In addition, they conduct audit engagements without any specialized 

audit software programs” (Participant 24). 

A big challenge mentioned by multiple respondents is that the SAV auditors are not 

proficient in foreign language, especially English language. As Participant 19 stated: 

“A lack of foreign language competence may hinder the SAV auditors from studying 

technological advances and international auditing standards, auditing methodologies, processes 

and standards of audit organizations of the OECD member countries” (Participant 19). 
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Similarly, Participant 14 pointed out that the weak capability of the English language skills 

of SAV auditors may deter the SAV auditors from communicating and sharing auditing and 

learning experiences with foreign audit experts and auditors. In addition, as Participant 23 

argued: 

“The SAV auditors might be provided with financial support in the form of scholarships 

and bursaries during their studies in international auditor training programs at universities or 

training institutions in advanced countries. However, there are only a few auditors of the SAV 

eligible for attending those training programs because most of the SAV auditors do not meet 

foreign language requirements of those programs” (Participant 23). 

In today’s society, studying may be conducted not only at training centers but also at home 

and in the workplace via computers connected to the Internet. Nevertheless, it was argued by one 

participant that: 

“The SAV auditors may study and search for information about auditing standards via the 

Internet. However, the documents of international auditing standards and the OECD auditing 

standards that the SAV auditors may approach online are mostly in English. Thus, I think that 

limitations and weaknesses about English language affect the SAV auditors in their approach to 

the OECD auditing standards” (Participant 17). 

According to the SAV (SAV, 2013, 2014, 2018b), the SAV have to improve its auditor 

human resources quality in order to meet with the requirements of international auditing 

integration and the SAV development strategy to the year 2020. The SAV auditor human 

resources will be improved by professional ethics standards and competent levels of knowledge 

and skills. Thus, the SAV should make changes in its personnel management in order to improve 

its human resources quality. 

The leadership of the change leaders in relation to the change 

Regarding the interview question: “What Kind of Person Do You Think Could best Lead 

The Implementation of The OECD Auditing Standards?”, it was recommended by most 

participants that change leaders should be selected from the SAV auditors or managers or IT 

staff or a combination of these people because they are highly valued for their professional 

experience and achievement (Participant 1, 2, 3, 4, 5, 6, 8, 9, 10, 11, 12, 13, 14, 16, 17, 19, 21, 

22, 23, 26, 28, 29 and 30). It is noted that factors such as prestige, influence, persuasion and 

capacity have a positive influence on change management processes (Bridges and Bridges, 2016; 

Cran, 2016; Mueller-Hanson and Pulakos, 2018; Hayes, 2018). 

Several participants contended that change might be unsuccessful if the SAV change 

leaders do not have stakeholder’s confidence and support (Participant 3, 12 and 23). As one 

participant stated: 

“Although the change may bring benefits for stakeholders and their organization, if the 

SAV change leaders are not able to motivate and muster all stakeholders’ strength to the change, 

the change may fail” (Participant 12). 
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In addition, Participant 7, 9, 15 and 18 pointed out that the highly focused expertise and 

managerial experience of the SAV change leaders can aid them in building a change plan and 

define a methodology to effectively implement the change. Thus, the research findings discussed 

in this section strengthens the point identified in the literature review that strengthening the 

leadership of the change leaders plays an important role in the success of the change. 

Recommendations 

Based on suggestions and recommendations by participants and contributions acquired 

through the literature review and the consultation workshops, the following are policy 

recommendations for developing a strategic model to resolve issues of SAV auditor human 

resources quality to the change. First, change leaders should be selected from the SAV auditors 

or managers or IT staff or a combination of these people. Second, leadership of the change 

leaders should be strengthened through establishing effective change strategy, enforcing strict 

disciplines for the implementation of the change, understanding psychological and emotional 

issues of stakeholders and managing these issues effectively and improving their 

communications, persuasion and supports with the stakeholders. Third, the SAV should provide 

its auditors with the technological advances applied in the auditing field, advanced IT application 

audit training programs, up-to-date IT application audit materials, textbooks and devices, and 

generally accepted and modern IT application audit teaching and training methodology. Fourth, 

the SAV should establish a detailed human resources quality evaluation framework and improve 

the SAV auditor database system in order to timely and effectively assess its human resources 

quality. Fifth, the SAV should establish a strategy to develop a high-quality auditor human 

resources department. Finally, the SAV should improve IT knowledge and skills and English 

language competence for SAV auditors. 

5. Conclusion 

Conclusion 

The research findings synthesized by outcomes of the interview and document analysis 

identified key issues of SAV auditor human resources quality in the change management 

process. Considering the SAV auditor human resources quality, research findings address several 

aspects. The SAV auditors lack knowledge and skills to effectively practice the new standards 

and do not appreciate the significance of the international auditing standards. Multiple 

participants acknowledged that they have not sufficient knowledge to implement international 

auditing standards. When conducting audit engagements, their judgments are based on their own 

experience and understanding. In addition, the SAV auditors have been recruited from multiple 

specializations. The SAV auditors trained in specializations that are different from auditing may 

face difficulties in adapting to auditing standards. Further to that, most of the SAV auditors have 

limited skills in the English language and computing. These weaknesses prevent stakeholders 

from approaching, studying and practicing international auditing standards. Thus, strengthening 

the leadership of the change leaders may be a good start in resolving issues of SAV auditor 

human resources quality to the change. 
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Implications and limitations 

The implications of the research are that the SAV should strengthen the leadership of 

change leaders, the application of technological advances to SAV activities, the modern IT 

application audit teaching and training methodology and IT knowledge and skills and English 

language competence for SAV auditors in order to facilitate the SAV in changing its auditing 

standards. However, the research also has several limitations. First, the research did not include 

quantitative methodologies. Second, the context of the research is only limited to the 

headquarters of the SAV in Hanoi City, Vietnam. Third, there is a relatively small number of 

auditors and managers of the SAV participating in the study. Fourth, the issues arising from the 

analysis of the interview data involves a wide range of disciplines. The context that the 

document review focused on is the SAV. Finally, while there are numerous issues needing to be 

discussed, timing of interviewing, which is restricted, impacts on the quality of interviews.  

Contributions of the research 

The research outcomes will facilitate the SAV in changing its auditing standards to be 

compatible with strong auditing standards of the OECD and, in turn, bring benefits and values to 

SAV auditors and managers, the SAV and the community. The following are the expected 

benefits and values of the research. First, the research which may be applied to the SAV could 

help the SAV improve its auditing standards. Second, developing effective international auditing 

standards for the SAV will enhance the effectiveness and quality of work of SAV auditors and 

managers. This will, in turn, improve audit quality and effectiveness of the SAV and strengthen 

effective public sector expenditure. Third, the research provides an important reference for 

identifying issues of auditor human resources quality in change management processes so as to 

enable audit organizations to adapt to the new auditing standards and implement it effectively. 

Finally, a variety of different disciplines such as auditing, human resources, leadership, 

technology, law, and government policy which involve the research topic may contribute to the 

development of relevant theory.  

Suggestions for future researches  

The research results suggest a wide range of issues needing to be further studied such as 

strengthening leadership of change leaders, developing a high-quality auditor human resources 

and IT application audit training programs, and approaching modern IT application audit 

teaching and training methodology 
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Abstract: Vietnam is experiencing growth in the number and proportion of older people in 

its population. This situation will result in the labor shortage in Vietnam’s economy in the next 

several years. Therefore, this study aims to identify factors affecting employee retention among 

older workers in Vietnam. From that, the Government and employers can use this study’s finding 

in formulating effective policies to retain skilled and experienced employees after their 

retirement. In order to access influential factors, this research applies the theory of planned 

behavior (Ajzen, 1991), which has not been used in any previous research. Using Binary Logistic 

Regression for data analysis, this study indicates that Job Satisfaction has a negative impact on 

the intention to work for post-retirement. Meanwhile, the other factors, including Subjective 

Norm; Perception of Organizational Support; Perception of the Pressure from Financial 

Burdens; Perception of Number of Dependents and Health Status has a positive impact on the 

older workers’ intention to continue in employment after the retirement age. 

Keywords: Behavioral Intention, Older Workers, Retirement, Aging Population, Vietnam 

 

1. Introduction 

According to the report on the labor and social trends in Vietnam 2012 – 2017, Vietnam's 

workforce is having population aging sign. In the second quarter in 2017, labor between the 

ages of 35 – 54 years of age account for 50.27% density workforce and older workers (from 55 

years old/female and from 60 years old/male) account for 12.16% (Institute of Labor Science 

and Social, 2018). As a result, the forecast in the year 2040, the number of older workers have 

likely increased 26%. The aging speed of Vietnam is the highest in the world (Eckardt et al., 

2018). This makes Vietnam are faced with the challenge of labor force decrease quickly. 

According to the report of the World Bank, the solution to this problem is to attract older 

workers to continue to work after retirement, especially older workers in urban areas (World 

Bank, 2016). At present, Vietnamese workers are tending to retire at a later age than the 

current retirement age. If such before, up to 86% of current, retired people in Vietnam said 

they retired before reaching age 60, now only 32% of Vietnamese agree with the view that 

"Retire at a fixed age and not go back to work" (Jackson & Peter, 2015). On the other hand, 

healthy older workers with a lot of work experience can support the young workforce to obtain 
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higher labor productivity (Tiep, B. T., 2012). Therefore, the necessity for solutions to 

encourage older workers to continue to work after retirement age. However, to find appropriate 

solutions, it is necessary to study of factor affecting older workers’ intention to continue in 

employment after retirement. In fact, there are a lot of scientific studies on the intention to 

work after retirement age, especially in developed countries. However, in Viet Nam, the trend 

of the aging population has not strongly influenced the labor market, therefore, most studies do 

not currently have a much in-depth analysis of older workers’ working behavioral intention. 

Therefore, this is a space for research and development. The scope of the study is to analyze 

behavioral intentions for middle-aged working people in organizations (55-59 years old/male 

and 50-54 years old/female). As the study examines the field of human psychology, the 

theoretical basis used in the subject is the theory of planned behavior. 

The objectives of the study are the analysis of factors influencing the intention to work 

after the retirement age of older workers in Vietnam. Therefore, the specific objectives need to 

carry out: i) Building the basics of reasoning and model the analysis of factors influencing the 

intention to work after the retirement age of older workers; ii) Analyzing the intention to work 

after the retirement age and measuring the influence of factors. From that, building a model 

forecast about the intention to work after the retirement age of older workers in Vietnam. 

2. Literature Review 

Previous research has identified the range of factors that influence older workers’ decision 

to continue working or retire. Some of these factors have a positive impact on the working 

decision of older workers, such as organizational supports, job satisfaction (Fazlollahi, 2013; 

Armstrong-Stassen & Ursel, 2009), passion for work, good health (Kim and Feldman, 2000); 

whereas others have negative influences on the decision to continue working, such as interests 

outside of work, caring responsibilities and negative factors at work (Shacklock & Brunetto, 

2005). However, the majority of previous research has focused on the factors influencing the 

retirement decision of older workers, not the behavioral intention to continue in employment 

after status pension age. On the other hand, there has been little research looking at the concern 

of the older workers’ behavior. Therefore, this study developed the theory of planned behavior 

(Ajzen, 1991) to find the relationship between the different factors affecting the intention to 

continue working after the retirement age of older workers. 

Theory of planned behavior is the theory developed based on the theory of reasoned action. 

According to the theory of reasoned action, the most important factor decides on human behavior 

is intended to carry out act it. Intention carries out behavior was decided by two factors: attitudes 

of individuals about behavior and subjective norms related to behavior (Fischbein & Ajzen, 

1975). However, in fact, this theory is only effective when predicting behaviors that are within 

the control of human reason. In the consequence, Ajzen (1991) developed and extended to have 

launched the theory of planned behavior by adding behavioral cognitive factors to behavioral 

theories. So, in this new theory, researchers have suggested that the intent of behavior is 

influenced by three factors: behavioral attitudes, subjective norms, and perception of behavioral 

control. In there:  
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 Attitudes are positive or negative expressions about the performance of a certain 

behavior. According to the theory of reasoned action, attitudes are formed by two factors: i) 

Personal beliefs about the results of behavior; ii) Their evaluation of this result. 

 The subjective norm is the human perception of how to behave in accordance with the 

requirements of society. This is an individual's belief in how others will think about their actions. 

Subjective norms represent the individual's self-awareness that the people who are important to 

their decision-making want them to do or not to do a specific behavior. The subjective norm is 

formed by two factors: i) The belief that influential people assume that this individual should 

behave, and ii) The motivation to follow these influential people. Perception of behavioral 

control is an individual's perception of the ease or difficulty of performing a desirable behavior. 

 Perception of behavioral control is an individual's perception of the ease or difficulty of 

performing a desirable behavior. According to Ajzen (1991) “Behavioral control, cognition 

factor can come from the inside of an individual (determination, ability to perform...) or external 

to the individual (time, opportunity, economic conditions...) ". 

Thus, with the theoretical basis of behavior, this study identifies factors influencing 

employee intentions, including (a) Job Satisfaction; (b) Subjective Norm; (c) Perception of 

Organizational Support; (d) Perception of Number of Dependents & Health Status; (e) 

Perception of Financial Pressures. 

a) Job Satisfaction 

Job satisfaction is an interesting or a positive feeling from the evaluation of one's job or 

work experience. In the organization, job satisfaction will create positive relationships with 

employees and retain more engaged employees at the workplace (Tett and Meyer, 1993). Older 

workers, who are satisfied with their work, tend to stay, in contrast to older workers who are less 

satisfied, less likely to stay over in their organization (Chang Boon Lee, 2003). The results of 

research Fazlollahi (2013) recognized those older workers by experiencing these positive 

situations will be more satisfied at work, and ultimately this job satisfaction will enhance their 

intention to continue working. Thus, many studies have shown that job satisfaction has a positive 

impact on the continuation stay in the workplace of the worker.  

b) Subjective Norm 

The subjective norm is defined as the human perception of how to behave in accordance 

with the requirements of the society (Ajzen, 1991). In fact, based on the cultural context of 

Vietnam, the intention of an individual is always involved, comments from family members. 

Consequently, the subjective normative factor influences the intention to work after the 

retirement of older workers, this study focused mainly on the factors that come from the family 

of older workers. The impact criteria for the members of the family are considered as support, 

pride from family members on the current job of the employee and that work will help the future 

work of children, grandchildren. This is a new point that considered to be suitable for 

Vietnamese context. The support from family members will affect the intention to continue 
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working after the retirement of the workers because the support will encourage, create a spirit of 

comfort and peace of mind for the employee continue to work. Besides, they also feel that they 

are still considered useful to their family and society. Not only that, continuing to work will help 

them maintain social relationships, experiences, and working skills that may be useful for the 

future work of their children and grandchildren. 

c) Perception of organizational support 

Perception of organizational support is a general perception of employees about the 

organization cares about their health through a number of policies (Eisenberger et al., 1990). 

According to a study by Armstrong-Stassen & Ursel (2009), the perception of organizational 

support is important because it demonstrates the relationship between training and development 

activities and older workers’ decision to continue working. Training and development activities 

had a positive impact on the perception of organizational support. When the organization has 

appropriate training policies for older workers, their workers’ intention to stay in the workforce 

will be longer than those who feel the support of the organization is very little.  

d) Perception of Number of Dependents and Health Status 

The number of dependents is still supported by the workers as the children and older 

alive parents (Shacklock & Brunetto, 2005). These older workers must maintain their job 

because they are supporting financial for their children or parents (Talaga & Beehr, 1995; 

Hansson et al., 1997; Adams & Beehr, 1998; Kim & DeVaney, 2005). For example, the older 

workers have kids through school or ailing parents and when they are faced with the 

increment of family expenses. The research of Soon & Tin (1997) indicated that the older 

workers’ intention to continue working to increase strength when the number of dependents 

went up. Similarly, Kim & Feldman (2000) said that older workers who still nourished their 

kids, needed more money to maintain current living standards, as a result, they must continue 

to work. Thus, the number of dependents affects noticeably the intention to work after the 

retirement age of older workers. 

For perception of health status, according to the research by Kim and Feldman (2000), 

good health is positively related to job demand. Good status of health provides abilities for 

retirees to work. Thus, good health is often regarded as an important motivation for retirees to 

join the bridge of employment (Zhan et al., 2009). Other important health factors related to 

retirement, these include factors that may prevent the worker from working, such as physical 

restrictions and health problems (Shacklock & Brunetto, 2011). 

e) Perception of Financial Pressures 

Financial pressures are the perceptions of older workers about their financial resources 

(Smyer & Pitt-Catsouphes, 2007): consist of labors current assets, cumulative properties and 

personal savings, debts, ownership of home and car, retirement pension (Hansson et al., 1997). 

The important significances of financial status, in the decision to retire, were found by 

researchers (Jackson et al., 2006; Phillipson, 2004) and especially for women who are separated 
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or divorced (Smeaton and McKay, 2003). The research of Fazlollahi (2014) showed that the 

older workers who have the high financial pressures, such as costs of living, personal savings, 

retirement pension, inflation, and debts, etc., are able to decide to continue to work after 

retirement age.  

3. Research Methodology 

3.1. Participants 

Surveying objects were employees who are working in organizations, having a legitimate job 

and income. The female employees are the aged 50 to 54 and the male employees are the aged 55 to 

59.  The reason of choice this survey aged group because the share of the employed labor force of the 

aged 40-54 account 32.84% of the total employed labor force 15 years and over (Institute of Labor 

Science and Social Affairs, 2018). Thus, the next 10 years, the employed labor force in this group 

will leave the workforce due to retirement age. This may set out the problem of shortage of the 

highly qualified and experienced labor resources in the job market in Vietnam. 

3.2. Measures 

This study, the scales which are used in the survey to measure the variables in model 

research are sized up Likert scales, with 1 – “Disagree” to 5 – “Strongly Agree”. In there: 

Job Satisfaction 

This study inherited and adjusted the scale of Dung (2005) with 13 items to explain 

specifically the level of influence of order worker’s job satisfaction, characteristics of 

Vietnam suitably. 

Subjective Norm 

Basing on the theory of planned behavior (Ajzen, 1991) and characteristics of the older 

workers in Vietnam, the study proposed the new scales for this factor. In there, 03 items explain 

a perception of support from family about the intention to work after the retirement age of older 

workers and 02 items reflect beliefs about the usefulness of the work which the older workers 

expect to continue. 

Perception of Organizational Support 

This study used the inherited scale of Fazlollahi (2014) and edited some of the content to 

suit the context, specific characteristics of older workers in Vietnam. According to Fazlollahi 

(2014), the scale of perception of organizational support included 36 items, measured the level 

perception of personnel about their organizational support. However, after the preliminary 

quantitative analysis, the study removed some inappropriate items, the rest was 06 items. 

Perception of Number of Dependents and Health Status 

On the case of the measurement criteria’s perceived number of dependents, the author took 

02 items of Fazlollahi (2014). The author has applied 1 item in the scale of Armstrong Stassen 
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& Ursel (2009) with respect to the measurement criteria’s perceived health status; 02 items 

which reflected specific characteristics of employed in Vietnam were added by the author. Thus, 

the total measurement criteria of this factor were 05 items. 

Perception of Financial Pressures 

This study applied and adjusted scale financial pressures of Fazlollahi (2014) to suit study, 

comprised 05 items. 

3.3 Sample and Data Collection 

The study used a combination of two convenient sampling methods and a snowball sample. 

Sample a selection of convenient methods is based on the accessibility of the object. For the 

snowball sampling methods, it is the method of selecting a random sample and then from this 

sample to get the sample related to the initial random sample, so according to this method 

through the surveyed people initially, the author seeks their opinion to let them introduce others 

to participate in the research survey. To ensure the high reliability of the sample, the study 

conducted a survey with a sample size of 1000 observations in two ways: 

 Firstly, hand out the questionnaire directly to survey participants. With this method, 

the group generated 1000 questionnaires and collected 840 questionnaires, but 139 of them 

were invalid due to wrong respondents or lack of information. After eliminating the 

unsatisfactory questionnaires, the team collected 701 questionnaires by direct method and put 

into handling. 

 Secondly, the questionnaire designed by Google’s tool (google docs) and sent to 

investigators through online tools such as email, social networking (Facebook, Zalo...). The 

study collected nearly 88 questionnaires including 5 invalid votes due to the wrong subjects, the 

remaining valid votes were 83 votes put into processing. 

So, through the survey process, the study collected a total of 784 surveyed eligible (83 

questionnaires collected via the Internet and 701 direct surveys) was put into the data process. 

3.4 Statistical analysis 

With the data cleaned up, the author proceeds to encode and import data into SPSS 

software (version 20.0). The data were analyzed through the following steps: Scale reliability 

test, exploratory factor analysis, correlation analysis, and finally Binary Logistic regression 

analysis to generate the forecasting model. 

3.5 Hypothesis 

Base on the targets of the study and literature reviews, the study selects the following 

model research: 
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Figure 1. Hypothesized model of the factors affecting older workers’ intention 

to continue working after retirement age

The research hypotheses of study include:
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4. Results and Discussion 

4.1. Statistics describe the sample

According to 784 valid observation samples, the study found that: among the respondents, the 

proportion of female respondents was higher than men (45.7% for males and 54.3% for females). 

About the age structure of the sample for the mean age of the sample was 46.78. Among workers 

aged 40-45, the highest proportion was 38.1%. Next, the second largest proportion in th
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workers aged 46-50, accounting for 32.9%. A group of people aged 51-55 accounted for 22.1%. 

Finally, the proportion of at least 56 -60-year-olds accounted for 6.9%.  

Regarding the classification of research samples according to the educational level, the laborers 

participating in the survey were also quite diversified. The highest proportion of older workers was 

university graduates with 40.4% and at least 0.8% of those who did not attend school.  

About the status of marriage, of the total 784 respondents, the highest proportion was 

married people (96.2%), at least one (0.8%). In addition, the divorced or separated group 

accounted for 1.8%, and finally, the widow group accounted for 1.3%. 

Regarding the income of older workers, from statistic data, it can be seen that the income 

level from 5 million to less than 10 million accounts for the highest proportion to 57.7%, the 

lowest in the group with the income of less than 5 million with a weight of 15.7%. The 

remaining group of people with income of more than 10 million, accounting for 26.6%. 

In terms of seniority, the study subjects in the group of senior working more than 20 years 

accounted for the highest proportion of 37.9%. Then, from the group of people aged 15 to less 

than 20 years with the number of 192 people accounted for 24.5% and only very few older 

workers working with less than 5 years (8.3%). 

4.2. Trends in employment choices after the retirement age of older workers. 

According to the survey, most of the surveyed respondents intend to continue working 

after retirement, accounting for 63.8%. The remaining 284 people, accounting for 36.2%, have 

no intention of continuing to work after retirement. So, it is possible to see the need to continue 

working after the retirement age of older workers is very high. 

Table 1. Types of jobs that older workers plan to work after retirement age 

Expected jobs Frequency 
Ratio 

(%) 

Accumulated ratio 
(%) 

Same job with unchanged working hours 64 12.8 12.8 

Same job with less and flexible working hours 235 47.0 59.8 

Other jobs with unchanged working hours 26 5.2 65.0 

Other jobs with less and flexible working hours 175 35.0 100.0 

Based on Table 1, it can be seen that among the 500 employees who intend to continue 

working after retirement, the number of old job options represented the highest proportion. 

However, the requirement for them to continue to participate in work was reduced work hours 

and flexible working time. 

4.3. Analysis of factors influencing the intention to continue working after retirement 

age of older workers 

Cronbach’s Alpha 

Before analyzing the influencing factors, the study analyzed the reliability of scale through 

Cronbach's Alpha. Except for scale "Perception of the number of dependents in the family and 

health status", 1 item has been excluded because it has the corrected item – total correlation less 
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than 0.3. The results from Table 2 show that all of the scales have the Cronbach's Alpha greater 

than 0.7 and corrected item–total correlation is greater than 0.3. Thus, the remaining 33 items 

and those scales are reliable enough for further analysis 

Table 2. Summary the reliability statistics result of scales (After excluding SK1) 

Factors Items 
Cronbach’s 

Alpha 
Corrected Item-Total 

Correlation 

Satisfaction at work 13 0.921 0.352 

Subjective standards 05 0.785 0.435 

Perception of organizational support 06 0.803 0.444 

Perception of the number of dependents in the family and 
health status 

04 0.805 0.513 

Financial pressure 05 0.780 0.397 

Exploratory factor analysis 

For observation variables form more meaningful groups, the study performed the exploratory 

factor analysis for 33 variables of the original 5 factors with the Principal Component extraction 

method and the Varimax rotation. Results after three times of EFA analysis (Table 3), eliminated 05 

observation variables due to no focus on any factor, 28 variables converge to 06 factors, the author 

grouped and renamed factor (Table 4). In the results of this study, a new factor was formed due to the 

convergence of two observed variables in the scale of job satisfaction. This new element was named 

"Perception of personal relationships in the organization". 

Table 3. Results of KMO and Bartlett’s Test 03 times 

Factor First result Second result Third result 
Evaluation of the third 

result 

KMO 0.900 0.890 0.886 0.5 < 0.886 < 1 

Sig. (Bartlett’s test) 0.000 0.000 0.000 0.000 < 0.5 

Total Variance Explained 63.713% 65.062% 66.916% 66.916% > 50% 

Eigenvalue 1.053 1.024 1.005 1.005>1 

Table 4. Classification and renamed factors after EFA 

Factors – Before EFA Items Factors – After EFA Items Symbol 

Satisfaction at work 13 
Satisfaction at work (03 items excluded) 08 X1 

Perception of personal relationship at work 02 X4 

Subjective standards 05 Subjective standards 02 X6 

Perception of organizational 
support 

06 Perception of organizational support 04 X5 

Perception of the number of 
dependents in the family and 
health status 

04 

Renamed: Perception of family and health. There in: 

- 03 items for measuring health Perception are 
retained 

- 01 item reflects the Perception of number of 
dependents was excluded 

- 03 items for family support got from subjective 
standards 

07 X2 

Financial pressure 05 Perception of financial pressure 05 X3 
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Accreditation of accurate prediction of the model  

With the binary dependent variable (0-1), the author conducted a Binary Logistic 

regression to test the hypotheses and formulate the predictive model of intention to work after 

the retirement age of older workers. 

Table 5. Results of the accurate prediction of the model 

Step 1 

Observed 

Predicted 

Intention to Remain 
Percentage Correct 

No Yes 

Intention to Remain 
No 161 123 56.7 

Yes 64 436 87.2 

Overall Percentage   76.1 

Based on the results presented in Table 5, the accurate prediction of the model, the 284 

respondents will not continue to work, the predictive model is exactly 161 people, equivalent to 

56.7% accuracy. Of the 500 respondents who will continue to work, the predictive model is 

exactly 436, which is equivalent to an accuracy of 87.2%. From that, the average forecast 

accuracy of the model is 76.1%. 

Binary Logistic regression 

Table 6. The result of Binary Logistic regression 

 B S.E. Wald df Sig. Exp(B) 

Step 1a 

X1 -.334 .139 5.769 1 .016 .716 

X2 .937 .127 54.387 1 .000 2.551 

X3 .464 .097 22.921 1 .000 1.591 

X4 .241 .134 3.254 1 .071 1.272 

X5 .493 .115 18.417 1 .000 1.637 

X6 .240 .106 5.119 1 .024 1.271 

Constant -6.522 .713 83.736 1 .000 .001 

As can be seen from Table 6, the results of variables X1, X2, X3, X5, X6 matched the 

significance level of 5%. The effect of X4 matched the significance level of 10%. There are 5 

variables: X2, X3, X4, X5, X6, which have a positive effect on the dependent variable. The X1 

variable has a negative effect on the dependent variable. 

The logistic regression equation has the general form: 

Ln(Odds) = B0 + B1*X1 + B2*X2 + ... + Bn*Xn 

According to the result of table 6, the model was written: 

Ln(Odds) = -6.522 – 0.334*X1 (Satisfaction at work) + 0.937*X2 (Perception of family and 

health) + 0.464*X3 (Perception of financial pressure) + 0.241*X4 (Perception of personal relationship 

at work) + 0.493*X5 (Perception of organizational support) + 0.240*X6 (Subjective standards) 
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Equation of probability calculation: 
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E(Y/X): The probability that Y = 1 occurs when the independent variables X has a 

particular value. 

Through the Binary Logistic regression model, the results obtained (Table 6) show that the 

factors that positively influence the intention to continue working for older workers include: 

Perception of family and health 

With the logistic regression, the family and health factors had coefficient B = 0.937> 0 

(sig. = 0.00 <0.05). This result can confirm that people with good health and family support are 

more likely to continue working after retirement age. This finding supports the conclusions of 

the study by Shacklock & Brunetto (2011). In addition, the coefficient B = 0.937, when the 

"Perception of family and health" increase one level, the possibility to continue working after 

retirement age of older workers increase 2,551 times. [Exp (B)] 

Perception of financial pressure 

With logistic regression results, the factor of financial pressure had coefficient B = 0.464> 

0 (sig. = 0.00 <0.05, when the "Perception of financial pressure" increase one level, the 

possibility to continue working after retirement age of older workers increase to 1,591 times. 

[Exp (B).) With this finding, it is possible to confirm the financial pressures positively impacting 

on the intention to continue working after the retirement age of older workers, who are 

financially ineligible, are not enough for daily payment with their retirement pensions, are likely 

to continue to work. This finding supports the conclusions of the study of Jackson et al. (2006), 

Phillipson (2004) and Fazlollahi (2014). 

Perception of personal relationships at work 

With logistic regression results, the Perception of personal relationships at work factor in 

the organization had a coefficient B = 0.241 <0 (sig. = 0.071 <0.1), when the "Perception of 

personal relationships at work" increase one level, the possibility to continue working after 

retirement age of older workers increase to 1,272 times [Exp (B)]. With this result, it is possible 

to see the personal relationships at work positively impacting on the intention to continue to 

work for older workers. People who have a good relationship with their co-workers tend to 

continue working after retirement. 

Perception of organizational support 

With logistic regression results, the Perception of organizational support factor had 

coefficient B = 0.493> 0 (sig. = 0.00 <0.05), when the "Perception of organizational support" 

increase one level, the possibility to continue working after retirement age of older workers 
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increase to 1.637 times [Exp (B)]. This finding may confirm the perception of organizational 

support that positively influences the intention to continue working after the retirement age of 

older workers. Those who receive good support from the organization tend to continue to work 

after the retirement age. This finding supports the conclusions of Fazlollahi (2014) and 

Armstrong-Stassen & Ursel (2009). 

Subjective standards 

With logistic regression results, the subjective standards factor had coefficient B = 0.240> 

0 (sig. = 0.024 <0.05), when the "subjective standards" increase one level, the possibility to 

continue working after retirement age of older workers increase to 1,271 times [Exp (B)]. With 

this result, it can be confirmed that subjective standards have a positive impact on the intention 

to continue working after the retirement age of older workers. 

Even though the previous studies suppose that job satisfaction has the positive effect on the 

intention to continue working for older workers (Chang Boon Lee, 2003; Fazlollahi, 2014; 

Armstrong -Stassen & Ursel, 2009), this study has a different result. The satisfaction at work has 

a coefficient B = -0.334 <0 (sig. = 0.016 <0.05), when the "satisfaction at work" increase one 

level, the possibility to continue working after retirement age of older workers decrease [Exp 

(B)] = 1 / 0.716 = 1.397 times. With this result, satisfaction at work can have a negative impact 

on the intention to continue working after the retirement age of older workers. People who have 

already satisfied with their current job often do not tend to work. 

Table 7. Impact assessment of factors in the model 

 Factor Symbol Hypothesis 
Impact on the intention to 

continue working 

1 Satisfaction  X1 Hypothesis 01 is proven Negative 

2 Perception of family and health X2 Hypothesis 04 is proven Positive 

3 Perception of financial pressure X3 Hypothesis 05 is proven Positive 

4 
Perception of personal relationship at 
work 

X4  Positive 

5 Perception of organizational support X5 Hypothesis 03 is proven Positive 

6 Subjective standards X6 Hypothesis 02 is proven Positive 

5. Conclusion 

The results of the research show that the Perception of family and health (X2) has the 

strongest influence on the dependent variable (intention to continue to work after the retirement 

age of older workers). This is followed by X5 (Perception of organizational support), X3 

(Perception of financial pressure), X1 (Satisfaction at work), X4 (Perception of personal 

relationship at work), X6 (Subjective standards). Based on the results of the discussion, this 

study has some implications both theoretical and practical. 

On the theoretical side: the topic is one of the very few current studies in Vietnam that 

analyze in depth the effects of factors on the intention to continue to work after retirement age of 

older workers based on theories of planned behavior. Therefore, the theoretical basis and the 
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scale can provide reference material for following researchers to use, adjust/ supplement from 

which to obtain a good scale with high reliability. It helps to make predictions about the intention 

of older workers about working more accurately. 

On the practical side: The study quantified the positive impact of factors about the 

perception of family and health, the perception of financial pressure, the perception of 

organizational support, and subjective on intention to continue working after the retirement age 

of older workers. Thus, based on the results of the study, it is possible to predict whether an older 

worker intends to continue working after the retirement age. This will help employers and 

managers determine which factors influence the impact, to what extent, to motivate older 

workers to continue to participate in the labor market.  
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Abstract: Vietnam is developing rapidly both in terms of GDP and its ability to leverage 

technology. Continued growth requires further development of human resources and analytics is 

a key technology to facilitate that. In developed economies, analytics is used to manage a firm’s 

relationship with its customers as well as employees, which is simply a continuation of previous 

developments in quality management and fact-based decision-making. There remains a large gap 

between upper (USA) and upper-middle (China) income countries and lower-middle income 

countries like Vietnam in their use of these technologies. Companies in industries ranging from 

retail to pharmaceutical to telecom to social media have been using analytics for years and 

Vietnamese firms can take advantage of that learning for their own benefit. This paper makes the 

argument that Vietnamese firms already have plenty of data and, with some small restructuring, 

that data could be captured and used for decision-making. Because the cost of employee turnover 

can be quite high, it is recommended that decisions regarding employees be made by humans, 

rather than being automated.  Implementing these technologies does come with pitfalls but they 

can be avoided with proper preparation. 

Keywords: predictive analytics, human resource development, talent management, 

Vietnam 

 

1. Introduction 

Vietnam will be one of the two fastest growing economies between now and 2050 

(Hawksworth and Chan, 2015). In order to support that growth, businesses need workers to 

improve their productivity (Bodewig and Badiani-Magnusson, 2014). Training programs provide 

this benefit of improved worker productivity (Elangovan and Karakowsky, 1999). Therefore, 

human resource development (HRD) and human resource management (HRM) will be critical 

aspects of managing any firm in Vietnam for the foreseeable future. 

Businesses in developed countries (US, Switzerland, Singapore, etc.) have been using 

analytics as a key tool to inform HRD planning and practice. Developing countries have been 
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slow to adopt this new technology but the tools now exist to make it easier for new firms to 

begin taking advantage of analytics. 

Position papers are used within academia for the purpose of stimulating discussion on an 

emerging topic without original research. This paper intends to provide a background into 

analytics, including the benefits thereof, discuss how companies in developed countries currently 

use analytics, and then how Vietnamese companies can use the research and experience from 

firms in more developed economies to improve their own HRM and HRD efforts, including 

some pitfalls to be avoided. Finally, some recommendations for future research will be made. 

2. Leveraging data in businesses 

Marketing research began around 1910 and the decade that followed saw businesses 

increasingly interested in research which focused on measuring and collecting internal 

operational data (Bartels, 1976). Following this period, the goal of improving quality developed 

into its own field of study beginning with quality inspection, moving to quality control, to quality 

assurance, to quality management, and finally to total quality management (Weckenmann et al., 

2015). This advancement has seen businesses and other organizations focusing on measuring and 

making decisions based on hard data. 

This western trend of data-driven decisions has become ubiquitous. If you are a decision-

maker, you are generally expected to have data to support your decisions. As an example, 

consider teaching. It was often considered an art form and difficult to evaluate in an objective 

way. The No Child Left Behind Act (USA) of 2001 intended to objectively measure teacher 

performance. This insistence on making all decisions based on hard data led to some 

unanticipated consequences which we will discuss later in this paper. 

Key performance indicators have been used in the US since 1976 when they were used to 

measure port performance (United Nations Conference on Trade and Development, 1976). 

However, in France, the “Tableau de bord” (“dashboard”) used KPIs as far back as the 1930s 

(Bessire and Baker, 2005). These uses of KPIs included both financial and non-financial 

indicators. The balanced scorecard, introduced in 1992, expanded those into four discrete 

areas: Financial, Customer, Internal Business Process, and Learning and Growth (Kaplan and 

Norton, 2007). 

Today, with the rapid advancement in technology, there are more options than ever before 

on what can be measured. Because of this rapid development, data privacy laws have not kept 

pace (Crain, 2018). This has allowed companies that capture data about individuals to monetize 

that data, increasing their own profitability. An industry of data brokers (Experian, Lexis-Nexis, 

PeekYou, Recorded Future, etc.) has sprung up to help firms find the data they seek, for a fee. 

This has been a key element of the era of big data analytics (BDA). 

3. Analytics background 

Analytics encompasses measuring, capturing, and analyzing data, then determining what to 

do with it. There is a close connection between quality management and analytics and analytics 

is being used in everything from marketing to HRM and more. 
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BDA is all about processing volumes of data not seen before. To put it into perspective, 

Google processed an average of 20 PB (1 petabyte = 1,000 terabytes = 1,000,000 gigabytes) of 

data each day back in 2008 (Dean and Ghemawat, 2008). Facebook added four PB of content 

every day back in 2014 (Wiener and Bronson, 2014). AT&T (US telecom) now moves 197 PB 

across its network daily (Gallagher and Moltke, 2018). Add to that Amazon, Alibaba, Netflix, 

Tencent, and others and it starts to become clear why it is called “big” data. That said, what we 

call big data today might be small data in the future as data volumes continue to grow (IEEE, 

2017). Regardless of the name, these volumes of data require very different tools than what was 

used just two decades ago. 

3.1. Categories of analytics 

Analytics is an important part of current operations research (OR) in that analytics is used 

to quantify performance to assist in fact-based decision-making. As with OR, there are many 

sub-categories of analytics. One that this paper will focus on is employee analytics, sometimes 

referred to as enterprise talent analytics (ETA) or predictive talent analytics (PTA). We will use 

the term ETA as an umbrella term covering all analytics which relate to HRM or HRD and PTA 

as specific to using data to predict the future behavior of a firm’s human resources (HR). 

Another type is learning analytics (LA), which is using data about learners to optimize the 

learning process and learning environment (“1st International Conference on Learning Analytics 

and Knowledge 2011,” n.d.) which is key to HRD. 

Not all analytics are BDA. Customer analytics (CA), which can include big data, is often 

used for everything from advertising and recommender systems (positive pattern matching) to 

fraud detection (negative pattern matching). ETA is about using data (not necessarily big data) 

for hiring and performance management. 

Descriptive analytics (DA) involves using data to describe what has happened. For 

example, what was the clickstream (the series of mouse-clicks) for the average (or for each 

individual) customer before purchasing?  

Predictive analytics (PA) is about using data to predict the future. While some might 

consider this akin to magic, it works because of statistics and probabilities. PA is done with CA, 

ETA, and even with BDA. PA is used with customers as well as employees and much of the 

work can be automated with machine learning. 

While PA is a relatively new trend in organizations around the world, it is used by search 

engines (Google), retailers (Amazon), social media (Facebook), as well as pharmaceutical 

(Merck) (Castellanos, 2018) and other companies around the world. 

Machine learning (ML) can help with some decision-making, but it is not necessary to use 

it everywhere. In fact, ML brings the greatest benefits when it can offer something that human 

processing cannot. Traditionally, data is collected and analyzed, then a model that fits the data is 

generated, and that model is used to predict future behavior. ML is about the automation of the 

model generation (Sparks et al., 2015). If the data is coming in too quickly (consider the volumes 
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mentioned above) a human would have difficulty reacting within a few minutes (or less). 

However, ML can be used to spot new patterns and adjust in real-time (Vorhies, 2018). 

Prescriptive analytics (PsA) is about automating the decision-making process. Imagine you 

are searching on Google’s site. Google considers every website you have ever visited, including 

the frequency, recency, and duration of each visit, before deciding which ad to show you. This 

must be done in a small fraction of a second which is unreasonable for a human. So, the PsA 

engine makes the decision on which ad will display. While PsA makes sense with customers, 

because the cost of losing one customer is relatively low, companies like Google avoid using it 

for HRM (DeRose, 2013) since the cost of employee turnover can be very high. Research shows 

that most of the cost of employee turnover is the hidden cost, not easily seen or measured, of 

lowered productivity of the new hire (Hinkin and Tracey, 2000) but it is still there. 

In summary, DA will use data to identify what each customer or employee did, helping us 

to understand the individual’s past behavior. PA will use ML to build a model which fits the data 

and can be used to predict future behavior by the same individual (again, we can analyze each 

person individually, using aggregate data as necessary). Once we have the predicted behavior of 

the customer, PsA can be used to automatically decide what to do to maximize their value. 

3.2. Benefits of analytics 

The saying “what gets measured, gets managed” reminds us that without proper data, it is 

difficult to control a process or system. 

Competition today is more intense than even the recent past. Customers have the option to 

go to a competitor more quickly, and easily, than ever before. The competition might be in your 

country, or on the other side of the planet. This intense competition has driven firms to improve 

their customer experience as much as possible. They know customers do not like to wait and 

become frustrated with customer service representatives who are too slow to find a solution to 

their problem. To keep their customers happy, and their revenues up, they find ways to give the 

customer the best possible experience. This can this lead to negative outcomes but we will 

address those at the end of this paper. 

Some businesses, especially technology firms, are early adopters of new technologies like 

the ones we are discussing here. It is no surprise, then, that Amazon, Alibaba, and Alphabet (the 

parent company of Google) are using analytics. However, they are not the only ones. Perhaps 

they were 10 years ago, but no longer. Today, many companies are either using analytics or are 

actively exploring it. 

Supermarkets have long offered their customers loyalty cards. The deal was simple, if not 

transparent. The customer saves some money and the firm gets valuable data on each individual. 

If a customer pays with cash, the loyalty card is the easiest way to track who is buying what, 

when, and in what quantity. One case, that became quite famous, involves a retailer using 

analytics when they noticed a woman (a high school girl, actually) was buying certain items in 

different quantities than usual (Duhigg, 2012). The firm (Target) knew that those purchases 

indicated that the client was pregnant. So, they sent her an ad for a new baby crib. The girl’s 
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father, whom she lived with, did not know she was pregnant, but the retailer did. Because of all 

of their data on their customers, it is possible a retailer could know even before the woman 

herself knows (Ibid.). 

Businesses might explore technologies like analytics before other organizations; however, 

all types of organizations can achieve those benefits. While we will ignore government 

intelligence and military application in this paper, there are still plenty of ways analytics can help 

governments and NGOs improve. 

The issue of analytics is so important that some companies are changing their business 

models and restructuring around the improved availability of data. For example, John Hancock, 

the fifth largest US life insurance company, recently announced that they will stop offering 

traditional life insurance policies and only offer life insurance which tie policy discounts to 

health tracker data (Barlyn, 2018). The message is clear. It is so important to the company to be 

able to incentivize its policyholders to give up their data that they will not write policies without 

that option. 

If we explore LA, learning management systems (LMS) like Moodle, Blackboard, and 

Canvas have built-in support for analytics, tracking what every user clicks on, how long they 

view a resource, etc. 

Just as there are both open (Moodle) and commercial (Blackboard) LMS, there are open 

and commercial tools for use with analytics. While going into depth about each of the tools is 

beyond the scope of this paper, the important point is that whatever your organization’s IT 

philosophy is, there are tools to help you with analytics. 

4. Current status in developed countries 

As a renowned geneticist said, “Wherever you can collect vast amounts of the right kind of 

data about the functioning of a system, you can use computers in powerful new ways to make 

sense of that system and learn how it works” (McCarroll, 2017). This is important because 

businesses, even businesses in Vietnam, have had vast amounts of data for years, but much of 

that data goes unused. One problem is that if the data is on paper, then it must be entered into a 

computer system before it can be properly analyzed. Even if the data is digital already, for 

example clickstream data (web server logs identifying the series of clicks someone made on a 

website), it often goes unused simply because nobody has been charged with the duty of making 

sense of it. 

Analytics requires the proper application of technology. Amazon does a lot of processing 

to show consumers product details quickly, before they lose interest. However, they must also be 

able to recommend something else (recommender systems are an example of PsA) that might be 

of interest to the customer; perhaps something they did not even know they wanted until they 

saw it. Amazon can do that because they collect so much data on each individual. To collect all 

that data, Amazon tracks everything. This is not unique to one firm. Facebook does the same 

thing, and for quite similar purposes: Keeping the user engaged. Facebook watches what you 

read, how fast you scroll over Linh’s cat video compared to how fast you scroll over Anh’s 
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wedding announcement. By tracking, and analyzing, all of this data the firms can see how strong 

your connections are to each subject (cat videos) or friend (Anh). This feeds into the PA model. 

Telecom firms will watch where you travel (with your phone), even if your GPS is turned 

off (but if it is turned on, that enables even more tracking). They will watch how often you visit 

which websites or use which apps on your phone. They will know which phone you have and 

when you call customer service, a computer will be analyzing everything you say, even if you 

say it to a human. When you say “I am having problems downloading email” the system will 

automatically pull up, for the customer service representative, the page about special instructions 

for users of the iPhone 6S, because it knows that is what you use (IBM, 2018). 

The important point here is that firms naturally have plenty of data. Some firms choose to 

capture that data in order to improve the experience they offer while other firms just let the data 

drift away. 

Wells Fargo, the world’s second largest bank by market capitalization (Rai, 2016), uses PA 

in hiring. By tracking performance of their bank tellers, and then analyzing that data (no machine 

learning necessary), they found that the best performing tellers have backgrounds in telecom, 

financial services, or hospitality (Kuehner-Hebert, 2013). That can inform not only the selection 

process but recruiting as well. 

Local and national governments around the world have been investing heavily in “open 

data” which means making the data the government has accessible to everyone (Stone, 2018). 

This creates its own complexities especially when you consider that anonymized data can 

sometimes be de-anonymized (Anderson, 2009). Again, we will deal with issue like this at the 

end of the paper. 

5. Current status in developing countries 

Searching for English-language journal articles for topics related to analytics or big data in 

Vietnam shows fewer than five articles at the time of writing. Searching in India, which is a 

lower-middle income country like Vietnam (World Bank, 2018), again shows very few articles 

and those which are present mostly include opinions about the importance of analytics rather 

than any implementation details. It is reasonable to conclude that there is very little happening in 

the field of analytics in lower-middle income countries. Certainly there are some companies 

doing some work on analytics in Vietnam, but they are few and far between. In upper-middle 

income countries, like China, there is extensive research and development on analytics. One of 

the most famous recent examples is the development of the Chinese “Social Credit Score” which 

will leverage the extensive data collection which happens at all levels of Chinese society 

(Ramadan, 2018). 

The Social Credit Score system will be fed data from at least two of the largest technology 

firms in the world, Alibaba and Tencent (chats, payments, searching, etc. all in addition to the 

information collected by the devices from these companies) (Zheng, 2018). Regardless of any 

judgments of this new system, it can be seen that a vast amount of data on each individual was 
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identified and a system to leverage that data was developed at the governmental level. This is not 

so different from what has been happening at the company level in the west for years. 

There appears to be a large gap with upper income and upper-middle income economies on 

one side, doing extensive research and development with analytics, and lower-middle income 

and low income economies on the other side, doing very little in this area. 

6. Opportunities for Vietnamese companies 

6.1. Who makes the important decisions? 

As stated earlier, Vietnam’s economic growth depends on improving worker productivity 

(“A Review of Science, Technology and Innovation in Vietnam,” n.d.) and HRD is a key 

strategy to which Vietnamese firms must attend. 

Google is one company with a strong reputation for talent management. They went away 

from copying “best practices” to actually measuring and tracking performance factors. They 

track each employee as an individual, just as they track each customer as an individual. Google 

has learned many important things, such as having more than four interviewers did not improve 

hiring quality, but the real key is that while they use PA to predict future employee behavior (for 

example, predicting when an employee might be ready to quit) they do not have machines decide 

what will be done to address the situation (DeRose, 2013). Those decisions are only made by 

humans. 

Using humans to make decisions allows common sense to spot data points which are 

extreme. For example, the “flash crash” of 2010 involved algorithmic trading. On that day, some 

Dow Jones Industrial Average (DJIA) components (like P&G) traded for as little as $0.01 and as 

much as $100,000 (Bowley, 2010) which would have been caught by any human trader familiar 

with the market. An algorithm, however, depends on how it was programmed and has no 

common sense. This point is further illustrated by events surrounding a 6% one-day drop in the 

British pound in 2016. A trading algorithm was blamed for the extreme movement but an 

experienced trader recognized immediately that something was wrong (Dvorsky, 2016). 

Recommendation #1: Vietnamese firms should use ETA and PTA to better manage 

human resources, but should avoid jumping into PsA with regards to employees. 

6.2. Culture and location 

Google accepts that experimenting is how we learn. Not all of their experiments have 

been successful but they accept that as part of the learning process. One famous experiment 

involved them eliminating all management positions (Garvin, 2013). That proved unsuccessful 

and so they changed back. Data drives the decisions, not emotions or personal reputation. They 

do use (existing) academic research to inform but they do not stop there; they experiment and 

they measure (Lund et al., 2016). Google goes so far as to analyze relations between team 

members (they can not only track online interactions but also the frequency and duration 

physical interactions) (Ibid.). Google is not the only firm which does this; some hospitals are 

also doing it (Schuman 2017). Academics have built software to aid such analysis and also 
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provide real world benefits to its users. NetMap is like an “intellectual dating app,” in that its 

goal is to help one student to find (physically, as in GPS) another who is working on similar 

topics with the intention that the two (or more) could work more effectively together (De Laat 

and Prinsen, 2014). 

Engagement is a key indicator of whether or not employees will quit their jobs. Bank of 

America and Wells Fargo (both large US banks) use PA to reduce staff turnover (Lund et al., 

2016). Others use PA in different ways. Measuring data on individuals is important but others 

also recommend tracking how individuals work in a group, knowing that synergies might be 

different in different groups (Schuman 2017). 

It can be difficult to tell why two events correlate. In 2007 a cat in a nursing home 

“predicted” dozens of deaths by curling up next to those about to die (Associated Press, 2007). 

While people did not know why, there was a clear correlation and that should inform decision-

making. Years later, one of the doctors from that nursing home proposed that the cat was 

detecting pheromones to which humans are insensitive (Goldsmith, 2010). Just because Alice 

spends time next to Bob before she quits and Charley spends time next to Bob before he quits, 

does not mean that Bob is making people quit. It could be something quite different. However, if 

Danielle starts spending time with Bob, it is worth exploring if she is happy with her job. 

Tracking employees physical location is easy enough. If the firms has security badges, 

these can be used in conjunction with sensors. Even if the business has no security badges, 

cameras can be installed with facial recognition software to know who is going where and how 

long they stay. Computer vision could be used to analyze their gestures which may indicate how 

connected they feel to other teammates (Lee et al., 2018; Nguyen et al., 2018). There are some 

personal privacy issues to worry about here and we will address those at the end of this paper. 

Recommendation #2: Vietnamese firms should consider running more controlled 

experiments, developing a culture of Try. Fail fast. Learn. Try again. 

Recommendation #3: Vietnamese firms should consider tracking more data about 

employees, including physical movements, to improve the PA model generation. 

6.3. Staff development 

Before addressing what is possible with current technology, we must review some of the 

issues that are already known about learning an a lower-middle income country like Vietnam. 

Considering the complaints from Vietnamese businesses that the graduates they hire do not 

have the skills they need (Hiep, 2018), firms should spend more time, and money, on HRD. 

Samsung and Intel, both major investors in Vietnam, say university graduates are not skilled 

enough, so these firms fund improvements; Samsung by improving Vietnamese education, Intel 

by sending thousands of Vietnamese to the US to improve their skills  (Sturgeon and Zylberberg, 

2016). Clearly there needs to be a closer connection between businesses and universities in 

Vietnam (Sturgeon and Zylberberg, 2016; Tran, 2016). It is not just large enterprises in Vietnam 

that are suffering. Some IT outsourcing firms here have to turn down work from clients because 
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of their inability to get good graduates (Sturgeon and Zylberberg, 2016). By leveraging ETA, it 

becomes possible to share with universities exactly what skills, knowledge, and experiences 

(SKEs) they expect the students to develop during their undergraduate years, which, in turn, can 

inform higher education curriculum design. Even if some universities have leaders who do not 

want to work with local firms, firms can work directly with the lecturers. 

Recommendation #4: Vietnamese firms should be more proactive in working with 

universities on curriculum development. 

6.4. Learning analytics 

As mentioned earlier most LMS used for HRD track learner behavior. For example, if a 

trainer posts slides before the training session, the LMS already tracks which learners have 

downloaded those slides, and when they did so. If a link to some reading has been posted, the 

LMS can tell you who, how many times, and from where learners clicked that link. When a 

learner is seen to never download slides before the training session, or they never look at any 

extra content which is available, these are all warning signs that the employee is not engaged in 

staff development. Again, this tracking data is already available but often goes unused. This is 

just one example of the digital breadcrumbs that get left behind that firms can use to promote 

learning by focusing on the least engaged learners and finding out what they, as individuals, need 

to engage with the materials. 

Recommendation #5: Even after new graduates start coming out of university with the 

proper SKEs, firms should be using LA to improve HRD. 

6.5 .First steps 

“A journey of a thousand miles starts with a single step” is an ancient proverb reminding 

us that any forward movement, no matter how small, is progress towards our goal. 

The head of strategy of Alibaba pointed out that before machines can be leveraged to make 

more business decisions (PsA), first the company must become an online organization so that it 

is in a position to collect as much data as possible (Zeng, 2018). While this is just a first step, it 

is a crucial one as systems must be developed to identify and capture the data that is actually 

available. In the world of analytics, data can be seen like money where the more you have, the 

better off you are. Indeed, collecting data now, even data that you think you might never use, 

could give you more options and more understanding in the future (IEEE, 2017). There is, of 

course, another side to consider and that involves data privacy, ownership, and control. This will 

be addressed later in this paper. 

Recommendation #6: Start collecting data now, even if it is just a small step of moving 

some parts of the organization online. 

6.6. Engaging employees 

Whether employees see meaning in their jobs is a key element in employee engagement 

(Ariely, 2012). Meaningful tasks must leverage existing skills (providing a sense of competence) 
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as well as new skills (providing a sense of learning) (Kahn, 1990). It is natural that employees 

want to improve themselves as it makes them more valuable. By tracking the tasks that 

employees are doing, and the skills required to perform those tasks, organizations can learn 

where each employee is strong or weak and that can, in turn, inform HRD efforts. 

Organizational norms impact how much safety employees feel which in turn impacts 

engagement (Kahn, 1990). The more a behavior fits within the organizational norms, the most 

safety participants feel. For example, as we have written above, when it comes to data, greater 

volumes are generally considered better. However, volume itself is not a viable data strategy 

(Díaz et al., 2018). Many employees feel uncomfortable being constantly monitored but when 

employees see how that monitoring helps them or the firm they are more willing to accept it 

(Joseph-Little, 2017). In order to build a true data culture, companies must be prudent about 

how they secure and use that data. Employees need to see that there is a benefit and they need 

to see the leaders lead by example, adhering to the same standards as all other employees 

(Andre, 2013). 

Recommendation #7: Use analytics to increase employee engagement by increasing the 

meaning in their work, building a culture of using data to inform all aspects of operations. 

7. Pitfalls to avoid 

As with any change, implementing analytics is not without its risks. However, there are 

known issues that we can anticipate and address before problems arise. 

7.1. New data privacy laws 

The General Data Protection Regulation (GDPR) is a set of rules for businesses which 

interact, in any way, with the data of individuals who are in the European Union (EU) (European 

Commission, 2018). Many business, such as newspapers, like the LA Times, television 

networks, and even software applications started blocking access to anyone accessing their sites 

from the EU (Lanxon, 2018). For example, Instapaper started blocking access to all users of its 

app in the EU, even Americans who were simply traveling there, starting on 24 May 2018 (Statt, 

2018). The service was not made available again in the trading bloc until 7 August the same year 

(Donohue and Rodion, 2018). A company disrupting their users, including their paying users, for 

more than two months can cause significant damage to their reputation, brand, and put future 

revenues at risk. GDPR was adopted and known about for two years before it became effective 

(Blackmer, 2016). While these new rules were not a surprise to businesses, the businesses still 

found themselves unprepared for the magnitude of work to complete before the deadline. 

Proceeding with “business as usual” can have dire unintended consequences. Violations of 

the GDPR can trigger fines of up to 4% of a firm's global revenue (“Fines and Penalties – GDPR 

EU.org,” n.d.). A company focused on data privacy filed a formal complaint against Google and 

others for violating the GDPR in relation to the popular online ad auction system (Busvine, 

2018). Considering that industry is projected to be worth $273 billion (Ibid.) in 2018, if found 

guilty the fine could be over $10 billion (per year). 
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While the GDPR is specific to the EU, India has a draft bill which is quite similar 

(Palanisamy and Nandle, 2018), though not identical. It is safe to assume that more countries 

will be adopting privacy laws which, while modeled after the GDPR, may be significantly 

different. 

While it might be tempting to capture every bit of data you can, and to hoard that data like 

the organization’s success depends on it, it should result in far less wasted effort in the future to 

plan, from the beginning, for issues of data privacy and ownership. 

7.2. Using the wrong measurements 

As written in the book Weapons of Math Destruction of the No Child Left Behind “value-

added” measure of teacher performance, good intention can lead to measuring the wrong things, 

sometimes ending up measuring nothing but random noise but because they are masked in the 

cloak of “statistics” the trusted results can end up being “arbitrary, unfair, and deaf to appeals” 

(O’Neil 2016). There are many examples, both in this book and also in the wider literature, of 

bias influencing algorithmic decisions. This is one more reason to proceed with caution 

regarding the implementation of PsA for employees. 

7.3. Avoiding accountability 

Managers may be more comfortable using PsA (letting algorithms make the decisions) if 

the manager will not be held accountable for those decisions. Managers are happy to avoid 

accountability issues, even though the long-term costs of doing so can become overwhelming for 

all those involved (Overfield and Kaiser, 2012). This lack of accountability can lead to many 

problems. For example, the Financial Crisis Inquiry Commission concluded that the Global 

Financial Crisis that began in 2007 was aggravated by a “systemic breakdown in accountability 

and ethics” (2011, p.23). We ignore these warnings at our own peril. 

When a new law or social standard becomes reality, firms need to react. In some cases, 

this could mean a massive overhaul to existing systems. When the GDPR was enacted, many 

firms had to make major changes to their systems. Some companies like Google and Facebook 

could spread the cost of those changes over billions of users. Smaller firms, however, found it 

difficult to properly comply given their business model was based on the monetization of data 

and that monetization was based on user ignorance and the GDPR was specifically designed to 

protect internet users from that ignorance. Some of these businesses simply stopped offering 

their services to anyone in the EU as mentioned earlier. As Aristotle is credited with saying, 

“Well begun is half done.” Perhaps a more appropriate quote is, “An ounce of prevention is 

worth a pound of cure.” The sentiment is the same. By planning from the outset for those 

issues we know could arise, businesses can design systems which accomplish the goal while 

minimizing new risks. 

8. Recommendations for further research 

University graduates are the primary source of white collar labor for businesses. A 

common misconception is that university students are customers. Upon examination we can see 
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they are much more similar to employees than customers. Consider the following about 

university students from the perspective of their educator. 

● We instruct them on what to do (we give them ‘assignments’), and also how to do it. 

● If they do it incorrectly, they will suffer. If they do it correctly they will be rewarded. 

● We insist they work in teams, even when they resist. 

● We track their attendance and excessive absences must be addressed. 

● We formally evaluate their output on a regular basis, and are expected to do so. 

● They look to us as experts who can help them improve so they can be more successful in 

the future. 

● We might have been their first choice, or perhaps not. 

● We recruited them. They applied to join us. We made them an offer, which they 

accepted. 

● They are expected to be with us for years. 

● We develop their skills, knowledge, and experiences. 

● When they leave us, they often return asking for a letter of recommendation to help their 

future job search. 

While the metaphor of student as employee is far from perfect (employees get paid), it is 

much more accurate than student as customer. As such, future research should consider how 

employee engagement metrics, and ETA overall, can be used to inform the use of LA so that 

universities can maximize student learning. This in turn will create the employees that businesses 

in Vietnam, and other developing countries, need if they are to continue to grow. The new 

graduates will already understand that data is tracked about them, along with why that happens, 

how it is used, and what rights they might have over such data. 
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Abstract: Hybrid entrepreneurship has become a common practice all throughout the 

world; thus, it became a relatively new stream of research. Therefore, this paper investigated the 

effect of personal and business characteristics on wage-work and business engagement of 

microhybrid entrepreneurs. Data collected from 385 entrepreneurs were analyzed using analysis 

of variance  and multiple regression analysis.  

 During weekdays, age2, years of schooling, employment income, and mode of entry affect 

the wage-work engagement; while, gender, years of schooling, and start-up age were significant 

predictors of business engagement. During weekend, age2, civil status, years of schooling, 

employment sector, employment income, start-up age, mode of entry, type of ownership, 

capitalization, and length of business operation were predictors of wage-work. Predictors such 

as age2, gender, and start-up age affect the business engagement. ANOVA results revealed the 

differences on engagement when grouped according to characteristics. These microhybrid 

entrepreneurs can be provided with financial and technical assistance from the government for 

them to be a channel in expanding markets and creating employment opportunities. 

Keywords: microhybrid entrepreneurs, entrepreneurship, work-wage, business engagement, 
start-up age 

 

1. Introduction 

Over the years, entrepreneurship has been considered as one of the most interesting topics 

in research. Timmons and Spinelli (2007) defined entrepreneurship as a way of thinking, 

reasoning, and acting that is based on leadership balance. Karp (2006) described as 

entrepreneurship as a system of what the entrepreneur does including the discovery, evaluation, 

and exploitation of opportunities to introduce new goods and services (Shane, 2005).  

In the light of the beneficial role that entrepreneurship plays in the economy, many 

individuals venture in entrepreneurship. Hence, the Global Entrepreneurship Monitor ([GEM], 

2016) reported that the Philippines has the highest perceived capabilities and entrepreneurial 

intentions while second highest on entrepreneurial opportunities among all ASEAN countries. 
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However, to some people, the concept of entrepreneurship can be a frightening decision. 

Therefore, in recent decades, a second form of entrepreneurship has fascinated many individuals 

(Burke, Fritzroy, & Nolan, 2008). 

 Part-time entrepreneurship is a form of entrepreneurship that can be combined with almost 

any occupation, for instance, a wage-job, looking after the home, studying or enjoying retirement 

(Petrova, 2012). Nevertheless, part-time entrepreneurship is not only limited to those who do not 

have other sources of income, it also encompasses those who are engage in self-employment 

activity while simultaneously holding a primary job in wage work or the so-called hybrid 

entrepreneurs (Folta, Delmar, & Wennberg, 2010). 

Today, hybrid entrepreneurship has become a common practice not only in the Philippines 

but all throughout the world; thus, it became a relatively new stream of research. Various 

scholars were passionate in identifying the motives of entrepreneurs in venturing into hybrid 

entrepreneurship. Entrepreneurs venture into part-time entrepreneurship due to diverse reasons. 

Part-time entrepreneurship is not chosen as a second-best option due to limited funds (Petrova, 

2012), rather, it was due to non-monetary and lifestyle-related motives (Thorgren et al., 2014). 

Meanwhile, Markontini et al. (2013) revealed that profit maximization was not the main priority 

of part-time entrepreneurs; hence, they believed that it can ameliorate the overall quality of life.  

Nordstrom, Siren, Thorgren, and Wincent (2015) investigated the impact of passion to hybrid 

entrepreneurship. According to them, entrepreneurs who have been operating their business for a 

long time were less likely to be driven by passion than those who started their business more 

recently. However, Thorgren et al. (2014) mentioned that the ability to work with something one is 

passionate about is the top motive for combining employment with a side business. 

Even how passionate individuals are, many employees are faced with the pressures of making 

tradeoffs between two distinct work roles: employee and entrepreneur. According to Williams, 

Berdahl, and Vandello (2016), work-life role theory suggests that engaging in hybrid 

entrepreneurship can both enrich and conflict with an employee role.  The paradox of work-life 

interface theory is that roles can be enriched through the simultaneous engagement of multiple roles.  

Because of lack of literature about the conflicting role of entrepreneurial and employee 

role, this study tries to bridge the gap in the literature and contribute to the body of knowledge. 

Therefore, this research conceptually explored the drivers of wage-work and business 

engagement of micro hybrid entrepreneurs in Cavite. Specifically, this study aimed to determine 

the wage-work and business engagement of micro hybrid entrepreneurs in terms of time 

allocation to business, and wage-work; ascertain the effect of personal and business 

characteristics on wage-work and business engagement of micro hybrid entrepreneurs; and 

compare the wage-work and business engagement of micro hybrid entrepreneurs across personal 

and business characteristics. 

2. Conceptual Framework 

The conceptual framework of the study is presented in Figure 1. The micro hybrid 

entrepreneurs' personal and business characteristics are the predictors of the wage-work and 
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business engagement. An independent variable is that specific factor that can be varied, thus its 

value or level can be manipulated, and its change affects the dependent variable. Meanwhile, the 

dependent variable is the observed result of the independent variable being manipulated. In this 

study, work-wage and business engagement of micro hybrid entrepreneurs are the dependent 

variables. Business engagement was measured using time allocation for business, while wage-

work engagement was measured using time allocation for employment activities. On the other 

hand, the independent variables are selected personal and business characteristics of micro 

hybrid entrepreneurs.  

According to Becker’s theory, the concept of time on various activities has been extended 

to analyze the determining factor of the time devoted to a new venture while remaining 

employed. The time spent in business and work varies considerably across personal 

characteristics. Thus, this means that the wage-work business engagement of an entrepreneur 

differs based on age, gender, civil status, years of schooling, length of tenure in the current work, 

employment sector, monthly income from employment, start-up age, initial capitalization, mode 

of entry, type of ownership, number of employees, nature of the business, and length of business 

operation. 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Research paradigm of the determinants of wage-work  

and business engagement of micro hybrid entrepreneurs in Cavite 

3. Methodology 

3.1. Sample and Data Collection 

The study employed descriptive, comparative, and causal/explanatory research design. It 

was conducted from June to August 2018. Since there were no data on the population of micro 

hybrid entrepreneurs in Cavite, the sample size was derived using the minimum sample size 

required for accuracy. The confidence level (Z) was set at 95% (1.96), the standard deviation or 

Personal Characteristics 
 Age 

 Gender 

 Civil status 

 Years of schooling 

 Length of tenure in 
current work 

 Employment sector 

 Monthly income from 
employment 

 

Characteristics of Business  
 Start-up age 

 Mode of entry  

 Type of ownership 

 Nature of the business 

 Number of employees 

 Length of business 
operation 

 Initial capitalization 

 Estimated monthly 
income from business 
 

Wage-Work and Business 
Engagement 

 Time allocation 
   to business      
   and   wage- work  
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the percentage picking a response was set at 50% (0.5) and the confidence interval was set at 5%. 

The margin of error at five percent was selected and justified because of the natural difficulty of 

accessing and finding available and willing micro hybrid entrepreneurs to partake in this research 

due to their very busy schedules, and their common hesitations to share their profile especially 

capitalization and monthly income from business as well as employment, 

 A total of 385 micro hybrid entrepreneurs were included in the study. After, identifying 

the required sample size, purposive sampling was employed to identify the respondents. Only 

those individuals who are currently working while simultaneously having their own microscale 

business were qualified as respondents.  Due to the difficulty in capturing sample size, online 

questionnaire was sent through Facebook and other online platforms, and at the same time the 

researcher visited different municipalities and business establishments and conduct a survey. 

However, convenience and snowball sampling were employed since there were no specific 

number of hybrid entrepreneurs in each city and municipalities of Cavite. 

 

3.2 Method of Data Analysis 

Frequency count, mean, percentage, and range were used in analyzing the personal and 

business characteristics as well as the wage-work and business engagement of micro hybrid 

entrepreneurs in Cavite. Analysis of variance (ANOVA) was employed in comparing the wage-

work and business across characteristics. Multiple regression was employed in investigating the 

effect of personal and business-related characteristics on the wage-work and business 

engagement of hybrid entrepreneurs. The independent variables were the personal and business 

characteristics, while the dependent variables were the number of hours spent each day on 

business and employment (hours divided by 24).  

���� = �� + ����� + �����
� + ����� + ������� + ������ + ������ + ������� +

���� + ������ + ������� + ������ + ������� + ������ + �������� + �������� +

������� + ℯ�                                                                                          (1) 

        ��� = �� + ����� + �����
� + ����� + ������� + ������ + ������ + ������� +

���� + ������ + ������� + ������ + ������� + ������ + �������� + �������� +

������� + ℯ�                                                                                            (2) 

 

 

Where:  

WWEn  = Time allocation on employment (percentage) 

BEn             = Time allocation on business (percentage) 

��  = Intercept  

��,…,��� = Coefficient 

Age  =  Age (present) 

Age2  =  Age squared 
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StAg     = Age of first entrepreneurial venture 

Gen  = Gender 

   1 = Male 

   0 = Female 

CivSt  = Civil status 

   1 = Single 

   0 = Married  

EdAt  = Years of schooling  

   0 = No Grade Completed 

   1 = Grade 1 

   2 = Grade 2 

   3 = Grade 3 

   4 = Grade 4 

   5 = Grade 5 

   6 = Grade 6 

   7 = First Year High School 

   8 = Second Year High School 

   9 = Third Year High School 

   10 = Fourth Year High School 

   11 = First Year College 

        12 = Second Year College 

        13 = Third Year College 

        14 = Fourth Year College 

        16 = Post Baccalaureate 

 

  LTnr = Actual number of years hybrid entrepreneurs are  

                                              working on their current employment  

EmSec = Sector where the hybrid entrepreneurs are working 

1 = Public 

0 = Private 
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MInc  = Monthly income from employment (PhP) 

MoEn  = Mode of entry 

1   =  New Start-Up 

0   =  Business Takeover    

TOw  = Type of ownership 

0   =  Partnership 

1   =  Sole Proprietorship 

NBus  =  Nature of their business 

1   =  Food 

0   =  Non-food 

BusOp  = Number of years the business is operational 

InCap  = Estimated amount of their initial capitalization (PhP) 

MBIn  = Estimated monthly income from business (PhP) 

4. Results and Discussion 

4.1. Personal Characteristics of Micro Hybrid Entrepreneurs in Cavite 

Majority of the micro hybrid entrepreneurs fell on 26 to 30 age brackets, with a mean of 

38.51 years old. This is an indication that millennials nowadays have a strong desire to venture 

into a hybridship path because they love being challenge and explore new opportunities. This is 

similar to the notion of Cox (2017) that majority of millennials are extremely hardworking and 

economically conscious.   

More than half of the hybrid entrepreneurs are married women, this is because they were 

trying to supplement their income to support their family needs. Female hybrid entrepreneurs 

wanted to meet their personal goals, such as gaining feelings of achievement and 

accomplishment. In addition, married people venture into hybrid entrepreneurship to seek 

opportunities on how to augment their family income. Most of them spent 13 to 14 years 

studying, this means that they are well educated and have much innovation skills to be creative 

in business formation. This is consistent with the observation that individuals with a higher 

education are more likely to have more than one job (Shane, 2003). 

A little over half of the micro hybrid entrepreneurs were working on the public sector for 

about one to four years with a mean of 10.78 years. This is because the work in the public sector 

is less demanding; thus, micro hybrid entrepreneurs can still work on their paid employment 

while simultaneously venturing a business. Kane (2018) mentioned that public interest jobs 

typically offer a better work-life balance since they provide a 9 to 5 work, flexible schedules and 

part-time opportunities. Moreover, they had been earning an average of PhP 22,655.57 per 

month which is higher than the minimum wage of PhP10,113.00.  
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Table 1. Personal characteristics of micro hybrid entrepreneurs in Cavite, 2018 

 Characteristics        Description 

 Mean age (years)                                                        38.51  

 Gender                  Female (62.6%) 

 Civil status                 Married (61.8%) 

 Mean Years of schooling (years)                 13.32  

 Mean length of tenure                         10.78  

 Employment sector                       Public sector (51.7%) 

 Mean monthly income from employment (PhP)      22,655.57  

4.2 Business Characteristics of Micro Hybrid Entrepreneurs in Cavite  

Table 2 shows that the mean age of the respondents to start the business was of 31.59. 

These data portray that most of the micro hybrid entrepreneurs in Cavite ventured into a business 

when they were young. Reynolds et al. (2000) stated that individuals aged 25 to 44 years were 

the most entrepreneurially active. Moreover, they started as a new start-up venture with an 

average initial capitalization of PhP63,087.22. This suggests that most of the micro hybrid 

entrepreneurs like to have a complete control over their business (Quora, 2017), as well as it 

allows for more flexibility in the sense that entrepreneurs who start a new venture from scratch 

can shape the venture as they wish (Block, Miller, & Ulrich., 2015).  

Majority of them chose to form a single proprietorship focusing on non-food. The reason 

for this is that non-food business is easier to manage and have the lesser time commitment. Most 

of the micro hybrid businesses in Cavite were on their early stage since they have been 

operational for an average of 6.43 years. Nevertheless, most of them manage their business alone 

and they were earning an average of Php15,706.32 per month from business. 

Table 2. Business characteristics of micro hybrid entrepreneurs in Cavite, 2018  

 

 Characteristics        Description 

 Average start-up age (years)                                     31.59  
 Mode of entry                                          New start-up 
 Type of ownership                Single proprietorship 
 Nature of business                                              Non-food 
 Average initial capitalization (PhP)                                         63,087.22  
 Average number of employees    2.26  
 Average monthly business income (PhP)            15,706.32  

4.3  Wage-work and Business Engagement of Micro 

 Hybrid Entrepreneurs in Cavite  

4.3.1 Weekdays.  Table 3 presents the time allocation of micro hybrid entrepreneurs on the 

three activities such as wage-work, business, and leisure. As shown, the largest portion of the 

micro hybrid entrepreneurs time was spent for leisure (11.91), followed by wage-work (8.41), 

and business (3.69). This is attributed to the fact that most of them were married women who 

have tons of responsibility for their families. This is consistent to the findings of Saxbe, Repetti, 

and Graesch (2011) that due to the gradual increase of women in the workforce, the time 
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allocation by both men and women to unpaid domestic labor has begun to converge, but women 

still devote almost twice the number of hours to housework than men. 

4.3.2 Weekend. The time allocation of micro hybrid entrepreneurs during weekends 

indicates that the largest part of their time during the weekend was spent on leisure with an 

average of 14.59 hours; meanwhile, an average of 6.58 hours a day were allotted to business and 

the rest (2.88) were used for wage-work. This is an indication that even with the limited time and 

effort for multiple activities, such as wage-work, business, and leisure, they still managed to 

allocate most of their time to leisure. On the contrary, Wincent and Ortqvist (2009) revealed that 

in the entrepreneurship setting, work-family conflicts have been reported as detrimental to the 

entrepreneurial experience and positive perceptions of necessary risks in venturing. Gatenby 

(2014) mentioned that during weekend, people spend the time not at wage-work and other 

activities but are catching up on their sleep. They get on average about 45 min more sleep at 

night at the weekends (8hr 16 min during the week compared to 8hr 59 min at the weekend). In 

addition, they are also catching up on their leisure time, which increases by about 1.5 hours per 

day during weekends; catching up on their housework; and spending about an extra half an hour 

per day on housework. 

Table 3. Wage-work and business engagement of micro hybrid entrepreneurs in Cavite, 2018 

 

Schedule 

Time Allocation (Hours) 

Wage-Work ��        
SD 

Business  
SD 

Leisure  
SD 

Weekdays   8.41      1.30     3. 69     2.24   11.91    2.54 

Weekends   2.88      3.64     6.58      2.94   14.59    4.04 

4.4. Effect of Personal and Business Characteristics on Wage-work and Business 

Engagement  of Micro Hybrid Entrepreneurs 

Multiple regression was performed to assess the effect of personal and business 

characteristics on wage-work and business engagement. In order to ensure that the statistical 

methods to be used were appropriate for this dataset, some assumptions such as 

heteroscedasticity, normality, misspecification, and collinearity problems were verified. Also, 

the data were checked for normality by applying the Jarque Bera probability test, however, the 

data did not prove to be normally distributed. Since ANOVA is quite robust to violations of 

normality, meaning it is capable of producing valid results, under those circumstances, it was 

decided that this statistical method would still be acceptable for the analysis of data. Moreover, 

with the use of the Ramsey RESET test, it was revealed that there was no misspecification 

problem on the variables. Meanwhile, another diagnostic test (VIF) was used to check the 

multicollinearity, and it was found on the that there was a multicollinearity problem with some 

variables; thus, the data were analyzed using backward regression. 

4.4.1 Wage-work engagement (weekdays). Table 4 shows the regression estimates showing the 

effect of personal and business characteristics on wage-work engagement during weekdays 

(WWEnWD). The best fit model for wage-work engagement had R2 of .053. This means that there was 
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5.3% of the total variability in the WWEnWD explained by the independent variable in the model, 

while the remaining 94.7% was caused by other factors that were not included in the study.  

Variables such as age, gender, civil status, length of tenure, employment sector, start-up 

age, type of ownership, nature of business, number of employees, business operation, initial 

capitalization, and monthly business income were excluded using the default values of the 

probabilities to enter (0.05) and remove variables with values greater than 0.10. Moreover, age 

was found to be have collinearity problem with VIF of 50.331. 

Table 4. Summary output of regression analysis showing the effect of personal and business 

characteristics on wage-work engagement (weekdays) 

  Variable                                                �                   Standard                p-value  

                    Error 

Age                                                               -6.597                    .000       .032 

Years of Schooling                                       -.004                       .002                     .053 

Monthly Income from Employment            3.114                       .000                     .016 

Mode of Entry                                                .006          .002                          .004 

R-squared                                                     .053     

  F-statistic                                                    5.362 

 Prob (F-statistic)                                          0.000                                                     

Age2 was found to be significant (p < .05) which implies that  an increase in age tends to 

increase the WWEnWD.  However, over time as indicated by age2, a year increase in age will 

cause a decrease in wage-work engagement by 6.597 hours. It indicates that age has a curvilinear 

effect on wage-work engagement. Thus, when an individual reached its peak between the age of 

25 and 44 years, their desire to work decreases afterwards. This can be attributed to the fact that 

their stamina decreases as they age. Similarly, Petrova (2012) cited that during the start-up 

period, the individuals spend more time in the business to learn. As time passes by, their time 

allocation decreases.  

 Years of schooling was found to be statistically significant at the 10% level which implies 

that an increase in years of schooling by one year will cause a decrease on WWEnWD by 0.004 

hours. This means that those with lower than 13 years of schooling are more engaged and 

passionate in their paid employment. According to Mehdikarimi et al. (2015),  those with  higher 

education are the most likely to work long hours as compared to less educated. Another factor 

that was found to be significant (p < .05) was monthly income from employment. It shows that a 

one thousand peso increase in monthly income from employment will cause WWEnWD to 

increase by 3.114 hours. This implies that those individuals who have bigger monthly income 

have the tendency to increase their engagement in their wage-work. This is similar to the result 

of the study of Ogbonnaya, Daniels, and Nielsen (2017) that performance-related pay was 

positively associated with the perception that work is more intense; thus, they allocate more time 

and energy to obtain an individual reward.  

Additionally, mode of entry was found also to have a statistically significant effect (p < 

.01) on wage-work engagement. The result suggests that WWEnWD of those who started their 
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own business is statistically significantly higher by about .006 hours than those who acquire their 

venture through business take-over. This implies that those who have acquired their business 

through business take-over have a higher WWEnWD than those who have started it from scratch. 

This contradicts the result of the study of Xi et al. (2017) that business take-overs are considered 

less risky and uncertain; thus, it requires lesser time allocation than a new start-up venture. 

4.4.2 Business engagement (weekdays). As shown in Table 5, the R2 of .034 tells that 3.4% 

of the total variation in BEnWD was explained by gender, educational attainment, and start-up 

age, while the residual 97.6% was caused by other factors that were not included in the study. 

However, the results indicated that the model was significant (p < 0.01); therefore, there is an 

association between the predictor variables and the dependent variable.  Variables such as age, 

age2, civil status, employment sector, length of tenure, monthly income, nature of business, type 

of ownership, mode of entry, business operation, number of employees, initial capitalization, and 

monthly business income were excluded using backward regression since their probability of F 

is greater than 0.10. 

It is also shown that gender derived a p-value that is less than 0.1, which means that it 

significantly affects the business engagement. This implies that the BEnWD of male micro hybrid 

entrepreneurs was statistically higher by about .434 hours than female. This is similar to the 

hypothesis that male micro hybrid entrepreneurs have higher business engagement than female 

hybrid entrepreneurs. This means that they had limited time in managing their business due to its 

multiple responsibilities at home and in their wage-work. This is supported by the study of Saxbe 

et al (2011) that women still devote almost twice the number of hours to housework than men. 

 

Table 5. Summary output of regression analysis showing the effect of personal and 

businesschara cteristics on business engagement (weekdays) 

                                                       Variable                  Standard                p-value  

          Error 

Gender                                                           .434       .010              .065 

Years of Schooling                                      -.156                     .003                    .039 

Start-up Age                                                -.022                     .001       .067 

R2                                                                 .034   

F-statistic                                                    4.489 

Prob (F-statistic)                                          0.004                                                     

Years of schooling was found to be statistically significant at the 5% level; thus, every 

additional year of schooling will cause decrease on BEnWD by 0.156 hours. This means that those 

with higher educational attainment allotted lesser time on business than those who have lesser 

education. On the other hand, results revealed that start-up age was statistically significant at 10% 

level which indicates that when the individual starts older, their BEnWD decrease by 0.022 hours. This 

is congruent to the findings of the Verheul et al (2009) that the impact of additional experience is 

likely to diminish with an increase in age, thus, their engagement lowers as they aged.  
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4.4.3 Wage-work engagement (weekend). Table 6 presents the effect of personal and 

business characteristics on wage-work engagement during weekend. As shown, the best fit 

model for wage-work engagement had R2 of .162. Only 16.2% of the total variability in the 

WWEnWE was explained by the independent variables in the model, while the remaining 83.8% 

was caused by other factors that were not included in the study. Variables such as age, gender, 

number of employees, nature of business, length of tenure, and monthly business income were 

excluded in the model since their probability of F is more than 0.1. In addition, age was found to 

have a collinearity problem with a VIF of 72.601. 

With regards to civil status, the derived p < 0.1; thus, the WWEnWE of single micro hybrid 

entrepreneurs is statistically higher by about 0.705 hours. This indicates that single hybrid 

entrepreneurs have higher wage-work engagement than married hybrid entrepreneurs. Panday 

(2018) mentioned that married women feel guilty that they are not devoting sufficient time to 

various activities due to enormous demands that family places on their time and attention.  

In terms of years of schooling, it was found significant at 1% level. This suggests that a 

year increase in years of schooling will cause a decrease on WWEnWE by .386 hours. This implies 

that those with lower educational attainment allotted more time in wage-work in order to sustain 

their family need. Moreover, most of them are working in factories, restaurants, and other 

industries wherein they have work during weekend especially on Saturdays. Meanwhile, the 

employment sector was also found to be a highly significant predictor (p<0.01) of wage-work 

engagement. This means that WWEnWE of micro hybrid entrepreneurs working in the public 

sector was statistically significantly lower by about 1.535 hours. CPS HR Institute for Public 

Sector Employee Engagement as cited by (Lavigna, 2017) mentioned that 44% of private-sector 

employees are fully engaged compared with 38% of public-sector employees.  

Table 6. Summary output of regression analysis showing the effect of personal and 

businesscharacteristics on wage-work engagement (weekends) 

     Variable             Standard                p-value  

                          Error 

Age2                                                                   .001                     .001                      .000 

Civil Status                                                    .705              .425                  .098 

Years of Schooling                                       -.386                     .122              .002 

Employment Sector                                    -1.535                     .383                      .000 

Monthly Income from Employment            2.603                     .000                      .004 

Start-up Age                                                 -.117                     .051              .023 

Mode of Entry                                                .257                    .127              .044 

Type of Ownership                                        .763                    .434               .079 

Business Operation                                       -.100                    .055                       .071 

Initial Capitalization                                   -2.469                   -.000                       .040 

R2                                                                         .162 

F-statistic                                                     7.256 

Prob (F-statistic)                                          0.000        

Another significant predictor of wage-work engagement is monthly income from 

employment (p < .01). The results also showed that a one thousand increase in monthly income 

from employment will cause WWEnWE to increase by 2.603 hours This means that monthly 



381 

income positively affects the wage-work engagement of hybrid entrepreneurs. Therefore, the 

higher the monthly income from employment the higher the wage-work engagement of micro 

hybrid entrepreneurs in Cavite.  This is parallel to the results of the study of Mehdikarimi et al. 

(2015) that for every percent increase in adjusted personal income, hours worked per week goes 

up by 0.06804.  

Moreover, start-up age is another significant predictor of wage-work engagement at 5% 

level. This means that a year increase in start-up age will cause a decrease of 0.117 hours in the 

WWEnWE. This implies that as people gets older before starting up a venture it will result to 

decrease in their time allocation on wage-work engagement during weekend. Mode of entry was 

found to be another significant predictor of wage-work engagement during weekend at 5% level. 

This implies that the WWEnWE of those who started their own business is statistically 

significantly higher by about .257 hours than those who acquire their venture through business 

take-over. This is congruent with the hypothesis that those who started their business as a new 

start-up have higher business engagement than those who took over their family business. 

Type of ownership was statistically significant at the 10% level; thus, the WWEnWE of 

micro hybrid entrepreneurs who venture into single proprietorship was statistically significantly 

higher by about .763 hours. This is because they need to work longer in order to get a higher 

income that will be needed for their capitalization. Likewise, it was also revealed that business 

operation was statistically significant at the 10% level. This means that for every year added on 

the years of operation will cause a decrease of .100 hours on the wage-work engagement. Thus, 

those who have been operational for a long time have lower wage-work engagement, this is due 

to the fact that they already have established the business and wanted to allot their time on 

business rather than wage-work. 

Lastly, initial capitalization is said to be another significant factor of wage-work 

engagement at 5% level. Every peso increase on initial capitalization will cause a 2.469 hours 

decrease in WWEnWE. This implies that the higher the initial capitalization, the lower the wage-

work engagement. This is parallel to the notion that the determination of the number of hours 

allocated to wage-work is affected by the amount of initial capitalization. 

4.4.4 Business engagement (weekend). Table 7 shows that the model had an R2 of 0.022, 

this means that 2.2% of the total variability in the business engagement during weekend was 

explained by the age2, gender, and start-up age. The residual 97.8% was caused by other factors 

that were not included in the study. Meanwhile, age, civil status, years of schooling, employment 

sector, length of tenure, monthly income from employment, mode of entry, nature of business, 

business operation, type of ownership, number of employees, initial capitalization, and monthly 

business income were excluded in the model (F>0.1). Moreover, age was found to have 

collinearity problem with VIF of 51.979.   

Age2 was found to be statistically significant at 10% level, which implies that for every 

increase in age will cause an increase in their business engagement during weekend by 2.462 

hours. This is contrasting to the hypothesis that age has curvilinear effect on the business 

engagement of micro hybrid entrepreneurs during weekend. Viljamaa and Varamaki (2015) 
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mentioned that working-age individuals in salaried employment may find increased motivation 

and an outlet for entrepreneurial energies in hybrid entrepreneurship. 

Table 7. Summary output of regression analysis showing the effect of personal and 

businesscharacteristics on business engagement (weekends) 

 

                                                         Variable          Standard                p-value  

   Error 

Age 2                                                          2.462                .000  .025 

Gender                                                           .024                  .013                .064 

Start-up Age                                                 -.002   .001  .042 

R-squared                                                     0.034           

F-statistic                                                     2.917 

Prob (F-statistic)                                          0.034      

Age2 was found to be statistically significant at 10% level, which implies that every 

increase in age will cause an increase in their business engagement during weekend by 2.462 

hours. This is in contrast to the hypothesis that age has curvilinear effects on the business of 

hybrid entrepreneurs in Cavite during weekend. Viljamaa and Varamaki (2015) mentioned that 

working-age individuals in salaried employment may find increased motivation to engaged in 

hybrid entrepreneurship. 

 Meanwhile, gender is another predictor of BEnWE found to be statistically significant. 

This implies that the BEnWE of male micro hybrid entrepreneurs was statistically significantly 

higher by about .024 hours. This is analogous to the hypothesis that male hybrid entrepreneurs 

have higher business engagement than female hybrid entrepreneurs. Likewise, Dam and Morath 

(2016) cited that the average woman works 76 fewer minutes a day than the average man. 

Moreover, females still bear a greater responsibility for child care. Burke et al. (2008) reported 

that child care activity of women has a negative influence on their entrepreneurial persistence. 

Therefore, men are more likely to spend long hours in business as compared to women. 

The findings also revealed that start-up age was statistically significant at 5% level, which 

means that an increase in start-up age will cause a decrease on BEnWE by 0.002 hours. This 

contradicts the notion of Caldwell (2017) that an individual aged over 55 could be better 

equipped to manage large workloads than any other age bracket. Additionally, Levesque and 

Minniti (2006) mentioned that the highest likelihood of starting a business comes at an early age 

and decreases thereafter. 

4.4 Wage-work Engagement During Weekdays of Micro Hybrid  

Entrepreneurs Across Personal and Business Characteristics  

Table 8 shows that that among the personal and business characteristics, numerous factors 

such as gender, civil status, years of schooling, length of tenure, start-up age, mode of entry, 

types of ownership, nature of business, initial capitalization, number of employees, and monthly 

business income were found to have no significant difference on the wage-work engagement 

during weekdays. Since their derived p-values were more than the chosen alpha; thus, it 
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contradicts the alternative hypothesis. This implies that their time allocation on paid-employment 

was just the same. Variables such as age, employment sector, and monthly income were found to 

have significant differences on wage-work employment. 

The results revealed that there were statistically significant differences at the 5% 

significance level for the wage-work engagement of micro hybrid entrepreneurs in Cavite across 

different age groups. Since the derived p-value is less than 0.05, then the alternative hypothesis 

was accepted. This means that the micro hybrid entrepreneurs have varying time allocation when 

grouped according to age. This is similar to the study of Cornwell (2011) that older people spend 

less time than younger people. Hill (as cited in Nordstrom, 2015) revealed that when an 

individual had reached its peak their desire to work declines afterwards.  

Employment sector was also found to have significant difference on the wage-work at 1% 

level. This suggests that micro hybrid entrepreneurs who were working on the private and public 

sector have different wage-work engagement during weekdays. This is parallel to the hypothesis 

that there is a significant difference in the wage-work business engagement of micro hybrid 

entrepreneurs when grouped according to the employment sector. Working hours in the public 

sector tend to differ from those in the private sector. According to De Spiegelaere and  

Table 8. Wage-work engagement (weekdays) of micro hybrid entrepreneurs across personal 

andbusiness characteristics 

 

      Characteristics                                 F-statistics                   p-value  

        Age         2.582                      .013 

        Gender           .821                  .365  

  Civil Status                                     .029                 .866 

  Years of Schooling                     .777                       .589 

        Length of Tenure                       1.430        .192 

  Employment Sector                                                    7.563         .006  

        Monthly Income from Employment                           1.861                 .049  

    Start-up Age                                                               1.223                  .289 

  Mode of Entry                                                              .368                 .544 

  Type of Ownership                                                      .330                 .566 

  Nature of Business                                       .931                 .335 

  Initial Capitalization                                                    .580                 .830 

      Number of Employees                                                    .376                 .826 

  Monthly Business Income                                          .634                               .703 

Piasna (2017), in some countries, working on a public sector has significantly lower 

conventional weekly working hours than the private sector.  

The employment sector has a significant difference on the wage-work at 1% level. This 

suggests that micro hybrid entrepreneurs who were working on the private and public sector had 

different wage-work engagement during weekdays. This means that those with higher income 

had different wage-work engagement than those with lower income. Similarly, Mehdikarimi et 

al. (2015) revealed that the top quintile of earners works longer.  Thus, the availability of other 

income influences the number of their work for their employment (Solesvik, 2017).  
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4.5. Business Engagement During Weekdays of Micro Hybrid   

Entrepreneurs Across Personal and Business Characteristics 

Table 9 shows that among the personal characteristics, age, civil status, length of tenure, 

employment sector, monthly income from employment, start-up age, mode of entry, types of 

ownership, nature of business, initial capitalization, and number of employees had no significant 

difference in the business engagement. This means that their time allocation during weekend in 

business venture were the same. Gender was found to have a highly significant difference in the 

business engagement of micro hybrid entrepreneurs during weekdays since the derived p-value is 

less than 0.01. Therefore, the alternative hypothesis must be accepted. This means that male and 

female individuals had divergence with regards to their time allocation. This is because female 

hybrid entrepreneurs have multiple responsibilities aside from their paid employment and 

business venture. Thus, multiple assignments of women tend to limit their time spent in the 

business. Moreover, with regards to business, men tend to work longer as compared to women 

(Ajayi-Obe & Parker, 2005). 

The results showed that there was a highly significant difference in the business 

engagement of micro hybrid entrepreneurs in Cavite across years of schooling. This implies that 

the business engagement of micro hybrid entrepreneurs varied depending on their highest 

educational attainment. This means that those who earned higher education had different time 

allocation on business as compared to those who did not finish college. This supports the study 

of Parker and Van Praag (2012) that those with higher education prefer to start their business 

from scratch; thus, allocating more time for their business. Moreover, Mehdikarimi et al. (2015) 

conclude that those with the highest qualifications are the most likely to work long hours as 

compared to less educated.  

Monthly income from business derived a p-value less than the chosen alpha. This implies 

that the time allocation varied depending on their business income. Likewise, Thorgren et al. 

(2013) those entrepreneurs who gain larger business income tend to invest more time in their 

business venture. 

4.6. Wage-work Engagement During Weekends of Micro Hybrid  

 Entrepreneurs Across Personal and Business Characteristics 

Table 10 presents that among the personal and business characteristics, several factors such 

as gender, years of schooling, monthly income, mode of entry, types of ownership, nature of 

business, initial capitalization, number of employees, and monthly business income had no 

significant difference on the wage-work engagement during weekends. This implies that their 

time allocation on wage-work was the same. Meanwhile, variables such as age, civil status, 

length of  
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Table 9. Business engagement (weekdays) of micro hybrid entrepreneurs across personal and  

business characteristics 

    Characteristics                                  F-statistics                 p-value  

       Age                                                  .745                 .634 

       Gender                                                                   8.739        .003 

 Civil Status                             1.784         .182     

       Years of Schooling                                  3.741              .001 

       Length of Tenure       1.151                .330 

 Employment Sector                                                1.903              .169 

 Monthly Income from Employment        .805              .624 

     Start-up Age                                      1.671       .115 

 Mode of Entry                                                            .012   .912 

     Type of Ownership                         2.106   .148  

     Nature of Business                                                            .049         .826 

 Initial Capitalization                                                           .701                .724 

 Number of Employees                                                       1.710                .147 

 Monthly Business Income                             1.590                .094 

Tenure in current work, employment sector, and start-up age had no significant difference 

on wage-work employment. 

Age had a derived p-value < 0.010, which means that there was a significant difference in 

the wage-work engagement during weekends across different age groups. This is a clear 

indication that the number of hours spent on wage-work depends on the micro hybrid 

entrepreneurs' age. Furthermore, this means that younger micro hybrid entrepreneurs have 

different wage-work engagement than those who are older. This is similar to the findings of 

Euwals (2001) that there is a negative effect of age on desired working hours. Moreover, older 

employees prefer work over leisure compared to younger employees (Monostori, 2009).  

There was statistically highly significant difference for the wage-work engagement of micro 

hybrid entrepreneurs in Cavite across civil status since the derived p-value is less than 0.001. This 

signifies that single and married micro hybrid entrepreneurs had different wage-work engagement 

during weekends. Married individuals have multiple responsibilities and demand from their 

families as well as their business.  This is supported by the notion of Verheul et al.  (2005) that 

marriage, childcare, and household activities go hand-in-hand; thus, their time allocation to various 

activities was affected. In addition, married individuals were expected to decrease their number of 

working hours because they wanted to spend time together with their families. 

Moreover, length of tenure derived a p-value less than the chosen alpha. This signifies that 

the time allocation of hybrid entrepreneurs varied based on their length of tenure. This signifies 

that the time allocation of hybrid entrepreneurs varied based on their length of tenure. Verheul et 

al. (2009) stated that individuals will work fewer hours if they have other income available and 
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that the productivity of time is positively related to relevant experience. Employment sector had 

a high significant difference on the wage-work engagement during weekends. This implies that 

those who worked in public have different time allocation on wage-work engagement than those 

in the private sector. Most jobs in the public sector followed the standard hours of work for 

employees which is eight hours a day (40 hours a week).  According to Civil Service 

Commission (2016), all government officials and employees are obliged to render eight working 

hours a day for five days a week, or a total of 40 hours a week excluding time for lunch.  

Lastly, the p < 0.01 indicates that there was high significant difference on the wage-work 

engagement of micro hybrid entrepreneurs in Cavite when grouped according to start-up age. 

This means that the time spent on wage-work engagement varied based on their age when they 

first started the business. Nordstrom (2015) mentioned that persons who are older at venture 

start-up have more resources for taking on the risks and meeting the challenges associated with 

combining an employment with a business. Thus, older micro hybrid entrepreneurs have the 

possibility to work longer hours than the younger ones. 

4.7. Business Engagement During Weekends of Micro Hybrid 

 Entrepreneurs Across Personal and Business Characteristics 

Among the personal and business characteristics, the results revealed that the derived p-

values of age, gender, civil status, employment sector, start-up age, mode of entry, types of 

ownership, nature of business, initial capitalization, number of employees, and monthly business 

income were more than the chosen alpha. This means that their time allocation on business did 

not vary. On the other hand, the business engagement of micro hybrid entrepreneurs was 

significant when respondents were grouped according to years of schooling, length of tenure in 

current work, and monthly income from the business (Table 11). 

Table 10. Wage-work engagement (weekends) of micro hybrid entrepreneurs across personal 

andbusiness characteristics 

      Characteristics                                  F-statistics                    p-value  

        Age                                                                        2.697     .010 

        Gender                        .529          .468 

  Civil Status               11.760         .001 

  Years of Schooling                     .776                .589 

  Length of Tenure                   1.881          .071 

  Employment Sector                                                     33.656          .000 

  Monthly Income from Employment                         .844                .586 

        Start-up Age                                                           3.049           .004 

  Mode of Entry                                                           .329                .567 

  Type of Ownership                      .123                .726 
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  Nature of Business                                                    .931                .335 

  Initial Capitalization                                 .938                .498 

   Number of Employees                                               .451                .772 

  Monthly Business Income                                      1.743                .110 

 

 

Table 11. Business engagement (weekends) of micro hybrid entrepreneurs across personal and  

business characteristics 

 

      Characteristics                                F-statistics                    p-value  

        Age                                                                     .392                            .907 

        Gender      1.815                    .179 

  Civil Status               .164                  .685 

  Years of Schooling             3.741                     .001 

  Length of Tenure            2.728                    .009 

  Employment Sector              .007                   .935 

  Monthly Income from Employment  1.624                    .098  

        Start-up Age                                                          .321                             .944 

  Mode of Entry                                                     .011                    .916 

  Type of Ownership                 .329                   .567 

  Nature of Business                                              .049                           .826 

      Initial Capitalization                                               .325                           .974 

  Number of Employment                                     .643              .632 

      Monthly Business Income                .861                           .524 

 

There was a high significant difference on the business engagement of micro hybrid 

entrepreneurs in Cavite across years of schooling since the derived p-value is less than the 

chosen alpha of .01. This implies that the business engagement of micro hybrid entrepreneurs 

varied depending on their years of schooling.  According to Busteed (as cited by Grasgreen, 

2013), among the entrepreneurs, 28.3% of graduates were engaged in business, compared to 

29.6% of people who attended college, and 32.7% of people who didn’t go beyond high school. 

This means that those with lesser years of schooling were more engaged compared to those who 

have more years of schooling. Likewise, the results revealed that there was a highly significant 

difference on the business engagement of micro hybrid entrepreneurs when grouped according to 

the length of tenure. This implies that those who have longer work experience did not want to 

work on wage-work during weekend and they wanted to focus more on their business. 
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Meanwhile, Dennis (2012) mentioned that less years of work experienced spent somewhat 

longer hours on business. 

 Monthly income from employment had a significant difference (p < 0.10) on the business 

engagement of micro hybrid entrepreneurs during weekends. This means that those who have 

higher monthly income from employment have different time allocation on business as 

compared to those who have lower income. The lower the monthly income from employment, 

microhybrid entrepreneurs spent more time in the business. Ajayi-Obe and Parker (2005) 

mentioned that those with higher income from both wage-work and business, worked fewer 

hours as compared to those with lower income. Moreover, the availability of other sources 

income reduced the time spent for work. 

5. Conclusions  

Age is a significant predictor of wage-work engagement which means that as entrepreneurs 

get older their engagement to work declines  because their stamina decreases due to age-related 

factors. However, the longer the years of schooling, the lesser the wage-work engagement 

because they just wanted to supervise the work of employees and train people to do the job for 

them. This supports the notion of Sorenson and Garman (2013) that college degree may allow 

workers to avoid becoming trapped in a bad job by providing more employment options and 

allowing them to be more selective in the work they choose; thus, they became less engaged than 

those who have lesser years of schooling.  

In terms of the effect on wage-work engagement during weekend, age has a curvilinear 

effect on WWEnWE. As an individual gets older they have a little increase in their time allocation 

in paid employment. On the other hand, single entrepreneurs are  positively affecting their wage-

work engagement during weekend  because even if they have lesser responsibilities, they still 

wanted to work to earn more money and save for their future. Those who work in the private 

sector, however, have higher wage work engagement during weekend than those in the public 

sector  because they do not have any work schedule during weekends. Furthermore, those who 

have been operating the business for a longer time have lower time allotted for wage-work 

during weekends. They prioritize the business to cope with the limited time they spent during 

weekdays. Initial capitalization has a negative effect on wage-work engagement. Hybrid 

microentrepreneurs focus on the business during weekends to earn more profit to be reinvested 

in the business. Age has a positive effect on business engagement, hence, as age increases, time 

allotted for business also increases. Older people become more inclined into hybrid 

entrepreneurship and wanted to earn additional income for retirement. Moreover, men work 

longer in the business than women because women do household chores during weekends.  

During weekdays, there is a significant difference in the allotted time for wage-work 

among microhybrid entrepreneurs when grouped according to age, employment sector, and 

monthly income. Younger people work longer during weekdays. Industries in the private sector 

have different work schedules as compared to those in public, hence, those with higher income 

will be inspired to work longer.  During weekends, a significant difference exists in the time 

allocation on wage-work across age groups, length of tenure, and employment sector. As people 
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get older and have worked for several years, they feel the importance of spending time on 

activities other than wage-work during weekends.  

Business engagement during weekdays varies significantly across gender and years of 

schooling. Likewise, time allotted during weekends differs significantly across years of 

schooling, length of tenure, and monthly income from employment. Males and females have 

different roles at home. More educated microhybrid entrepreneurs tend to delegate business 

activities to their employees while those who have been employed for several years with higher 

monthly income from employment prefer to have more leisure during weekends. 

6.  Implications for Practice and Policy   

Hybrid entrepreneurship has been an option to earn additional income while being 

employed. However, this requires patience and perseverance to manage the time allotment on 

multiple and intersecting roles. Most microhybrid entrepreneurs have limited time on the 

business during weekdays, thus, it is recommended that they must plan their daily routine on 

how to operate the business properly in order to earn higher profit without sacrificing the wage-

work. In addition, since most of them do not have work on weekends, they can allocate more 

time on the business activities like planning, purchasing, marketing, and checking on the 

inventories.  

Considering that start-up age has negative effect on business engagement, young 

professionals should be encouraged to engage in hybrid entrepreneurship while they are 

energetic. Furthermore, since type of ownership and mode of entry have positive effect on wage-

work engagement, the concept of hybrid entrepreneurship can be included in the training 

programs to motivate working professionals to engage in business. A program to assist the 

microhybrid entrepreneurs should be launched. This would be of great help in producing more 

goods and expand markets; thus, creating employment opportunities. During the conduct, it was 

discovered that there are no lists of hybrid entrepreneurs in the province, hence, it is 

recommended that the DTI and PCLEDO should include them in their database. Meanwhile, 

schools can also consider upgrading their curricular contents to include hybrid entrepreneurship 

in Entrepreneurship subject. This can also be part of the school research agenda. For further research 

suggestions,   a more extensive study can be conducted to include other variables like location, type 

of business, diversity of an entrepreneur's work experience, household characteristics, and 

skillset of the hybrid entrepreneurs.  
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Abstract: FTAs bring a lot of opportunities to exporters in agricultural sector to export 

their products to FTAs member countries. However, the contents of FTAs implementation also 

create some barriers that the exporters should suffer. These barriers include competition 

barriers, non-tariff barriers, SPS standards barriers, technical trade barriers, host countries’ 

trade defense barriers, barriers related to intellectual property and origin rule barriers. In order 

to overcome such barriers, some recommendations are raised on the agricultural products 

exporters ‘side as well as the government‘s side. 
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1. Introduction 

Agricultural products are one of the traditional and key export categories of Vietnam with 

an average annual export value in the period of 2007-2017 is about USD 14 billion1 and with the 

proportion of agricultural exports in this period represents around 22%2 of Vietnam's total 

exports. Some agricultural products in Vietnam are currently holding high ranks in the 

international market such as cashew nuts, pepper (ranked first), rice, coffee (ranked second), tea 

(ranked fifth) ... The result of this contribution to the export of agricultural products in the 

country is partly due to the best efforts of the export of agricultural products in Vietnam. 

Enterprises have tried to maintain and develop more export markets, diversify export products ... 

It can be said that agricultural export enterprises play an important role as a bridge to supply 

Vietnamese agricultural products to the world market. The export of agricultural products has 

contributed to creating jobs, increasing incomes for the majority of rural population… However, 

with the process of deepening and broadening the integration with the world economy since 

Vietnam became the 150th member of WTO, in order to implement the commitments of signed 

                                                 
1 Author ‘s calculation from statistic figures 
2 Author ‘s calculation from statistic figures 
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FTAs, there are many opportunities and threats set for the export. Opportunities create incentives 

for enterprises to export while threats create barriers that hinder export activities. The objective 

of this paper is to study the barriers faced by Vietnamese agricultural products exporters in the 

implementation of FTAs, and to make recommendations to relevant authorities to help 

businesses overcome the export barriers. 

2. Overview of agricultural exports of Vietnam 

At present, Vietnam's agricultural exports rank second in Southeast Asia and 15th in the 

world. In the period of 1997-2017, the export value and the proportion of export value of 

agricultural products exports to total exports of the country achieved remarkable achievements, 

which are shown in the following table. 

Table 1: Export value and export proportion of agricultural products to total exports  

in Vietnam from 1997 to 2017 

Year 
Export value 

(million USD) 

Growth rate of export value 

(%) 

Proportion of export value of 
agricultural products to total exports  

(%) 

1997 3,238.50 
 

35.26 

1998 3,528.70 8.96 37.70 

1999 3,704.80 4.99 32.10 

2000 4,373.43 18.05 30.20 

2001 2,536.12 -42.01 16.87 

2002 4,821.96 90.13 28.86 

2003 5,446.38 12.95 27.03 

2004 6,928.05 27.20 26.16 

2005 8,710.07 25.72 26.84 

2006 10,614.11 21.86 26.65 

2007 12,678.00 19.44 26.11 

2008 16,475.00 29.95 26.28 

2009 15,627.00 -5.15 27.37 

2010 19,527.00 24.96 27.03 

2011 25,115.00 28.62 25.92 

2012 27,275.00 8.60 23.81 

2013 27,764.00 1.79 21.03 

2014 30,380.00 9.42 20.22 

2015 30,453.00 0.24 18.79 

2016 32,185.00 5.69 18.29 

2017 36,370.00 11.30 17.00 

Source: Author’s summarization based on the statistical figures 
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Figure 2: Export value of agricultural products to total exports in Vietnam from 1997 to 2017

Looking at the above table and figures, we find that each year export value of agricultural 

products in Vietnam in the period of 1997

2001 and 2009 export value declined due to the impact of global market cris

2003-2008, the growth rate was quite high because the value of most commodities in this period 

increased year after year. From 2010 the export value has increased steadily. In addition, the 

proportion of export value of agricultural pr

high proportion, with the average proportion of this period about 18%

was on the downward trend, proving that agricultural exports are increasingly difficult. That’s 

why we should find out the barriers which hinder agricultural exports in order to raise some 

appropriate solutions. 
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at the above table and figures, we find that each year export value of agricultural 

products in Vietnam in the period of 1997-2017 was higher than that of the year before. Only in 

2001 and 2009 export value declined due to the impact of global market cris

2008, the growth rate was quite high because the value of most commodities in this period 

increased year after year. From 2010 the export value has increased steadily. In addition, the 

proportion of export value of agricultural products to total exports of Vietnam accounted for a 

high proportion, with the average proportion of this period about 18%3. However, this proportion 
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3. Content of agricultural products in FTAs

More than 40 years after the unification of the country, Vietnam has come a long way in the 

path of integration and development. The highlight of the integration process is that Vietnam has 

become the 150th member of the World Trade Organization. To date, according to WTO center 

VCCI, Vietnam has joined and negotiated 17 bilateral and multilateral trade agreemen

Among of them, 11 FTAs  have been signed and have entered into force, 2 FTAs have been signed 

but have not yet entered into force, 1 FTA has been ended negotiations, and 3 FTAs are being 

negotiated. With the number of such FTAs, Vietnam is amo

most FTAs. FTAs are a big playground for Vietnamese exports and an important prerequisite for 

Vietnam to participate more deeply in value chains and global production networks, thereby 

enhancing export value. FTAs hav

For agricultural products that are sensitive goods, there are some contents in trade 

agreements related to this commodity. The contents related to agricultural products in FTAs 

stipulated in chapter on trade in goods, including provisions on tariff reduction and elimination, 

food safety and plant quarantine, technical barriers, trade defense, intellectual property and rules 

of origin. 

Details of the above regulations are as

 Reduction / elimination of tariffs

Except some sensitive products in each agreement, FTA partners shall eliminate import 

duties on all products traded among the FTA members. The timeframe for completion of tariff 

elimination and tariff reduction from FTA partners is shown in the following graph.

Figure 3: Complementation year of tariff elimination and tariff removal rates from the partners

Source: 
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 Sanitary and phytosanitary measures (SPS) 

SPS is a regulation designed to protect human, animal or plant life or health. SPS 

provisions in FTAs are in conformity with WTO rules and regulations. The SPS Agreement sets 

out the basic rules for food safety and animal and plant health standards.  It allows countries to 

set their own standards. But it also says regulations must be based on science. They should be 

applied only to the extent necessary to protect human, animal or plant life or health. And they 

should not arbitrarily or unjustifiably discriminate between countries where identical or similar 

conditions prevail.  Member countries are encouraged to use international standards, guidelines 

and recommendations where they exist. However, members may use measures which result in 

higher standards if there is scientific justification. They can also set higher standards based on 

appropriate assessment of risks so long as the approach is consistent, not arbitrary.  The 

agreement still allows countries to use different standards and different methods of inspecting 

products.  

 Technical Barriers To Trade (TBT) 

TBT are standards and technical regulations that a country applies to imported goods and / 

or procedures for assessing the conformity of imported goods with respect to those standards and 

technical regulations. TBT in FTAs is also in conformity with WTO rules and regulations. TBT 

agreement aims to ensure that technical regulations, standards, and conformity assessment 

procedures are non-discriminatory and do not create unnecessary obstacles to trade. At the same 

time, it recognizes WTO members' right to implement measures to achieve legitimate policy 

objectives, such as the protection of human health and safety, or protection of the environment. 

The TBT Agreement strongly encourages members to base their measures on international 

standards as a means to facilitate trade. Through its transparency provisions, it also aims to 

create a predictable trading environment. Merchandise objects are machinery and equipment, 

consumer products, raw materials and products for agriculture. Technical barriers in the 

agricultural sector are related to pesticide residues, heavy metals, genetically modified crops, 

farming, environment, packaging, labeling... 

 Trade defense 

Trade defense is a non-tariff instrument consisting of three measures: anti-dumping, anti-

subsidy and safeguard measures. This content is shown in the chapters / provisions on safeguard 

measures or trade remedies and is also in conformity with WTO. WTO agreements include anti-

dumping, anti-subsidy and countervailing measures and the agreement on safeguards. 

 Trade-Related Aspects of Intellectual Property Rights (TRIPs) 

Intellectual property rights are only covered in recent FTAs such as VJFTA, VKFTA, 

EVFTA, AANZFTA, VAEUFTA, and they are in conformity with TRIPS in the WTO. 

 Rules of Origin 

Rules of origin are the criteria needed to determine the national source of a product. Their 

importance is derived from the fact that duties and restrictions in several cases depend upon the 

source of imports. Rules of origin are intended to determine which country is considered to have 
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produced the goods and to determine the special applicable tariff rates to the good (e.g. tariff 

preferences, anti-dumping duties…). Origin criteria and regional value content are different 

among FTAs.  

4. Export barriers from the content of agricultural products in FTAS 

Suarez-Ortega (2003) defined export barriers as internal and external factors that dissuade 

the firm from exporting or hinder its exporting activities. It has been well documented how 

removal of trade barriers contribute to export success of most industries in different parts of the 

world (Leonidou, 2000). 

Similarly, from the point of view of Leonidou (2004), barriers to exporting refers to all 

those constraints that hinder the firm‘s ability to initiate, to develop or to sustain business 

operations in overseas markets. 

Anders (2009) pointed out that barriers are obstacles preventing entrant firms from being 

established in a particular market. 

The objective of FTAs is to reduce trade barriers such as import quotas and tariffs – and to 

increase trade of goods and services among FTAs member countries, they create a common market 

with common policies, rules, and regulations. That’s why their export barriers should be relatively 

similar across member countries (Bradley, 2002). This implies that the members of a trade bloc 

should have common rules and regulations for their trade with countries outside the trade bloc. 

Export barriers should therefore be uniform across all member countries (Williams, 2002).  

There are not many studies related to export barriers in FTAs implementation. In a study in 

2001, Suva pointed out barriers related to export to Mercosur by Brazilian firms. Mercosur - the 

Southern Common Market was created in 1991 with Brazil, Argentina, Uruguay and Paraguay 

signing the agreement and which became effective on 1 January 1995. Among internal and 

external barriers mentioned in this study, there are competition barriers and quality requirement 

which are related to the content of Mercosur agreement. In another study, Korneliussen and  

Blasius (2008) investigated the impact of cultural distance, free trade agreement and 

protectionism on perception of export barriers. Export barriers pointed out in this study are 

tariffs, rules of origin (documentation costs), border crossing costs, veterinarian certification, and 

threats of anti-dumping measures, minimum price, import quotas, sales tax regulations, import 

duties, unclear import rules and procedures. In a study of barriers to export from India to the 

European Union, Chaudhari (2012) showed that exporters had a strong feeling that governmental 

regulations, customs procedure and licensing, technical standards and health regulations, sanitary 

and phytosanitary measures, and certification are the major barriers to the export. In previous 

studies, some export barriers are pointed out in the FTA implementation. In this paper, I 

concentrate on barriers can be arisen from the content of FTAs related to agricultural products.  

 Competition barriers 

FTAs among the countries make exporting to these countries cheaper. However, 

competition barriers arise here. Competition will be stronger when cutting tariffs because there 
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are more and more exporters in home countries and FTA member countries want to develop 

export. In Cardoso's (1980) study, competitors' aggressiveness was ranked as number one among 

the obstacles studied. In addition, in a study of the perception of export barriers to Mercosur by 

Brazilian firms (Rocha, 2001), international completion in FTA member countries was 

considered as the second most important barriers. 

 Non-tariff barriers 

Through trade agreements, barriers to trade have been significantly reduced. Nevertheless, 

up to now, no country in the world has completely abandoned the application of non-tariff 

measures which are tools to protect domestic production or to achieve some of the socioeconomic 

targets. In line with the removal of tariff barriers, countries are increasingly inclining to create and 

/ or apply new or more sophisticated non-tariff tools through SPS and TBT. 

 SPS standards barriers 

Recently, in four major markets which are EU, the United States, Japan and Australia, 

Vietnam is one of the top three countries in the number of being denied imports of fishery 

products. Specifically, Vietnam ranks first among the countries exporting to the EU and the 

United States in terms of the number of being denied imports of fishery products between 2002 

and 2010. In the Japanese market, in the period of 2006 - 2010, Vietnam was also the leading 

exporter in the number of being denied imports of aquatic products. In the Australian market, 

Vietnam ranked fourth, after Indonesia, India and China in the number of fisheries bounced. 

There are many reasons for the return of Vietnamese seafood, but the main reason is that they do 

not meet SPS regulations, especially contaminated products. In addition, residues of veterinary 

drugs are a major problem for seafood exported to the EU and other pollutants are also a problem 

for seafood is exported to Japan. That’s why SPS standards are barriers which hinder the export 

activities. 

 Technical trade barriers 

Technical barriers in the agricultural sector are related to pesticide residues, heavy metals, 

genetically modified crops, cultivation, environment, packaging, labeling ... For example, when 

exporting agricultural products to the host countries, the countries requesting the competent 

authorities of the exporting country to certify, the list of establishments registered for export or 

the presentation of the quality management program. Some products must be disinfected, heat-

treated, irradiated ... Even the United States and the EU have a regular schedule to directly 

inspect the goods of Vietnamese enterprises. It creates barriers to export agricultural products. 

With limited financial resources and with a small scale of production in the agricultural sector, 

many Vietnamese agricultural exporters cannot meet technical standards. 

 Host countries’ trade defense barriers 

With increasing export capacity and with a major competitive advantage in price, many of 

Vietnam's commodities are facing more and more risks of antidumping, countervailing duty and 

trade defense in the FTA country markets. 
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While trade restrictions on tariffs and quotas are reduced or eliminated when joining trade 

agreements, trade remedies are a useful solution and a legitimate tool. Domestic industry protects 

itself against competition from imported goods. This explains in part the fact that trade remedies 

cases tend to increase and adversely affect exporters in general and exporters of agricultural 

products in particular. 

 Barriers related to intellectual property 

If exporters do not understand the trademark protection procedures, geographical 

indications in host countries, the businesses will lose their trademarks. Failure to protect 

trademarks or geographical indications means increase the risk of losing markets in many 

countries. In addition, if exporters are unaware of the problems related to intellectual property 

infringement, such as the use of a trademark of another enterprise or commit acts of infringing 

copyright, they may be entangled in litigation, property foreclosures... 

 Origin rule barriers 

Failing to meet the rules of origin in FTAs means that the exporters cannot enjoy tariff 

incentives in the importing country in which the exporters must obtain a certificate of origin. It 

also creates barriers to export. 

5. Some recommendations to support agricultural products exporters to overcome the 

export barriers during the implementation of FTAs 

+ On the exporters’ side 

 Enterprises need to carefully study the contents of FTAs to plan their business 

strategies in conformity with the implementation of FTAs. In addition, in order to protect the 

exporters’ benefits, they should understand the procedure and necessary documents to bring a 

lawsuit to WTO. 

 Understanding the standards of hygiene and safety, animal and plant quarantine, SPS, 

TBT, and regulations on intellectual property rights. By doing that, exporters should try to meet 

all importers’ standards and regulations. 

 Exporters need to be aware of the rules of origin to ensure that they meet the rules of 

origin and must obtain a certificate of origin in the relevant form of each importing country. 

With suitable certificate of origin, the exporters can enjoy preferential tariffs in importers’ 

countries. 

+ On the competent authorities’ side 

 Ministry of Agriculture and Rural Development should update the export market 

information on the website 

As the role of the authorized authority, the Ministry of Agriculture and Rural Development 

should facilitate the export of agro-based products by continuously updating market information 

related to commodities, quality, prices, demand for markets, new business opportunities.... 
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 Associations should help to connect businesses and develop cooperation among 

association members   

There are many associations in the agricultural sector such as Vietnam Association of 

Seafood Exporters (VASEP), Vietnam Cashew Association (Vinacas), Vietnam Pepper 

Association (VPA), Vietnam Food Association (VPA) Vietfood, Vietnam Fruit and Vegetable 

Association (Vinafruit), Vietnam Cocoa Coffee Association (Vicofa), Vietnam Tea Association 

(VITAS), Vietnam Timber and Forest Product Association (VIETFOREST). Associations should 

do well the task of linking and building the spirit of solidarity and cooperation among enterprises 

in the association. To do this, the activities of the association must be regular, through 

continuous organization of seminars, presentations, training, etc. for businesses. Associations 

should update the specialized trade fairs and organize exporters to participate such trade fairs. 

 Investment in agriculture 

This is a strategic activity and has a strong influence on the farmer's life as well as export 

businesses of agricultural products. The state needs to learn the experiences of the nations that 

are successful in agriculture, even though the natural conditions are much more difficult than 

those of Vietnam, such as Israel and Japan. Vietnamese agriculture is very weak, and backward. 

Therefore, it is necessary to invest heavily in agriculture and from small household production to 

large scale production. 

 Dissemination, training on technical barriers, intellectual property and safeguard 

measures in import markets 

The Ministry of Industry and Trade, the Ministry of Agriculture and Rural Development 

and the Chamber of Commerce and Industry (VCCI) should play an important role to provide 

necessary information related to technical barriers, intellectual property and safeguard measures 

in import markets. In addition, it is crucial to improve Vietnam's standards system in conformity 

with the standards of importing countries, improve the inspection and supervision mechanism for 

enterprises in the aquaculture and product processing. Moreover, it is necessary to revise the 

whole system of legal documents, especially the review of Vietnam standards system (TCVN). 

Among 5,600 Vietnamese standards, we have only about 24% of the standards that are in 

harmony with the international and regional standards. That’s why whenever new standards are 

being set up, the authorized authority should consider their harmony with international and 

regional standards. In addition, new standards should be considered in line with international or 

regional standards to facilitate trade. Moreover, exporters should be guided to register for 

trademarks, brand names or geographical indications in import countries. Last but not least the 

exporters should be alerted to avoid risks of being sued for antidumping. 

In summary, FTAs offer a lot of benefits to agricultural products exporters but exporters 

also suffer barriers in the implementation of FTAs. With the exporters’ efforts as well as 

government supports in agricultural sector and taking advantages of FTAs, exporters can 

overcome all export barriers to boost their export performance. 
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Abstract: The paper examines the role of distance in institutional quality as a determinant 

of Korea’s outward foreign direct investment. Using a panel data sample of 71 host countries 

covering 2002 to 2015, we identify institutional indicators that matter for attracting FDI from 

Korea. The results of the dynamic panel estimation show that Political stability and absence of 

violence distance, Government Effectiveness distance between Korea and host countries are the 

most relevant institutional quality dimensions in attracting Korea’s outward FDI. In addition, the 

market size, trade openness, and educational level of human capital have significant positive 

effects while geographic distance has a negative impact. 

Keywords: FDI, Institutions, Different-GMM, Korea 

 

1. Introduction  

The interest in institutions is well developed in some areas of economics, including the 

new institutional economics (Coase, 1992; North, 1991; Williamson, 2000). Defined as “the 

humanly devised constraints that structure political, economic and social interaction” by North 

(1991, p. 97), institutions generally understood as formal like constitutions, laws, property rights, 

or informal like conventions, customs and traditions. Economic institutions have established the 

incentives for not only domestic economic actors but also foreign investors. For this reason, the 

role of institutions in establishing incentives for investment has gained a growing interest. A 

large number of economic studies investigate institutional quality as determinant of FDI (Ahmad 

and Ahmed, 2014; Bénassy-Quéré et al., 2007; Buchanan et al., 2012; Busse and Hefeker, 2007; 

Cezar and Escobar, 2015; Daude and Stein, 2007; Naude and Krugell, 2007; Wash and Yu, 

2010; Wei, 2000). Given the emerging consensus on the important role of sound institutional 

quality on attracting FDI, it is natural to think that institutional difference among home and host 

countries could be a source of comparative advantage for a developing country to invest abroad. 

Recent surveys of literature also reveal that evidence in favor of institutional quality remained 
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mixed (Blonigen, 2005). The lack of conclusive evidence has been attributed to institutional 

measurement, methodology and sample. Therefore, investigating the relationship between 

institutional quality and outward FDI based on country specific analysis could be worthwhile to 

provide strong foundations for a policy recommendation. 

The Republic of Korea (henceforth Korea) is an interesting case study for reasons. Korea 

has recovered quickly after being devastated by the financial crises in 1997-1998 and 2008-2009. 

With a remarkable economic performance, FDI outflows from the country increased worldwide 

more than tenfold, from $2.6 billion to $28 billion during 2001-2015 (UNCTAD, 2002, 2016).1 

The statistics of Korea’s FDI also show that Korean firms mainly focus on Asia with 

accumulated invested amount of 116 billion US dollar, accounting for 42% of total Korea’s 

outward FDI, followed by North America (23%) and Europe (16%).2 Being different from a 

number of studies on Korea’s outward FDI (e.g. Kim and Rhe, 2009; Tran and Nguyen, 2013) 

examining traditional factors, this study uses various explanatory factors with a special focus on 

institutional determinant to investigate the role of distance of institutional quality between Korea 

and host countries in influencing FDI outflows from the country.  

The purpose of this paper is to examine how the distance of institutional quality between 

Korea and their host countries affects to its outward FDI. We use the six indicators for 

institutional quality developed by World Bank (Kaufmann et al., 2011) in the Worldwide 

Governance Indicators (WGI) Projects in a dataset of Korea’s outward FDI for 71 host countries 

over the period from 2002 to 2015. In addition to the pooled OLS and fixed-effect dynamic panel 

estimation, we adopt difference-GMM estimation method to explore the institutional distance 

determinant of Korea’s outward FDI and whether Korea’s outward FDI depends on each 

institutional dimension. The adoption of dynamic panel estimation is to tackle the problems of 

potential endogeneity issues, omitted variable bias, and measurement error (Arellano and Bover, 

1995; Blundell and Bond, 1998).  

The organization of this paper is as follows. After reviewing the theoretical framework and 

developing our hypotheses, we discuss the research methodology and describe the data. Next, we 

present the main results on the institutional determinants of Korea’s outward FDI and offer some 

concluding remarks in the final section. 

2. Theoretical Background and Hypothesis Development  

2.1. Theoretical Background 

From a theoretical standpoint, the eclectic paradigm, known as the OLI paradigm, of 

Dunning (1993, 2001) outlines an overall framework to identify motivations for a firm 

undertaking cross-border investment. The first paradigm is ownership advantages. To be 

profitable abroad, the firm must have specific ownership advantages which are assumed to be 

                                                 
1
 See Appendix Table 1. 

2
 See Appendix Table 2. 
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exclusive and transferable across boundaries for competition. Knowledge-based advantages such 

as patent, trademarks, commercial secrets; the economy of common governance advantage; the 

monopolistic advantage, are typical examples of the advantages. The second paradigm is 

location advantages. These advantages arise from direct access to cultural, political, and 

institutional environments, low production costs, large market size, and unique source of raw 

materials (Ariz and Mishra, 2016). However, the importance of location advantages depends on 

the firm’s motivations for investing. For example, as motivated by market–seeking, the firm 

must find it profitable to access to export market; motivated by natural resource–seeking, that 

firm must find it benefit to access to natural resources and low-cost labor; and motivated by 

efficiency–seeking, it is fruitful for the firm to access to cost and quality of human resources as 

well as physical infrastructure resources. The last paradigm is internalization advantages which 

are to maintain firm-specific competitive advantages by controlling the entire value chain in its 

industry. Thus, internalization advantages prevent the asset from being replicated by competitors 

(Ali et al., 2010).  

For a review of other theoretical approaches on the determinants of FDI, Faeth (2009) 

provide nine theoretical models. However, the combination of the eclectic paradigm and 

institutional aspect with the aim of revealing institutional determinant turns out to be an 

appropriate theoretical framework in this study.  

2.2. Hypothesis development 

Institutional quality of a host country is likely an important determinant of FDI for a 

number of reasons. First, good institutional quality of host country will reduce risk and cost of 

doing business and thus, should also attract FDI activity. Second, to the extent that good 

institutional quality lead to good infrastructure, expected profitability increases, and does FDI 

into a market (Blonigen, 2005). 

The positive relationship of outward FDI and institutional quality of host country has 

proven in the studies of Asiedu (2006), Globerman and Shapiro (2002), and Wei (2000). But 

these studies do not control the potential endogeneity bias (Bénassy-Quéré et al., 2007). Daude 

and Stein (2007) explore the impact of different institutional aspects on the location of FDI and 

explore that better institutions have overall a positive and economically significant effect on FDI. 

In particular, the unpredictability of laws, regulations and policies, excessive regulatory burden, 

government instability and lack of commitment play a major role in deterring FDI. Buchanan et 

al. (2012) also find that good institutional quality matters to FDI. 

Despite a number of empirical studies demonstrating that strong institutional quality of 

host countries attract FDI, there are a number of studies provides the opposite conclusions. 

Buckley et al. (2007) show that Chinese outward FDI are attracted to countries with poor 

institutional quality (such as high political risk). The finding of Buckley et al. is also confirmed 

by Bénassy-Quéré et al. (2007) in which focus on examining the impact of institutional quality 

on bilateral FDI using company level data. They conclude that institutional quality tends to 

reduce bilateral FDI. Meanwhile, a recent study by Nunnenkamp et al. (2012) shows that India’s 
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outward FDI is not affected much by weak institutions and economic instability of host 

countries. 

Focusing on investors from developing countries, Aleksynska and Havrylchyk (2013) 

argue that FDI from the emerging/developing (North) countries and the high-income OECD 

(South) countries differ in the way institutional distance impacts on investment decisions. More 

specifically, investors from the South prefer host countries with large positive institutional 

distance, while investors from the North are attracted by a lower institutional difference between 

destination and source countries. The main reason behind this is that investors having experience 

with weak institutional quality may have a comparative advantage in investing in North countries 

which also suffer from the incompetent institutions, such as ineffective rule of law, weak control 

of corruption, and political instability. 

In addition, the magnitude of the effect of institutional quality on FDI depends on sector 

level. While Ali et al. (2010) find that institutional quality does not have a significant impact 

on FDI in the primary sector but it matters for FDI in manufacturing, and particularly in 

services, Amighini and Franco (2013) show the significant role of institutional quality, which 

is measured by political stability and strength of property rights, on Chinese automotive 

outward FDI. Busse (2004) argues that democracy matters more for FDI in manufacturing and 

services but less for primary FDI. Using Heckman’s two-step sample selection model, 

Chiappini (2014) find that institutional quality measured by control of corruption, government 

effectiveness and political stability are important factor driving Japanese outward FDI in the 

manufacturing industry.  

Classified as high income OECD country, it is expected that Korea’s FDI is attracted by 

countries with large institutional difference. Saying in other words, host countries with lower 

institutional quality will attract more FDI from Korea. Hence, the first hypothesis is proposed as 

follows: 

Hypothesis 1: Korea’s outward FDI is attracted to host countries with large institutional 

distance. 

 Market size 

Host country market size has been broadly considered as a significant determinant of FDI 

in various studies (Lipsey, 1999; Wheeler and Mody, 1992; Ali et al., 2010). A larger market 

size of host country provides larger potential demand, higher potential for growth as well as 

lower cost for foreign investors. Aleksynska and Havrylchyk (2013) find that investors from the 

developed countries are attracted by large market size of host countries, but this effect is not 

significant for investors from the emerging or developing countries. Also, Bevan and Estrin 

(2004) explore determinants of the outward FDI from Western countries to transitional countries 

of Central and Eastern Europe. They find that FDI is positively related to both home and host 

countries’ market size. Amighini and Franco (2013) also find that Chinese automotive outward 

FDI are mostly driven by the market size of host economies. Thus, we hypothesize that host 

market size is positively associated with Korea’s outward FDI. 
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Hypothesis 2: Korea’s outward FDI is attracted to host countries with large market size. 

 Trade openness 

Previous studies have shown that trade openness is necessary for host countries to benefit 

from FDI (Abbott et al., 2012; Busse and Hefeker, 2007; Chakrabarti, 2001; Fan et al., 2009). 

The more open economy of the host country means the more integrated to international market 

the host country and attract more FDI. However, there is mixed empirical evidence regarding the 

significance of trade openness in attracting FDI because the link between trade openness and 

FDI depends on the type of foreign investment. When investment is market-seeking, the lower 

degree of trade openness can have a positive influence on FDI. In contrast, the location of 

export-oriented FDI is more sensitive to an open economy since increased imperfections 

associated with trade protection generally imply higher transaction costs (Asiedu, 2002; 

Woodward and Rolfe, 1993). In addition, the positive or inverse relation between trade openness 

and FDI also depends on the country sample. Boubacar (2016) show the significantly negative 

impact of trade costs on U.S. outward FDI, while Abbott et al. (2012) reported a strong positive 

effect of trade openness on FDI. In the context of Korea, we hypothesize a positive relationship 

between openness and Korea’s outward FDI. 

Hypothesis 3: Korea’s outward FDI is attracted to host countries with higher degree of 

trade openness. 

 Macroeconomic instability 

Macroeconomic instability increase the level of uncertainty encountered by investors, and 

reduces the level of confidence in the economy, which impedes FDI. Asiedu (2006) finds that 

macroeconomic instability (which includes inflation and exchange rate risk) and political 

instability strongly deters FDI to Africa. To proxy for macroeconomic instability, we use the rate 

of inflation. The higher the inflation rate implies increasing macroeconomic instability, and thus 

deters FDI. Ahmad and Amed (2014), Asiedu and Lien (2011), Buckley et al. (2007) show that 

inflation rate is significantly and inversely associated with FDI. We expect a negative 

relationship between macroeconomic instability and Korea’s outward FDI. 

Hypothesis 4: Korea’s outward FDI is negatively associated with macroeconomic 

instability of host countries. 

 Geographic distance 

Many studies suggest that geographic distance to the home country of the investor is 

among key considerations for explaining investment flows (Biglaiser and DeRouen, 2007). Short 

distance not only reduces transportation costs, but also makes foreign investors easier to control 

investment or respond more quickly to changing trends. Aleksynska and Havrylchyk (2013) find 

that large distance between home and host countries impedes FDI, but this deterring effect is 

minimized for host countries that have substantial resources. Nunnenkamp et al. (2012) find that 

a closer geographical distance has a favorable impact on FDI outflows from India. Blonigen and 
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Piger (2014), Boubacar (2016), Chiappini (2014) also show that the distance between home and 

host countries significantly affect outward FDI. However, the inclusion of the geographic 

distance variable brings properties of gravity modeling into the empirical analysis (Blonigen, 

2005) and it is not possible to test geographical distance using dynamic regression because of 

unvaried distance. Thus, we expect the negative impact of geographic distance on Korean 

outward FDI. 

Hypothesis 5. Korea’s outward FDI is attracted to host countries with closer geographic 

distance. 

 Human capital 

Foreign investors may choose the country with better educational level of human capital to 

ensure the successful of their implementation. The linkage between FDI and human capital of 

host country has examined in vast literature, but the conclusions are inconsistent. Wheeler and 

Mody (1992), Kahouli and Maktouf (2014) indicate a positive effect relationship between human 

capital and FDI. Meanwhile, Bevan and Estrin (2004) show that labor cost is among the most 

important determinants of FDI from Western countries to European transition economies. In the 

context of Korea’s economy, we expect that the better human capital of host countries, the higher 

level of Korea’s outward FDI into these destinations.  

Hypothesis 6: Korea’s outward FDI is attracted to host countries with better human 

capital. 

 Infrastructure 

Good infrastructure of host country is an important factor for foreign investors to operate 

successfully, regardless of the type of FDI. It increases the productivity of investments and 

therefore stimulates FDI flows (Asiedu, 2002). Globerman and Shapiro (2003) argue that the US 

firms invest only in host countries with a threshold level of infrastructure. Bénassy-Quéré et al. 

(2007), Bellak and Leibrecht (2009) found that infrastructure in Central and Eastern Europe 

promotes FDI. More specifically, Campos and Kinoshita (2008) show that telecommunication is 

important factor for foreign investors to operate successfully in Eastern Europe and Latin 

America. In this study, we hypothesize a positive relationship between infrastructure of host 

countries and Korea’s outward FDI. 

Hypothesis 7: Korea’s outward FDI is attracted to host countries with good infrastructure. 

In addition to the mentioned hypotheses, we also examine whether Korea’s outward FDI 

differs among continents. We include regional dummy variables (Asia, Africa, Central and South 

America, Europe, and North America) in our model to capture the regional effects. 

3. Estimation Methodology and Data  

3.1. Estimation methodology 

There are different econometric techniques which can be used to examine institutional 

determinants of FDI based on their linear or nonlinear relationship (Kurul, 2017). In this study, 
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on the assumption of the linear relationship, we explore the impact of institutional distance on 

Korea’s outward FDI using the estimated model as follows: 

FDI�� = �� + ��INST�� + ��MKSIZE�� + ��OPENNESS�� + ��������� + ��DIST�
+ ��HUMC�� + ��INFRA�� + ��AFRICA�� + ��ASIA�� + ���CEN_SOUTH��

+ ����������� + ��������_������
+  ���                                                                                              (1) 

Where the subscript i represents host country receiving FDI from Korea, t represents time. 

����� is Korea’s outward FDI to host country i at time t. INST�� is distance of institutional quality 

between Korea and host country i at time t. MKSIZE�� is the market size of host country i at time t. 

OPENNESS�� is trade openness of host country i at time t. MACRO�� represents the macroeconomic 

instability of host country i at time t. DIST�� is the geographic distance between Korea and host 

country i. HUMC�� reflects the quality of human capital of host country i at time t. INFRA�� is 

infrastructure of host country i at time t. AFRICA��, ASIA��, CEN_SOUTH��, EUROPE��, and 

NORTH_AMER�� are dummy variables capturing regional effects of host country i at time t.   

We first estimate the equation (1) using the pooled ordinary least square (POLS) 

estimation. However, problems associated with this method are often serious, such as omitted 

variable bias. Hence, the panel approach is applied to reduce the bias (Islam, 1995). To decide 

between random effect regression and a pooled OLS regression, we use Breusch-Pagan Lagrange 

multiplier test. The Hausman test is then computed to choose between fixed effect and random 

effect estimator. The rejection of null hypothesis of Hausman test helps us to confirm that the 

fixed effect model should be more preferred to the random effect model because it is more 

consistent and more efficient. However, panel estimation is not free from the possible 

endogeneity problem. Thus, by including lagged Korea’s outward FDI, we use different-GMM 

estimation. The technique helps to address the problems of potential endogeneity, omitted 

variable bias, and measurement error (Arellano and Bover, 1995; Blundell and Bond, 1998). The 

dynamic estimation technique is used to estimate the following equation: 

FDI�� = �� + lFDI���� +  ��INST�� + ��MKSIZE�� + ��OPENNESS�� + ��������� + ��DIST�
+ ��HUMC�� + ��INFRA�� + ��AFRICA�� + ��ASIA�� + ���CEN_SOUTH��

+ ����������� + ��������_������
+  ���                                                             (2) 

3.2. Data 

Our sample covers 71 host countries of Korea’s outward FDI during 2002 and 2015, for 

which the annual data on institutional quality and other controlling variables are available. A list 

of host countries used in the analysis is presented in the Appendix Table 3. 

The data of Korea’s outward FDI is taken from the official dataset of the Export-Import 

Bank of Korea3. Since the raw data was expressed in current U.S. dollars, we then converted 

                                                 
3 The Eximbank includes a full list of Korean subsidiaries worldwide established since 1968. Official website 

of the Bank: http://211.171.208.92/ODISAS_ENG.html 
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into constant dollars using the 2010 U.S. GDP deflator from World Bank’s World 

Development Indicators (WDI) database. We use logarithm of outflows instead of stock since 

FDI flows are more sensitive to changes in a location’s characteristics than FDI stocks 

(Rogmans and Ebbers, 2013). 

For institutional quality variables, we rely on the World Bank’s Worldwide Governance 

Indicator (WGI) database which is defined and developed by Kaufmann et al. (2011). The data 

include six aggregate indicators reflecting six dimensions of institutional quality. Originally, 

Voice and accountability indicates the perceptions of the extent to which a country’s citizens are 

able to participate in selecting their government, as well as freedom of expression, and a free of 

media. Political stability and absence of violence refers to the perceptions of the likelihood that 

the government will be destabilized or overthrown by unconstitutional or violent means, 

including political-motivate violence and terrorism. Government effectiveness assesses the 

perceptions of the quality of public services, the quality of the civil service and the degree of its 

independence from political pressures, the quality of policy formulation and implementation, and 

the credibility of the government’s commitment to such policies. Regulatory quality indicates the 

government’s ability to formulate and implement sound policies and regulations that permit and 

promote private sector development. Rule of law refers to the confidence of agents in and abide 

the rules of society, including the quality of contract enforcement, property rights, the police, and 

the courts. Control of corruption measures the perceptions of the extent to which public power is 

exercised for private gain, as well as capture the state by elites and private interests. The last two 

institutional indicators consider aspects related to the respect, on the part of both citizens and 

government, for the institution that resolve their conflicts, and govern their interactions. While 

Rule of Law concludes variables that measure the perceptions on the effectiveness and 

predictability of the judiciary, as well as enforceability of contracts, Control of Corruption 

aggregates different indicators of corruption. Each of these indicators ranges from −2.5 to 2.5 

with higher values corresponding to better institutional quality.  

Instead of using original values of six institutional dimensions, we use the values of 

distance between institutional quality of Korea and that of host countries to proxy for 

institutional variables. Hence, the distance of each institutional dimension is the difference 

between each Korea’s institutional dimension minus host country’ corresponding dimension. 

Detailed measurement of institutional quality dimensions is described in Table 1.  

Control variables 

The data for other controlling variables are as follows. Market size of host country is 

measured by logarithm of gross domestic product (GDP), expressed in constant 2010 U.S. dollar. 

Trade openness as a share of GDP is the sum of merchandise exports and imports divided by the 

value of GDP. Data sources of market size and trade openness are from the WDI database. 

Geographic distance is measured by logarithm of kilometers between Korea and host country. 

Data on distance was taken from the Centre d’Etudes Prospectives et d’Informations 

Internationales GeoDist database (CEPII). Macroeconomic instability is proxied by the inflation 
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rate which is derived from International Monetary Fund (IMF) database. The quality of human 

capital of host countries is measured by sum of primary school enrollment (% gross) and 

secondary school enrollment (% gross) divided by 2. Infrastructure of host country is measured 

by air transport, freight in million ton-km. The data for education and infrastructure are also 

derived from the World Bank’s World Development Indicators database. Dummy variables are 

used to capture regional effects, including Africa, Asia, Central and South America, Europe, and 

North America. The regional classification is based on the database of the Export-Import Bank 

of Korea. Each dummy variable takes the value of 1 when the host country is located in 

corresponding region and zero otherwise.  

Overview of the variables, their measurement, and the respective data source are provided 

in Table 1. The descriptive statistics are provided in Table 2 while Table 3 illustrates the 

correlation matrix between the variables. There is high correlation between institutional distance 

variables, such as Distance of Voice and Accountability and Distance of Regulatory Quality 

(0.83), Distance of Government Effectiveness and Distance of Regulatory Quality (0.92), 

Distance of Government Effectiveness and Distance of Rule of Law (0.95), Distance of Rule of 

Law and Distance of Control of Corruption (0.96). Hence, this paper will not include these 

highly correlated variables together in the same model. 

Table 1: Variables names, description and sources 

Variable Measurement Data source 

Dependent variable   

FDI Flows of Korea’s outward FDI in log of constant 2010 U.S. dollars Korea Eximbank 

Independent variables   

INST:  INST1 Distance of Voice and Accountability between Korea and host country WGI 

            INST2 Distance of Political Stability and Absence of Violence between Korea 

and host country 

WGI 

            INST3 Distance of Government Effectiveness between Korea and host country WGI 

            INST4 Distance of Regulatory Quality between Korea and host country WGI 

            INST5 Distance of Rule of Law between Korea and host country WGI 

            INST6 Distance of Control of Corruption between Korea and host country WGI 

MKSIZE Host country GDP in log of constant 2010 U.S. dollars WDI, World Bank 

OPENNESS Sum of merchandise exports and imports divided by the value of GDP WDI, World Bank 

MACRO Inflation rate (consumer price, %) IMF 

DIST Bilateral distance between Korea and host country, in log of kilometers CEPII 

HUMC 
Sum of primary school enrollment (% gross) and secondary school 

enrollment (% gross) divided by 2 
WDI, World Bank 

INFRA Air transport, freight, in million ton-km WDI, World Bank 

AFRICA 
Dummy variable takes the value of 1 if host country is located in 

Africa, and zero otherwise 
- 
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Variable Measurement Data source 

ASIA 
Dummy variable takes the value of 1 if host country is located in Asia, 
and zero otherwise 

- 

CEN_SOUTH 
Dummy variable takes the value of 1 if host country is located in 
Central and South America, and zero otherwise 

- 

EUROPE 
Dummy variable takes the value of 1 if host country is located in 
Europe, and zero otherwise 

- 

NORTH_AMER 
Dummy variable takes the value of 1 if host country is located in North 
America, and zero otherwise 

- 

Source: Authors’ compilation 

Table 2: Descriptive statistics 

Variable Obs. Mean Std. Dev. Min. Max. 

FDI 935 12.547 2.874 -2.462 18.908 

INST:    INST1 994 0.540 1.025 -1.119 2.922 

              INST2 993 0.322 0.966 -1.493 3.194 

              INST3 994 0.723 0.968 -1.338 2.891 

              INST4 994 0.545 0.974 -1.247 3.214 

              INST5 994 0.673 0.998 -1.183 2.613 

              INST6 994 0.214 1.067 -2.281 2.179 

MKSIZE 944 25.861 1.994 18.908 30.440 

OPENNESS 994 71.528 48.038 17.197 419.520 

MACRO 990 5.255 5.523 -4.900 58.104 

DIST 994 8.876 0.589 6.862 9.875 

HUMC 938 91.659 19.266 23.419 135.501 

INFRA 972 2019.943 5089.096 0 40617.740 

AFRICA 994 0.113 0.316 0 1 

ASIA 994 0.408 0.492 0 1 

CEN_SOUTH 994 0.113 0.316 0 1 

EUROPE 994 0.268 0.443 0 1 

NORTH_AMER 994 0.042 0.201 0 1 

Source: Authors’ computation using Stata 12.0 
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Table 3: Correlation matrix 

Variable (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) 

(1) FDI 1.00                  

(2) INST1 -0.08 1.00                 

(3) INST2 -0.13 0.61 1.00                

(4) INST3 -0.16 0.78 0.69 1.00               

(5) INST4 -0.18 0.83 0.68 0.92 1.00              

(6) INST5 -0.14 0.81 0.75 0.95 0.92 1.00             

(7) INST6 -0.13 0.78 0.73 0.94 0.91 0.96 1.00            

(8) MKSIZE 0.36 -0.33 -0.08 -0.48 -0.41 -0.40 -0.39 1.00           

(9) OPENNESS 0.15 -0.03 -0.32 -0.21 -0.24 -0.19 -0.18 -0.19 1.00          

(10) MACRO -0.19 0.43 0.42 0.52 0.54 0.51 0.49 -0.24 -0.12 1.00         

(11) DIST -0.27 -0.38 -0.06 -0.15 -0.23 -0.16 -0.21 0.05 -0.28 -0.05 1.00        

(12) HUMC 0.03 -0.48 -0.28 -0.36 -0.37 -0.36 -0.37 0.25 -0.26 -0.25 0.33 1.00       

(13) INFRA 0.39 -0.16 -0.18 -0.35 -0.29 -0.32 -0.32 0.49 0.03 -0.20 -0.11 0.01 1.00      

(14) AFRICA -0.23 0.13 0.22 0.24 0.21 0.20 0.19 -0.18 -0.12 0.19 0.23 -0.17 -0.12 1.00     

(15) ASIA 0.08 0.61 0.32 0.31 0.41 0.34 0.36 -0.19 0.16 0.18 -0.72 -0.43 -0.04 -0.28 1.00    

(16) CEN_SOUTH -0.06 -0.08 0.09 0.11 0.05 0.15 0.09 -0.06 -0.16 -0.00 0.50 0.19 -0.10 -0.12 -0.30 1.00   

(17) EUROPE -0.02 -0.54 -0.43 -0.45 -0.48 -0.47 -0.43 0.31 0.11 -0.24 0.17 0.36 -0.01 -0.20 -0.53 -0.22 1.00  

(18) NORTH_AMER 0.24 -0.15 -0.05 -0.17 -0.16 -0.13 -0.14 0.31 -0.13 -0.10 0.17 0.03 0.50 -0.07 -0.18 -0.07 -0.13 1.00 

Source: Authors’ computation using Stata 12.0 
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4. Results of the Empirical Analysis  

4.1. Baseline specification 

We begin our first analysis with the results of pooled OLS estimation. The first column 

shows the pooled OLS results without including any indicator of institutional quality. Column 2-

7 presence of the impact of each institutional variable by Kaufmann et al. (2011) on Korea’s 

outward FDI. 

The results reported in the first column show that market size, trade openness and 

infrastructure of host countries have a positively significant impact on Korea’s outward FDI 

while geographic distance of host countries has a negatively significant effect. As we add each 

dimension of institutional quality into the regression, in addition to the consistent role of these 

determinants, the role of macroeconomic instability became statistical significant. The result 

indicates that Korea’s outward FDI is attracted to bigger markets with the significant positive 

coefficient on the host country market size. Besides, countries with greater trade openness, better 

infrastructure quality and shorter geographic distance attract more Korea’s outward FDI. The 

importance of macroeconomic instability of host countries for Korea’s outward FDI is further 

supported by the negative and significant impact of macroeconomic instability, as measured by 

inflation rate. Human capital, as measured by the average of gross primary and secondary school 

enrolment, is positive but insignificant in all specifications.   

In column 2-7, each dimension of institutional quality is added one by one to the model. 

The estimates show that the distance between Voice and Accountability, Government 

Effectiveness, Rule of Law, and Control of Corruption of Korea and host countries play a 

significant role in attracting Korea’s outward FDI, as shown by a positive and significant 

coefficient at the one percent level. The largest effect seems to be associated with Government 

Effectiveness, where a one standard deviation increase in this dimension of institutional quality 

would increase Korean outward FDI by a factor of 1.831.41A slightly lower effect corresponds to 

distance of Control of Corruption, where a one standard deviation improvement would raise 

Korea’s outward FDI by a factor of 1.495. Distance of Political Stability and Absence of 

Violence, and Regulatory Quality between Korea and host countries have a positive but 

insignificant impact on outward FDI from the economy.  

The coefficients of continental dummy variables reveal that Korea’s outward FDI is 

statistically sensitive to host regions, including Africa, Asia, Europe and North America. This is 

because Korea’s outward FDI is completely different from continent to continent. 

                                                 
4 Exp(0.605) = 1.83125 
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Table 4: Pooled OLS regression results 

 (1) (2) (3) (4) (5) (6) (7) 

INST1  
0.205 

(1.69)* 
     

INST2   
0.041 

(0.36) 
    

INST3    
0.605 

(3.99)*** 
   

INST4     
0.177 

(1.16) 
  

INST5      
0.387 

(2.98)*** 
 

INST6       
0.402 

(3.28)*** 

MKSIZE 
0.458 

(8.75)*** 

0.475 

(8.81)*** 

0.456 

(8.61)*** 

0.559 

(9.39)*** 

0.481 

(8.34)*** 

0.505 

(9.03)*** 

0.515 

(8.99)*** 

OPENNESS 
0.009 

(5.91)*** 

0.010 

(6.21)*** 

0.009 

(5.48)*** 

0.013 

(6.86)*** 

0.010 

(5.42)*** 

0.011 

(6.49)*** 

0.011 

(6.51)*** 

MACRO 
-0.026 

(-1.45) 

-0.032 

(-1.83)* 

-0.027 

(-1.48) 

-0.054 

(-2.97)*** 

-0.035 

(-1.90)* 

-0.045 

(-2.49)** 

-0.045 

(-2.51)** 

DIST 
-2.085 

(-10.47)*** 

-2.086 

(-10.70)*** 

-2.090 

(-10.62)*** 

-1.917 

(-9.96)*** 

-2.035 

(-10.14)*** 

-1.950 

(-9.91)*** 

-1.919 

(-9.75)*** 

HUMC 
0.002 

(0.36) 

0.004 

(0.64) 

0.002 

(0.41) 

0.007 

(1.17) 

0.003 

(0.56) 

0.005 

(0.93) 

0.006 

(0.97) 

INFRA 
0.000 

(5.41)*** 

0.000 

(5.46)*** 

0.000 

(5.21)*** 

0.000 

(6.48)*** 

0.000 

(5.69)*** 

0.000 

(6.12)*** 

0.000 

(6.30)*** 

AFRICA 
-1.662 

(-4.02)*** 

-1.849 

(-4.08)*** 

-1.707 

(-3.85)*** 

-2.176 

(-4.63)*** 

-1.808 

(-3.92)*** 

-2.056 

(-4.36)*** 

-2.169 

(-4.40)*** 

ASIA 
-2.027 

(-5.32)*** 

-2.340 

(-5.10)*** 

-2.078 

(-5.05)*** 

-2.447 

(-5.69)*** 

-2.179 

(-5.07)*** 

-2.377 

(-5.48)*** 

-2.502 

(-5.58)*** 



416 

 (1) (2) (3) (4) (5) (6) (7) 

CEN_SOUTH 
0.277 

(0.73) 

0.176 

(0.44) 

0.245 

(0.61) 

-0.254 

(-0.58) 

0.147 

(0.35) 

-0.201 

(-0.45) 

-0.265 

(-0.59) 

EUROPE 
-1.724 

(-5.00)*** 

-1.762 

(-4.91)*** 

-1.734 

(-4.93)*** 

-1.887 

(-5.01)*** 

-1.757 

(-4.87)*** 

-1.878 

(-4.96)*** 

-2.014 

(-5.10)*** 

NORTH_AMER 
1.092 

(2.83)*** 

1.012 

(2.52)** 

1.064 

(2.63)*** 

0.657 

(1.48) 

0.996 

(2.40)** 

0.653 

(1.42) 

0.535 

(1.12) 

Constant 
19.657 

(7.68)*** 

19.152 

(7.47)*** 

19.744 

(7.73)*** 

14.917 

(5.45)*** 

18.499 

(6.72)*** 

16.912 

(6.29)*** 

16.621 

(6.18)*** 

No. of observations 863 863 563 863 863 863 863 

R2 0.3420 0.3440 0.3421 0.3578 0.3433 0.3497 0.3518 

Source: Authors’ computation using Stata 12.0 

Note: Values of t-statistics, which are reported in parentheses, are based on White test for heteroskedasticity; multicollinearity has been 

tested by VIF test. All regressions pass at conventional level. *, **, ***indicate the statistical significance at the 10%, 5%, and 1% levels, 

respectively.  
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4.2. Fixed effect estimation 

To decide between simple OLS regression and random effects regression for each 

specification, we conduct the Breusch and Pagan Lagrangian multiplier (LM) test. The p-value 

for the LM test is 0.000, thus the random effect model is better than the pooled OLS. In order to 

choose between random-effects and fixed effects model, we use Hausman test. The results of 

Hausman test are reported in the last row of Table 5, suggest using a fixed-effects model instead 

of a random effects model.51Thus, we estimate the specification of the fixed-effects model. 

The results of the fixed effect regression are reported in Table 5. It can be seen that market 

size and trade openness of host country show the expected signs and are statistically significant 

at the level of 1% and 10%, respectively. Human capital turns out to be the important 

determinant. This can be explained that Korea’s investors evaluate the educational level of 

human capital of host countries as an important factor to ensure the successful implementation of 

doing business. In terms of institutional quality, the results show that Government Effectiveness 

distance, again, has significant effect on Korea’s outward FDI. Political Stability and Absence of 

Violence distance turns out to be positive at the 5% significance level. The result suggests that 

higher Korea’s outward FDI can be achieved by larger distance of Government Effectiveness and 

Political Stability and Absence of Violence with the host countries. The other dimensions of 

institutional quality are not significant. 

4.3. Dynamic panel estimation 

We estimate the dynamic panel model by using the difference GMM. The statistics 

reported by Hansen test is equivalent to the Sargan test of over-identifying restrictions. The high 

p-values of Hansen test reported in the last row of Table 6 suggest that the null hypothesis of 

appropriate set of instruments cannot be rejected.  

The results of the difference GMM estimator confirm that the estimated coefficient of 

market size, trade openness and human capital of host country is positive and statistically 

significant. The finding of market size determinant is consistent with previous studies (Buckley 

et al., 2007; Lucke and Eichler, 2015) who confirmed the important determinant of large market 

size of host countries, but not in line with the result of some studies such as Aleksynska and 

Havrylchyk (2013) who show the insignificance of large market size in attracting investors from 

developing countries. The findings of trade openness and human capital determinants are also in 

line with both theories and empirical studies, such as Buchanan et al. (2012), Goh and Wong 

(2011), Kahouli and Maktouf (2014). In addition, the negative and significant coefficient of 

geographic distance indicates that Korea’s outward FDI is determined by gravity factors. Larger 

geographic distance discourages Korean enterprises. It can also be referred from this result that 

the location choice of Korean enterprises investing abroad depends on the geographic distance 

between their home country and host countries. 

                                                 
5 The Hausman test result for all specifications is p=0.000. This means that the assumption of using random 

effect model is appropriate is rejected. Thus, fixed-effects model is appropriate. 
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In terms of institutional aspects, the consistent positive significant impact of Political 

Stability and Absence of Violence and Government Effectiveness distance between Korea and the 

host countries suggests an encouragement of outward FDI from the economy. In other words, 

both fixed-effect panel and GMM results confirm the significant importance of institutional 

quality as measured by distance of Political Stability and Absence of Violence and Government 

Effectiveness in attracting Korea’s outward FDI. This supports our hypothesis in section 2 that 

host countries with lower institutional quality will attract more FDI from Korea. 
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Table 5: Fixed-effects regression results 

 (1) (2) (3) (4) (5) (6) (7) 

INST1  
-0.350 

(-0.75) 
     

INST2   
0.496 

(2.26)** 
    

INST3    
1.316 

(4.08)*** 
   

INST4     
0.197 

(0.58) 
  

INST5      
0.136 

(0.32) 
 

INST6       
-0.472 

(-1.44) 

MKSIZE 
2.834 

(8.06)*** 

2.843 

(8.07)*** 

2.980 

(8.35)*** 

2.489 

(6.94)*** 

2.785 

(7.69)*** 

2.826 

(8.01)*** 

2.866 

(8.14)*** 

OPENNESS 
0.010 

(1.81)* 

0.010 

(1.78)* 

0.009 

(1.68)* 

0.007 

(1.36) 

0.010 

(1.79)* 

0.010 

(1.79)* 

0.010 

(1.86)* 

MACRO 
-0.014 

(-0.84) 

-0.014 

(-0.87) 

-0.018 

(-1.08) 

-0.016 

(-0.94) 

-0.013 

(-0.80) 

-0.014 

(-0.86) 

-0.013 

(-0.81) 

DIST 
-4.284 

(-0.58) 

-4.313 

(-0.58) 

-3.646 

(-0.49) 

-4.127 

(-0.56) 

-4.53 

(-0.61) 

-4.16 

(-0.56) 

-3.768 

(-0.51) 

HUMC 
0.013 

(2.43)** 

0.013 

(2.45)** 

0.012 

(2.27)** 

0.012 

(2.24)** 

0.013 

(2.44)** 

0.013 

(2.42)** 

0.013 

(2.41)** 

INFRA 
-0.000 

(-0.18) 

-0.000 

(-0.09) 

-0.000 

(-0.25) 

0.000 

(0.41) 

-0.000 

(-0.18) 

-0.000 

(-0.16) 

-0.000 

(-0.19) 

Constant 
-24.999 

(-0.38) 

-24.784 

(-0.37) 

-34.436 

(-0.52) 

-18.115 

(-0.28) 

-21.592 

(-0.32) 

-25.949 

(-0.39) 

-30.317 

(-0.46) 

No. of observations 863 863 863 863 863 863 863 

No. of countries 71 71 71 71 71 71 71 

R2 (between) 0.2993 0.3023 0.2696 0.2948 0.3008 0.2973 0.2881 

Hausman test [0.00] [0.00] [0.00] [0.00] [0.00] [0.00] [0.00] 

Source: Authors’ computation using Stata 12.0 

Note: Values of t-statistics are reported in parentheses. P-value is in brackets for Hausman test. *, **, ***indicate the statistical significance 

at the 10%, 5%, and 1% levels, respectively.  
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Table 6: Institutional determinant of Korea’s outward FDI: one-step difference GMM analysis 

 (1) (2) (3) (4) (5) (6) (7) 

INST1  
-0.044 

(-0.04) 
     

INST2   
0.740 

(2.36)** 
    

INST3    
1.404 

(3.01)*** 
   

INST4     
-0.632 

(-1.42) 
  

INST5      
0.870 

(1.29) 
 

INST6       
-0.782 

(-1.50) 

MKSIZE 
2.167 

(2.68)*** 

2.174 

(2.73)*** 

2.588 

(3.11)*** 

1.732 

(2.18)** 

2.458 

(2.99)*** 

2.139 

(2.67)*** 

2.354 

(2.90)*** 

OPENNESS 
0.017 

(1.94)* 

0.017 

(1.92)* 

0.016 

(1.74)* 

0.013 

(1.55) 

0.015 

(1.81)* 

0.018 

(2.02)** 

0.016 

(1.82)* 

MACRO 
0.002 

(0.15) 

0.002 

(0.15) 

-0.000 

(-0.01) 

0.003 

(0.16) 

-0.001 

(-0.05) 

0.003 

(0.22) 

0.003 

(0.17) 

DIST 
-19.706 

(-1.99)** 

-19.738 

(-1.97)** 

-17.73 

(-2.15)** 

-17.624 

(-2.07)** 

-18.202 

(-2.05)** 

-18.526 

(-1.95)* 

-18.788 

(-2.06)** 

HUMC 
0.014 

(1.92)* 

0.015 

(1.87)** 

0.014 

(1.88)* 

0.013 

(1.72)* 

0.015 

(1.93)* 

0.015 

(1.92)* 

0.015 

(1.95)* 

INFRA 
0.000 

(1.51) 

0.000 

(1.50) 

0.000 

(1.17) 

0.000 

(1.56) 

0.000 

(1.50) 

0.000 

(1.57) 

0.000 

(1.51) 

No. of observations 745 745 745 745 745 745 745 

No. of countries 71 71 71 71 71 71 71 

AR(1) [0.001] [0.001] [0.001] [0.001] [0.001] [0.001] [0.001] 

AR(2) [0.748] [0.750] [0.829] [0.621] [0.771] [0.723] [0.755] 

Hansen test [0.791] [0.792] [0.776] [0.783] [0.775] [0.810] [0.817] 

Source: Authors’ computation using Stata 12.0 

Note: Values of z-statistics are reported in parentheses. AR(2) Arellano-Bond test for analyzing the autocorrelation existence of second 

order. Hansen test: test of restrictions on identification. P-value is in brackets for Sargan and AR(2) test. *, **, *** indicate the statistical 

significance at the 10%, 5%, and 1% levels, respectively.  



421 

5. Concluding Remarks  

This study has investigated the determinants of Korea’s outward FDI with a focus on 

examining whether distance of institutional quality between Korea and host countries really 

matter. The analysis of this paper covers 71 host countries which are major locations of Korean 

enterprises over the period from 2002 to 2015. We employ pooled OLS, fixed-effect, and 

difference-GMM estimation techniques to examine the role of distance of institutional 

dimensions which were taken from the World Governance Indicators database, and other 

traditional determinants, including market size, trade openness, macroeconomic instability, 

geographic distance, human capital, and infrastructure. 

The main findings of this paper can be concluded as follows. First, Korea’s outward FDI is 

not attracted to host countries with all institutional dimensions at the same level of importance. 

Different-GMM estimation approach shows that Political stability and absence of violence 

distance and Government Effectiveness distance between Korea and host countries are the most 

relevant institutional quality dimensions in attracting Korea’s outward FDI. In this sense, this 

paper provides evidence that Korean investors may pay more attention on the relative level of 

political stability as well as the relative level of government effectiveness. Second, Korea’s 

outward FDI is attracted to host countries with larger market size, higher trade openness, higher 

educational level of human capital, and shorter geographic distance to Korea. 

One limitation of this study is that we were not able to obtain firm level data of Korea’s 

outward FDI. Future research may explore the absolute host countries’ institutional quality rather 

than relative distance between home and host countries in the empirical analysis. Future research 

may also explore the sensitivity of Korea’s outward FDI to host countries with different levels of 

income. 
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Appendix Table 1: Korea’s outward FDI (2002-2015) 

Year Korea OFDI (million USD)(*) Net outflows of FDI (% of GDP) 

2002 6,757 0.56 

2003 6,617 0.74 

2004 9,274 0.94 

2005 9,973 0.93 

2006 19,571 1.26 

2007 30,904 1.97 

2008 37,210 1.96 

2009 31,620 1.93 

2010 34,796 2.58 

2011 46,527 2.47 

2012 40,642 2.51 

2013 36,330 2.17 

2014 35,876 1.99 

2015 41,487 2.01 

Note: (*) Accepted amount of Korea’s outward FDI are collected from Korea Eximbank 

database. Net outflows of Korea’s outward FDI as percentage of GDP are derived from WDI. 

Appendix Table 2: Regional share of Korean outward FDI  

and accumulated invested amount (2002-2015) 

 

Source: Korea Eximbank database (2016) 
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Appendix Table 3: List of 71 countries included in the empirical analysis 

Algeria Finland Lao PDR Qatar 

Argentina France Luxembourg Romania 

Australia Germany Madagascar Russia Federation 

Austria Ghana Malaysia Saudi Arabia 

Bangladesh Hong Kong SAR, China Marshall Islands Slovak Republic 

Belgium Hungary Mauritius South Africa 

Bolivia India Mexico Spain 

Brazil Indonesia Mongolia Sri Lanka 

Cambodia Iran Myanmar Switzerland 

Canada Ireland Netherlands Thailand 

Chile Israel New Zealand Turkey 

China Italy Nigeria Ukraine 

Colombia Japan Oman United Arab Emirates 

Costa Rica Jordan Pakistan United Kingdom 

Cyprus Kazakhstan Panama United States 

Czech Republic Kenya Peru Uzbekistan 

Egypt Kuwait Philippines Vietnam 

Fiji Kyrgyz Republic Poland  
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Abstract: The purpose of this study is to investigate the effect of good governance on 

foreign direct investment inflows in the ASEAN region. The empirical study is conducted with all 

10 ASEAN country members for the period from 2002 to 2015 using the worldwide governance 

indicators developed by Kaufmann et al. (1999). The finding reveals that control of corruption, 

regulator quality and political stability have a positive effect on FDI inflows while voice and 

accountability and government effectiveness have a negative effect. Rule of law while shows a 

positive effect but statistically insignificant. Beside, the three control variables including market 

size, level of development and degree of openness show to be determinants of inward FDI 

attraction.  

Keywords: ASEAN, FDI inflows, good governance, worldwide governance indicators 

 

1. Introduction 

Foreign direct investment undoubtedly plays an important role in accelerating economic 

growth and transformation, especially for developing countries. As well argued in the literature, 

inward FDI not only benefit the host country by creating employment and increasing 

technological development, it also provides a more stable source of external financing than 

sources such as private debt and portfolio flows.  

The Association of Southeast Asian Nations (ASEAN) presents 10 member countries: 

Brunei, Cambodia, Indonesia, Lao, Malaysia, Myanmar, Philippines, Singapore, Thailand and 

Vietnam with heterogeneity level of development. The expansion of foreign direct investment 

inflows is recognized to be one of the main drivers of an acceleration of economic growth and 

development in ASEAN. Since the 1980s, ASEAN has long pursued outward-oriented FDI 

policies and the stock of FDI accumulation in ASEAN has been rising at an annualized rate of 

15% since 19801 . However, there are large variations in the level of FDI inflows between 

member countries. Singapore remains by far the largest recipient of FDI in the region which by 

itself accounts for more than half of the region’s total inward FDI. Indonesia, Malaysia and 

Thailand follow in the group of top countries while Cambodia, Lao and Brunei are the least 

countries in receiving FDI. 
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Finding out factors attracting FDI is a major of interest. Traditional determinants of FDI 

inflows focus on the host country’s natural resources, market size, level of development, degree 

of openness, labor costs and skills of labor, infrastructure and macroeconomic policy. Recently, 

governance quality has emerged to become an important factor affecting inward FDI and 

captured a greater attention in both academic and policy circles (Mukherjee et al., 2011). 

Extensive studies have been done on the traditional determinants of FDI inflows in ASEAN. 

However, despite high consensus among economists that good governance has a crucial role in 

attracting FDI, there is not much research devoted to explore the relationship between 

governance quality and FDI inflows in the ASEAN region. The study attempt to fill this gap 

where we investigate the impact of good governance on inward FDI in these countries. 

2. Literature review 

The World Bank (1992) defines "governance as the way power is exercised in the 

management of economic and social resources of a country” 2 . Kaufmann et al. (1999) advanced 

this definition to take into account the nature of political regimes. Whereby “governance consists 

of the traditions and institutions by which authority in a country is exercised. This includes the 

process by which governments are selected, monitored and replaced; the capacity of the 

government to effectively formulate and implement sound policies; and the respect of citizens 

and the state for the institutions that govern economic and social interactions among them”. The 

worldwide governance indicators were developed by Kaufmann et al. (1999) and based on 6 

dimensions including voice and accountability, political stability and absence of 

violence/terrorism, government effectiveness, regulatory quality, rule of law, and control of 

corruption.  

Voices and accountability capture the extent to which citizens of a country have the 

freedom of expression, association and media and have a voice in the government. Political 

stability and absence of violence measure the extent to which government is stable. It 

demonstrates government solidity against political shocks, terrorism or domestic violence that 

threaten business and investment. Government effectiveness measures the quality of public 

services, of the civil service, of policy formation process and implementation, and of the 

government’s commitment to implementing policies. Regulatory quality refers to the ability of 

the government to generate and implement sound policies and regulations that allow and 

promote private sector development. Government regulations give an indication of the degree of 

market friendliness for investors. Rule of law reflects the perception of trust and compliance with 

social norms, in particular property rights, contract enforcement quality, crime and violence, and 

legal environment in which economic activity is carried out. Control of corruption shows the 

perception of the extent to which public power is exercised for personal gain, including the form 

of petty and grand corruption by state officials, as well as the degree of state capture by elites 

and interest groups.   

Quality of governance is argued to have significant impact on the inflows of foreign direct 

investment.  Voice and accountability can affect FDI by including or excluding public opinion 
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on investments which in turn can allow or deter foreign investments. Foreign investors want to 

invest in countries with political stability to ensure the continuity of government policies and 

reduce transaction costs associated with uncertainty. Regulations related to aspects such as 

environment regulations, restrictive capital controls, accounting standards and corporate 

governance and tax and tariffs can accelerate or delay FDI through its impact on investment 

costs. Laws affect investment through legal institutions and the protection of property rights. 

Foreign investors would like to invest in countries with strong legal institutions and ownership 

protections to minimize the risk of their investments. Better corruption control would motivate 

more foreign investment since it lowers the cost of investments as well as uncertainty levels in 

the host country (Yerrabati and Hawkes, 2016). 

There are various empirical studies that examined the role of good governance in FDI 

attraction. At the aggregate level, by weighting the 6 indicators of the Kaufmann et al. 

worldwide governance indicators to get a single variable of institutional quality, the study by 

Masron and Abdullah (2010) for 8 members of the ASEAN in period from 1996-2007 found 

that institutional quality has a positive and significant impact on FDI inflows. In another study, 

Ullah and Khan (2017) utilized a single governance index comprising of voice and 

accountability, political stability and absence of violence/terrorism, government effectiveness 

and corruption control to study the impact of good governance on FDI inflow for three groups 

of countries including South Asian Association for Regional Cooperation (SAARC), 

Association of South East Asian Nations (ASEAN) and Central Asian countries over the 

period 2002-2014. They found that while good governance has significantly positive impact on 

FDI inflows in ASEAN, it has significantly negative impact in SAARC and insignificantly 

negative impact in Central Asian. 

To examine the extent to which different dimensions of good governance affect FDI 

inflows, Ghani (2007) studied a sample of 17 countries from Asia and Latin America for 4 

periods – 1996, 1998, 2002, 2004. The result suggested that rule of law, control of corruption, 

regulatory quality and government effectiveness and political stability are positively correlated 

with FDI. However, voice and accountability has insignificant impact on FDI inflows. 

Samimi and Ariani (2010) chose 16 countries in Middle East and North Africa (MENA) 

region for the period 2002-2007 to determine the impact of good governance on foreign direct 

investment. They used three governance indicators namely, political stability, control of 

corruption, and rule of law and found that political stability and control of corruption have a 

positive and significance impact on FDI while rule of law is not statistically significance. 

Mengistu and Adhikary (2011) analyzed the impact of good governance on FDI inflows in 

15 Asian countries for the period 1996-2007 by using a fixed effect model for panel data. Their 

result revealed that of the six components of good governance, political stability and absence of 

violence, government effectiveness, rule of law, and control of corruption are the key 

determinants of FDI inflows, while there is no significant evidence with voice and accountability 

and regulatory quality in FDI inflows. 
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For 5 BRICS nations (Brazil, Russia, India, China and South Africa) in the period 2000-

2009, the study by Jadhav (2012) found that rule of law has a positive impact on FDI while the 

impact of voice and accountability is negative. Other governance indicators including regulatory 

quality and control of corruption have a positive impact and political stability shows a negative 

impact but they are statistically insignificance. 

Saidi et al. (2013) studied the impact of governance indicators and macroeconomic 

variables on the attractiveness of foreign direct investment in 20 developed and developing 

countries over the period 1998–2011. They found that for developing countries two indicators 

of governance namely, political stability and regulatory quality have a positive impact while 

voice and accountability has a negative impact on FDI inflows. In the context of developed 

countries, political stability, regulatory quality, governance effectiveness and corruption 

control show a positive impact while voice and accountability has no significant impact on FDI 

inflows in these countries.  

Using the random effects panel estimation technique, the study by Shah and Afridi (2015) 

for five SAARC member countries including Bangladesh, India, Nepal, Pakistan and Sri Lanka 

for the nine year period from 2006 to 2014 showed that political stability and regulatory quality 

significantly and positively affect inward FDI. On the contrary, prevalence of corruption 

discourages multinationals to invest in SAARC countries. 

Recently the study by Kurul and Yalta (2017) on 113 developing countries over the period 

2002-2012 showed evidence that control of corruption, government effectiveness, and voice and 

accountability have significant positive impacts on FDI flows, while the remaining three 

dimensions which are regulatory quality, rule of law and political stability do not significantly 

affect FDI inflows. 

Previous studies show the contradicting empirical evidence on the effects of good 

governance on FDI. Indicators of good governance while being a determinant attracting inward 

FDI in some countries or regions can have no impact or even be a hurdle that deter FDI inflows 

in other countries or regions.  

3. FDI and governance in the ASEAN countries 

Since 2000, the inflows of FDI to ASEAN fluctuated with years of declining and years of 

growing. However, in overall, FDI inflows to ASEAN show a rising trend. In current U.S. 

dollars, FDI inflows to the region increased from just $21.3 billions in 2000 to $109.6 billions in 

2016. The years 2008 and 2009 witnessed a sharp decline in FDI inflows due to the global 

economic crises. However, the inflows of FDI to the region gained back strongly and the year 

2014 marks the highest inflows of FDI with the level reaches $135 billions.  
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Unit: Current USD (billion) 

 

Figure 1. FDI inflows to ASEAN 

Source: World Development Indicators, World Bank 

By the country level, the inflows of FDI vary widely among countries with the exceptional 

of Singapore being the leader, Indonesia, Thailand and Malaysia are the next top three and 

followed by Vietnam, Philippines and Myanmar and finally are Cambodia, Lao and Brunei. 

Although being the least countries in receiving FDI, countries like Cambodia, Lao and Myanmar 

experienced a larger change in the ratio of FDI to GDP.  In Cambodia the ratio of FDI to GDP 

increases from 3.23% in 2000 to 11.42% in 2016. In Lao, it is from 1.9% in 2000 to 8.31% in 

2016 and the ratio in Myanmar rises from 2.86% in 2000 to 5.18% in 2016. This implies FDI 

inflows take an ever growing position in those countries.   

Unit: Current USD (billion) 

 

Figure 2. Average annual FDI inflows in ASEAN countries in period 2000-2016 

Source: The author’s own calculations from data of World Development Indicators, World Bank 
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Quality of governance is measured by the Kaufmann at al. worldwide governance 

indicators. The index provides 6 governance indicators with the value of each indicator varies 

from -2.5 to +2.5 reflecting the quality of governance from the lowest to the highest. In the list, 

Singapore is unsurprisingly a leading country in good governance and followed by Malaysia and 

Brunei. In these three countries, except for the voice and accountability indicator having a 

negative value, the rest of the governance indicators take positive values which indicate high 

quality of governance exists in the countries. In the other countries, the degree of good 

governance varies in different dimensions. Thailand shows good quality in government 

effectiveness and regulatory quality, Philippines has good quality in government effectiveness 

and voice and accountability, while political stability and absence of violence/terrorism is a 

bright spot in Vietnam. Beside, improvement in quality of governance is observed in the 

countries. In the period 2000-2016, Indonesia takes the leading position with the improvement in 

all 6 indicators. Followed by Lao and Myanmar with the improvement in all indicators, except 

for voice and accountability in Lao and government effectiveness in Myanmar. Other countries 

like Singapore and Vietnam shows improvement in government effectiveness, regulatory quality 

and rule of law. Malaysia achieves better regulatory quality and Cambodia has improved in 

political stability and absence of violence/ terrorism. 

Table 1. Average governance indicators in the ASEAN countries in 2000-2016 

Country 
Voice and 

accountability 

Political 
stability and 
absence of 
violence 

Government 
effectiveness 

Regulatory 
quality 

Rule of law 
Control of 
corruption 

Brunei -0.78 1.19 0.86 1.00 0.54 0.51 

Cambodia -0.96 -0.38 -0.88 -0.43 -1.08 -1.05 

Indonesia -0.1 -1.1 -0.26 -0.35 -0.64 -0.72 

Lao -1.61 -0.15 -0.83 -1.09 -0.92 -1.09 

Malaysia -0.4 0.18 1.07 0.57 0.51 0.24 

Myanmar -1.87 -1.13 -1.42 -1.93 -1.41 -1.36 

Philippines 0.02 -1.35 0.01 -0.08 -0.47 -0.59 

Singapore -0.11 1.19 2.16 1.93 1.68 2.21 

Thailand -0.36 -0.85 0.3 0.26 -0.01 -0.29 

Vietnam -1.42 0.19 -0.24 -0.59 -0.39 -0.59 

Source: The author’s own calculations from data of Worldwide Governance Indicators, World Bank  

4. Model specification 

To study the relation between good governance and FDI inflows in the ASEAN region, the 

model is set up with the dependent variable being the FDI inflows and the key independent 

variable being good governance. Beside, control variables are added to the model to reduce the 

risk of excluded variables bias. These variables are selected from a larger list based on their 

inclusion in similar studies, their statistical significance and low correlation with the governance 

variables. The control variables include market size, development level and degree of openness. 
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Figure 3. Conceptual framework on determinants of FDI inflows 

Dependent variable: Foreign direct investment 

LNFDI indicates the natural logarithm of net FDI inflows. The data for annual net FDI 

inflows is taken from World Bank. To adjust for the effect of inflation in each country, all data is 

taken in 2010 USD. To do it, first we collect data for annual net FDI inflows as percentage of 

GDP and GDP (in 2010 USD) for each country during the period of study. Next, FDI inflows for 

each country are then calculated and all are measured in 2010 USD.  

Independent variables: Good governance 

The 6 variables of the Kaufmann et al. governance indicators are voice and accountability 

(VA), political stability and absence of violence/terrorism (PV), government effectiveness (GE), 

regulatory quality (RQ), rule of law (RL), and control of corruption (CC).  
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Control variables 

Market size (LNPOP): Among the major determinants of FDIs, market size is considered 

as the most crucial factor for attracting foreign direct investment due to high expected demand 

and possible economies of scale and availability of skilled labor (Shah and Afridi, 2015). 

Population of the host country is used as a proxy for market size. LNPOP indicates the natural 

logarithm of population.  

Development level (LNGDPPC): Foreign investors are seeking for those countries where 

having not only large market sizes but also high purchasing power of their people. Real GDP per 

capita signifies peoples’ living standard as well as the extent of economic progress of the 

country. Higher real GDP per capita means higher living standard of a country’s citizens and a 

sign of substantial economic growth. Real GDP per capita can take as a proxy for a country’s 

level of development. LNGDPPC indicates the natural logarithm of real GDP per capita. 

Openness (KGI): Foreign direct investment would be affected by the degree to which a 

country is linked with outside world. The KOF Globalization Index (KGI) is used to measure the 

degree of openness in the host country. The index is based on three dimensions: economic, 

social, and political. Globalization is defined for this index (Gygli et al., 2018) as “the process of 

creating networks of connections among actors at multi-continental distances, mediated through 

a variety of flows including people, information and ideas, capital and goods. It is a process that 

erodes national boundaries, integrates national economies, cultures, technologies and governance 

and produces complex relations of mutual interdependence.”  

Mathematically, the regression model is presented as follows 

tititititititi CCRLRQGEPVVAcLNFDI ,6,5,4,3,2,1,  
 

titititi eKGILNGDPPCLNPOP ,,9,8,7  
 

where subscript i denotes country and t denotes time in year.  

5. Data and methods 

The study investigates the impact of governance quality on FDI inflows in the ASEAN 

including all 10 member countries in the period from 2002 to 2015. Data availability determined 

the chosen period of study. Data on FDI inflows (in 2010 USD), real GDP per capita (in 2010 

USD) and population is taken from World Development Indicators, World Bank 3 . Data on 

governance indicators is taken from Worldwide Governance Indicators, World Bank 4 . Data on 

degree of openness is taken from the KOF Globalization Index, KOF Swiss Economic Institute 5 . 

We would expect to have a positive relation between good governance and FDI inflows in the 

ASEAN region and state the following hypothesis. 

HYPOTHESIS: Improvement in each of the 6 governance indicators has a positive effect 

on the inflows of FDI. 
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The data for 10 countries is collected in the same period of time that provides a strongly 

balanced panel data. Panel data analysis requires controlling for time invariant and unobserved 

factors affecting the independent variables. Since each country is specific on its own then the 

unobserved factors are referred to as country heterogeneity. Regression analysis on panel data is 

conducted with STATA statistical software program. A fixed effect model and a random effect 

model are tried and the Hausman test reveals that the fixed effect model is more useful. Various 

diagnostics tests show there are serial correlations and heteroskedasticity problems. With the 

presence of serial correlations and heteroskedasticity in data, Torres-Reyna (2007) suggests to 

use the generalized least square method.  

6. Results and discussion 

Table 2 presents the statistical results of the analysis. It shows that five out of six 

governance indicators have statistically significant impacts on the FDI inflows. While the three 

indicators which are political stability and absence of violence/terrorism, regulator quality and 

control of corruption have a positive effect on FDI inflows, the other two indicators including 

voice and accountability and government effectiveness have a negative effect. Rule of law while 

shows a positive effect but statistically insignificant.  

Table 2. Impact of good governance on FDI inflows in the ASEAN countries 

Dependent variable LNFDI: Natural logarithms of foreign direct investment  

Explanatory variables Coefficient P-value 

VA: voice and accountability  -0.831 0.000** 

PV: political stability and absence of 
violence/terrorism 

0.364 0.014* 

GE: government effectiveness -2.074 0.000** 

RQ: regulatory quality 0.813 0.006** 

RL: rule of law 0.754 0.135 

CC: control of corruption 1.104 0.000** 

LNPOP: market size 1.058 0.000** 

LNGDPPC: development level 0.559 0.001** 

KGI: openness 0.051 0.001** 

CONSTANT -3.611 0.089 

Number of observations: 139                           

(**): 1% level of statistical significance, (*): 5% level of statistical significance 

Source: The author’s own calculations (see Appendix) 

Among the good governance indicators attracting FDI inflows in the ASEAN countries, 

corruption control is crucially important. Corruption creates costs to FDI. Such costs are bribes 

that companies have to pay, uncertainty, the costs of getting caught or the costs of not being 

corrupt with a corrupt government. Corruption is not transparent and embeds arbitrariness and 

creates uncertainty. If a company pays a bribe, there is no certainty that it will receive the benefit 
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that it paid for. And if it get caught it can suffer a law suit, be closed or suffer sanctions from 

international organizations. In the case of high corruption, an honest company that does not want 

be a part of the corruption can face greater costs than other companies that do pay the bribes. 

Thus a lower level of corruption decreases the transaction cost of investment and is likely to 

improve transparency and fair competition among domestic and foreign firms. Foreign investors 

seem to be interested in legal transparency and impartiality of institutions that guarantee the 

smooth running of their business in the host countries. 

Regulatory quality measures market-friendly policies and has a second-size positive effect 

on FDI inflows in the ASEAN countries. Efforts to lessen excessive regulations in areas of 

foreign trade and business development in the countries indeed promote higher inflows of FDI. 

Multinational companies find more opportunity to develop in those economies with higher 

standards of regulations. Third, a more stable political atmosphere fosters more inward foreign 

investment. The fact that foreign firms are reluctant to invest their capital in areas of high 

political risk. Political risk interrupts sales or causes harm to property or personnel, impedes 

companies’ abilities to undertake certain actions, and even has a possibility of governmental 

takeover of property. In the absence of political shocks, terrorism or domestic violence in the 

host countries, foreign firms have more confidence to make their investment. Fourth, rule of law, 

although statistically insignificant, shows a positive effect on FDI that implies more foreign 

investments flow in the countries because of better protection of property right and higher 

efficiency of law enforcement. 

Government effectiveness unexpectedly shows a negative effect on inwards FDI in the 

ASEAN countries. The evidence is rather controversial. One possible explanation would be that 

except for Singapore, all other countries in the region are developing countries with still low 

level of infrastructure development. Thus poor quality of public service would provide 

motivation for foreign firms to invest in the infrastructure areas such as education, health care, 

construction and so on. 

As well argued by Li and Resnick (2003), stronger voice and accountability results in 

greater pluralism that may tend to decrease host country FDI inflows. Based on their argument, 

the increased pluralism ensured by democratic institutions hinder FDI inflows through three 

avenues. First, democratic constraints over elected politicians tend to weaken the oligopolistic or 

monopolistic positions of multinational companies in the host country. Second, democratic 

constraints prevent host governments from offering generous financial and fiscal incentives to 

foreign investors. Third, elected officials and wide political participation pay more interests for 

local firms and thus indigenous businesses can find it easier to seek for protection. In each case, 

the generated policy outcome would reduce the multinational companies’ degree of freedom in 

the host country. Our finding is consistent with their theory and suggests of what would happen 

to FDI inflows in the ASEAN countries. 

In addition, as can be seen from the result table, the host country’s market size, 

development level and openness all show positive effects on FDI inflows. This implies FDI tend 

to flow in the countries that have larger market size, higher development level and greater degree 
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of openness. A substantial market size means high expected demand and possible economies of 

scale that provides opportunities to foreign investors’ to enjoy the lower per unit costs of 

production and distribution. Moreover, higher level of development shows higher purchasing 

power, where firms can potentially receive higher returns on investment on their capital and gain 

higher profit from their businesses. Unlike most other studies that take international trade as a 

proxy for degree of openness, our study measures degree of openness broader by capturing three 

aspects of economic, social and political. The result suggests that a country which is more open 

to the world in terms of economic, social and political will enjoy more of foreign investment. 

7. Conclusion 

Foreign direct investment significantly contributed to the development of the ASEAN 

countries and the region indeed has experienced an increasing level of inward FDI. Among the 

various factors attracting FDI inflows, good governance proves to be an important factor here. 

The study examined the impact of different dimensions of good governance on FDI inflows in 

the ASEAN region and found that foreign investors seek to invest in the countries with low level 

of corruption, more market-friendly business development, more political stability and better 

protection of property right and higher efficiency of law enforcement. However, less democratic 

institutions and poor government effectiveness seem to attract more inflow of FDI in this region. 

Secondly, not all dimensions of good governance have the same size effect on foreign investors’ 

investment decisions. We found that government effectiveness, control of corruption, regulatory 

quality and voice and accountability are the most sensitive aspects to foreign investors. 

Countries which wish to attract more foreign investment need to continuously improve in 

corruption control efforts, regulatory framework that promotes private sector development, safe 

and more predictable investment environment and trust and worthy legal system. As for case of 

governance effectiveness, the finding of its big negative impact on FDI inflows is interesting and 

deserves further study and this would be the objective for the next future research. 
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APPENDIX 

Regression outcome 

 

Notes: 

1. See at FDI inflows into ASEAN seen surpassing China (2017), from 

<https://www.thestar.com. 

my/business/business-news/2017/02/16/fdi-inflows-into-asean-seen-surpassing-china>. 

2. The World Bank (1992), Governance and Development, from 

<http://documents.worldbank. 

org/ curated/en/604951468739447676/Governance-and-development>. 

3. World Bank: World Development Indicators, from <http://databank.worldbank.org/data/ 

source/ world-development-indicators>. 

4. World Bank: Worldwide Governance Indicators, from 

<http://databank.worldbank.org/data/ 

source/worldwide-governance-indicators>. 

5. KOF Globalization Index, from < https://www.kof.ethz.ch/en/forecasts-and-indicators/ 

indicators/kof-globalisation-index.html>.  
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          va    -.8307352   .2181789    -3.81   0.000    -1.258358   -.4031125
                                                                              
       lnfdi        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]
                                                                              

                                                Prob > chi2        =    0.0000
                                                Wald chi2(9)       =    829.07
                                                               max =        14
                                                               avg =      13.9
Estimated coefficients     =        10          Obs per group: min =        13
Estimated autocorrelations =         0          Number of groups   =        10
Estimated covariances      =         1          Number of obs      =       139

Correlation:   no autocorrelation
Panels:        homoskedastic
Coefficients:  generalized least squares

Cross-sectional time-series FGLS regression
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Abstract: In the context of integration, in addiction to attracting FDI into the country, 

Vietnamese enterprises also show interest in outward foreign direct investment activities. The purpose 

of this article is to expand the Investment Development Path model to evaluate the influences of 

macroeconomic factors on the outward foreign direct investment flows of Vietnamese enterprises. 

Those effects are assessed based on GNI per capita, proportion of state budget spent on science and 

technology, foreign direct investment inflows (FDI), USD/VND exchange rate and total export-import 

turnover. According to collected data from 1989 to 2017, regression result shows that a positive 

impact has been created on Vietnam’s OFDI flow by proportion of state budget spent on science and 

technology, FDI and GNI per capita. However, in the same period, the growth rate of total export-

import turnover causes negative effects on OFDI flow. Meanwhile, the difference of USD/VND 

exchange rate in multiple regression model has no statistical meaning. On the basis of single 

regression model result and qualitative research, the authors propose some policy recommendations 

to impulse Vietnam’s OFDI flow in the near future. 

Keywords: investment development path, Vietnam, outward foreign direct investment.   

 

1. Introduction 

Since the late of 1980s, Vietnamese enterprises have put into operation some outward foreign 

direct investment activities. However, in the period of 1989-1998, the majority of those projects 

implemented by national enterprises were considered experimental and unprompted. Since 1999, 



441 

thanks to the promulgation of the government decree 22/1999/NĐ-CP referring to OFDI activities, 

outward foreign direct investment flow witnessed a great number of positive changes. Particularly, 

since 2006, with the promulgation of decree 78/2006/ NĐ-CP about OFDI activities, the outward 

foreign direct investment flow has experienced a sharp increase in both the number of projects and 

registered investment capital. As accumulated until the end of 2017, firms from Vietnam invested in 

a total of 1047 outward foreign direct projects with 19.86 billion USD registered investment capital. 

However, in the last 3 years, OFDI flow of Vietnamese enterprises has stagnated with 350.1 million 

USD registered investment capital in 2017, which only equals to respectively 36% and 10% of  

registered capital in 2016 and 2010. As a result, this situation requires updated researches about 

factors which influence on OFDI flow of Vietnamese enterprises. This article combines qualitative 

researches and Investment Development Path model to evaluate the impact of macro factors on 

OFDI flow of Vietnamese firms and propose some policy suggestions. 

2. Overview about Vietnamese outward foreign direct investment 

As accumulated until the end of June 2018, Vietnamese enterprises invested 1114 outward 

foreign direct projects with 20.12 billion USD registered capital and the average capital for one 

project was approximately 18.06 million USD. Outward foreign direct investment activities of 

firms from Vietnam can be divided into 4 stages: 

The period 1989-1998 was considered experimental and unprompted with 17 registered 

investment projects including 13.6 million USD total registered investment capital and the 

average capital for one project was approximately 0.8 million USD. As can be seen from fact, 

those projects are still small-size and mainly carried out by national enterprises. 

The period 1999-2005 marked significant changes in Vietnamese outward foreign direct 

investment flow owing to the effectiveness of the 22/1999/ NĐ-CP decree regulating OFDI 

activities. For this 6-year period, 127 projects with 567.7 million USD total registered capital 

were operated, which was increased by respectively 7.5 and 41.7 times in the number of projects 

and registered investment capital quantity. In details, the average capital for one project was 5.6 

times higher than the previous period with 4.47 million USD. During this period, large-scale 

projects were mainly in the field of industrial crops planting, wood process and mining. 

The period 2006-2010 witnessed the “explosion” of Vietnamese enterprises in the scale of 

capital and the number of projects thanks to the promulgation of 78/2006/NĐ-CP decree 

regulating the outward foreign direct investment. Within 5 years, Vietnam created 419 OFDI 

projects with 10.447 billion USD total registered capital. The average capital per project was  

24.93 million USD. During this period, numerous large-scale projects had been licensed such as: 

Sekaman 1 Hydropower, Sekaman 3 Hydropower with respectively 441.6 and 273 million USD 

registered capital. Especially, the Long Thanh – Vientiane Special Economic Zone projects with 

the registered capital up to 1 billion USD. 

The period 2011-2017 was recorded as a downturn time which experienced various 

unstable changes in the activities of Vietnamese enterprises. In details, OFDI capital reached the 

highest level at 3.1 billion USD in 2013 but quickly drop to 350.1 million USD new registered 

capital in 2017. In reality, it is remarkable that in this 6 years, 271 projects had been revoked 

licenses and shut down ahead of schedule with 2.23 billion USD total registered investment 
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capital. As can be seen from fact, after the “explosion” period from 2006 to 2010 with the 

characteristic of “reserved investment”, investors were more cautious in the period 2011-2017 

and paid more attention to investment quality with the perspective of “slow but sure”.  

Table 1: OFDI of Vietnamese enterprises in the period 1989-2017 

Year Number of projects Total investment capital (USD) 
Capital scale/project 

(million USD) 

1989-1998 17 13,600,000 0.8 

1999-2005 127 567,700,000 4.47 

2006-2010 419 10,447,000,000 24.93 

2011-2017 484 8,837,200,000 18.26 

Total 1,047 19,865,500,000 18.97 

Source: Foreign Investment Agency– Vietnamese Ministry of Planning and Investment 

Regarding to OFDI by fields, industry is the key investment area. Although the number of 

projects only account for 23.4% (245 projects), the total registered capital is approximately 10.53 

billion USD which takes proportion of 53% total OFDI capital of Vietnamese enterprises. 

Specifically, investment capital for mining is 7,967.7 million USD with 58 projects. The most 

outstanding investment enterprise in this field is Vietnam Oil and Gas Group (PVN) with 6,680 

million USD registered capital. Most large-scale projects of PVN mainly focusing on exploiting 

oil and gas include  Rusvietpetro and PetroMacareo Joint Venture Company in Russia and 

Venezuela with respectively 2,020 and 1,825 million USD total registered capital. In addition to 

oil and gas, hydropower field also attract high capital quantity from Vietnamese investors. As 

calculated until the end of 2017, Vietnam has deployed 8 foreign hydropower projects with 

1,483 million USD registered capital in Laos and Cambodia, which accounts for 14% total 

registered capital in industry and 7.46% OFDI capital quantity of Vietnamese enterprises. 

Table 2: OFDI of  Vietnamese enterprises by fields 

 Investment sector Number of project 
Total registered capital  

(Mill. USD) 

Industry Construction 60 31.0 

Mining and quarrying 58 7,967.7 

Manufacturing 119 1,051.7 

Electricity, gas, stream and air conditioning supply 8 1,483.7 

Industrial, Total 245 10,534.1 

Agriculture Agriculture, forestry and fishing, Total 109 3,090.4 

Services Water supply, sewerage, waste management and 
remediation activities 

2 0.6 

Wholesale and retail trade; repair of motor vehicles and 
motorcycles 

282 388.1 

Transportation and storage 36 66 

Accommodation and food service activities 62 173.2 

Information and communication 80 2,601.5 

Financial, banking and insurance activities 21 716.0 
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 Investment sector Number of project 
Total registered capital  

(Mill. USD) 

Real estate activities 37 847.0 

Professional, scientific and technical activities 66 281.2 

Administrative and support service 38 65.7 

Education and training 8 2.7 

Human health and social work activities 6 16.0 

Arts, entertainment and recreation 6 1,002.5 

Other service activities 49 80.5 

Service, Total 693 6,241.0 

TOTAL 1,047 19,865.5 

Source: Statistical summary book of General Statistics Office Vietnam 

Regarding to agricultural sector, this field is the undeniable advantage of Vietnamese 

enterprises. Therefore, OFDI activities in agriculture are increasingly intensified in both size and 

number of registered projects. As accumulated until the end of 2017, registered projects in 

quantity have reached 109 ones with 3,090 million USD total investment capital and the average 

capital size for one project is approximately 28.35 million USD. OFDI projects in agricultural 

field mainly focus on Laos and Cambodia markets with innovation in agriculture and forestry but 

not fishery and aquaculture. In addition to large-scale strategies in rubber and coffee industry, 

Vietnamese enterprises gradually take interest in other crops such as sugarcane, corn and begin 

laying the groundwork for breeding cows with modern technology. Several projects have been 

put in operation including: Vietnam Rubber Group with the idea to set up respectively 26,000 

(378 million USD) and 90,000 ha (315 million USD) in Laos and Cambodia; Hoang Anh Gia Lai 

with the rubber field of 27,200 ha in Laos and 13,800 ha in Cambodia. Moreover, some other 

large-scale projects about industrial crops of big companies are moderately recognizable such as: 

An Dong Mia Joint Stock Company (JSC) with 80.4 million USD; Tay Ninh Rubber JSC (64.7 

million USD); Dau Tieng Kratie JSC (63.8 million USD) and Tan Bien – Kampongthom JSC 

(61.98 million USD). In general, those projects are positively evaluated by Laos and Cambodia 

government with some certain impacts as follow: maintaining high economic efficiency, creating 

stable income for local force, improving infrastructure and promoting economic growth as well 

as social security. Besides, Vietnamese enterprises pioneering by Hoang Anh Gia Lai Group also 

take more interest in diversifying agricultural investment with every passing day. Since 2016, 

this company has summoned up large-scale investment capital in tropical fruit plantation with 

respectively 8,731 and 7,845 ha cultivation surface in Laos and Cambodia. As calculated until 

the end of 2017, the annual revenue of Hoang Anh Gia Lai Group in this field has reached 75 

million USD. On the other hand, since 8/2017, 5000 ha tropical medicinal plants have been 

invested in the economic triangle Cambodia-Laos-Vietnam with the ambition to innovate the 

company’s activities. 

In the field of services, as accumulated until the end of 2017, Vietnamese enterprises 

invested 693 projects with 6,241 billion USD total registered capital. The average capital of over 

9.0 million USD per project. An outstanding point which can be recognized in this field is the 
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rapid growth of inflows into information and communication aspect. The bright spot in this field 

is the Viettel Group, which has invested on 10 countries and 3 continents. As accumulated until 

the end of 2016, Viettel’s total revenue from outward foreign investment was 6.5 billion USD 

with 1.4 billion USD separately for 2016. In the first 6 months of 2017, Viettel’s revenue before 

tax from business activities in 10 foreign markets was approximately 1,000 billion VND (41.2 

million USD) which increases by 155.7% compared to the same period previous year. Also, its 

revenue grew 25% in comparison with 2016 and reached 14,000 billion VND (600 million 

USD). This result originates from the increase in revenue with high proportion of technology 

such as mobile telecommunication services which include some new innovations such as 4G, 

electronic purse, several large-scale technological projects with the government and some big 

corporations as key customers. Some typical sources of Viettel’s revenue are Timor-Leste 

National Timeline; Laos Population Management Project; Ministry of Home Affairs 

transmission channel; Mozambique Ministry of Science and Technology and Tax Payment 

System for Burundi Tax Department. Besides the spotlight of Viettel, FPT is also a typical 

enterprise which promotes OFDI activities effectively. Since 1998, FPT has commenced outward 

foreign investment activity and after experiencing numerous failures, FPT is currently active in 

21 countries all over the world in general and 12 nations with software field in particular. 

Specifically, some FPT’s subsidiary companies in big markets such as Japan or America also 

have high increase over the period. During the period 2008-2017, FPT’s revenue from Japan 

achieved the annual average growth rate of 32% and the speed of this increase was 2,5 times as 

the export turnover rate of Vietnam – Japan (13,9%/year). In American market, FPT has 

established offices in 6 big cities including New York, Seattle, Chicago, Los Angeles, Dallas and 

Sunnyvale with over 150 staffs from 15 countries. The objective of those offices is to provide IT 

services for over 20 clients which are American reputable corporations in aircraft production, 

elevator control system design, satellite,... FPT in America has achieved annual average  growth 

rate of 35% in the period 2010-2017. In 2016, FPT’s revenue from American market was 1,003 

billion VND and as estimated, this would be 1,300 billion VND in 2017. In addition to 

Information – Communication, some large-scale projects in service sector have focused on 

investment, finance, banking and real estate sectors. However, several potential fields such as 

education, medicine and tourism have not yet attracted significant investment capital. 

Table 3: Vietnamese outward foreign direct investment classified by partners 

No Country/Territory Number of new projects Total registered capital (USD) 

1 Laos 196 4,792,600,000 

2 Russia 13 2,825,500,000 

3 Cambodia 168 2,730,000,000 

4 Venezuela  2 1,825,100,000 

5 Myanmar 78 1,319,300,000 

6 Algeria 1 1,261,500,000 

7 Peru  4 1,249,000,000 

8 Malaysia 17 845,000,000 
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No Country/Territory Number of new projects Total registered capital (USD) 

9 America 149 581,100,000 

10 Tanzania 4 356,300,000 

11 Others 415 2,076,100,000 

 Total 1,047 19,865,500,000 

Source: Foreign Investment Agency– Vietnamese Ministry of Planning and Investment 

Considering investment partnership, in addition to traditional markets such as Laos, 

Cambodia and Russia, Vietnamese enterprises have actively pursuing new investment 

opportunities in Myanmar, Mozambique and even some developed countries including America, 

Singapore, Australia, England and Germany. Until the end of 2017, Vietnamese investors have 

spent their investment budget over 70 countries and territories. Accordingly, Laos ranks first 

with 196 schemes which account for 18.7% of the quantity. Also, the total investment capital has 

been recorded at 4.8 billion USD with the proportion of 24.17% total registered capital. Russia 

(14.22% total investment capital and 1.24% projects quantity) and Cambodia (13.74% total 

investment capital and 16.05% projects quantity) are at the next positions. 

 

Graph 1: Vietnamese outward foreign direct investment classified by continents 

Source: Foreign Investment Agency– Vietnamese Ministry of Planning and Investment 

According Graph 1, it is undeniable that Asia is still the key investment area of Vietnamese 

enterprises with 51% total investment capital. OFDI flow in Asia mainly focuses some familiar 

nations including Laos, Cambodia, Myanmar and Malaysia. Besides, Vietnamese OFDI flow 

proportion in Europe and America is moderately high with respectively 19% and 15% total 

investment capital. However, it is recognizable that based on their potential development, 

countries and territories from Africa gradually attract investment capital from Vietnamese firms 

with the approximate number of 10 nations until the end of 2017. Also, investment areas are 

Europe
15%

Americas
19%

Asia
51%

Africa
13%

Australia
2%
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diversified ranging from telecommunication, motorbike production, garment production, 

electronics and refrigeration to ecotourism. In particular, the most invested field belongs to oil 

and gas with the project of oil and gas exploration and exploitation which takes place in Algeria 

(224.9 million USD), Madagascar (117.3 million USD) and Congo (15.3 million USD). Those 

projects are all invested by the state-owned one-member limited liability company directly under 

PetroVietnam Exploration Production Corporation (PVEP). 

3. Extending the Investment Development Path (IDP)  model to assess 

macroeconomic factors affecting Vietnamese outward foreign direct investment 

Vietnamese OFDI has high fluctuation during the period 1989-2017. Although it rapidly 

grew in the period 2006-2010 but in the recent 3 years, it has been in the reverse direction. 

Therefore, to carefully considering the effects of macro factors on Vietnamese OFDI, this article 

uses the Investment Development Path model was first introduced by Dunning (Dunning, 1981). 

This model has been widely used in research to evaluate the influence of the development in 

investment exporting countries on their OFDI activities. Also, some variables related to 

institution have been added to IDP model by Meyer and Nguyen (Meyer et al, 2005) and Peng 

(Peng, 2002). This advanced model has been applied in some emerging and socialistic countries 

as the result of their dependence on government policy (Stoian, 2013). 

According to IDP model, OFDI and IFDI of one country are both depend on its 

development standard (normally evaluated by GNI per capita). And by relying upon this 

criterion, national IDP will be proposed by the government. In fact, there are 5 phases 

throughout this way including: 

The first period which is defined as before industrialization consists of less-developed 

countries with the disadvantage in FDI creation and attraction as well as potential position such 

as low-standard workforce. Additionally, their market is not big enough to attract foreign 

investment capital. Also, net FDI flow (NFDI = OFDI – IFDI) of those countries normally equals 

to zero or negative. The second period marks the very first step in industrialization which 

positively assists to attract FDI. Though, the OFDI capital quantity is still moderately low and as 

a result, the negative tendency has usually been witnessed on NFDI. The third period has 

experienced the increase in IFDI and OFDI (NFDI is still negative) thanks to the technological 

development, production specialization and the growth of internal market. However, national 

NFDI has been positive since the fourth period when that country has achieved modern science 

and technology, high living standard and began large-scale capital exportation and importation. 

Last but not least, the fifth period including developed countries which owns high FDI capital 

input and output and OFDI is much higher than IFDI. 

The period 1-3 mainly includes developing countries and developed ones stand at 4-5 phases. 

The development of the economy often accompanies with the OFDI increase. Therefore, it is 

possible that some variables related to the development can be used to explain the OFDI level. 

According to IDP model (Dunning, 1988), there exists an direct proportion between the national 

economy development level and its OFDI. Based on the economy development, domestic 

enterprises own numerous advantages in expand outward foreign investment activities. In some 
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countries experiencing economic transition, researchers have explored that IDP model rules are not 

applied (Liu et al, 2005). Some socialistic countries often execute policy to promote international 

cooperation which create “OFDI skipping” process (Svetlicic, 2003). “OFDI skipping” when 

OFDI and IFDI flow are ahead of the economy development is the exception in IDP model. 

Obviously, GNI per capita is not the complete measure for the economy development 

because of the distinct characteristics of each country (Bellak, 2001). Therefore, some other 

variables except for GNI per capita are widely used including FDI inflow volume (Bellak, 2001), 

commercial volume (2001), national institution (Bevan et al, 2004), science and technology 

standard (Stoian, 2013). In this article, macro variables used to evaluate the influence of macro 

factors on Vietnamese OFDI flow include: GNICAP (per capita income), RDSB (state budget on 

science and technology percentage), IFDI (Vietnamese FDI inflow), ER (exchange rate) and IE 

(quotient between total export-import turnover and GDP). Some hypothesizes of this model are 

proposed as follow: 

Hypothesis H1: The economy development measured by GNICAP has positive effects on 

OFDI flow 

IDP model demonstrates a direct proportion between science and technology standard and 

OFDI  capital quantity. Science and technology assist private, as well as State-owned companies 

in increasing labor productivity, creating competitive advantages and then intensifying OFDI 

capital quantity. Therefore, another hypothesis is given: 

Hypothesis H2: The development of science and technology measured by RDSB (%) has 

positive effects on OFDI flow 

IDP model shows that IFDI will make OFDI capital quantity grow which is explained by 

the FDI’s overflow effects. In details, when FDI inflows are made, domestic companies take 

responsibility of enhancing management standard and operation effectiveness to create relative 

advantages compared to others. By this way, OFDI activities are activated to exploit new 

markets with a view to increasing profit. Therefore, the another hypothesis is given as follow: 

Hypothesis H3: FDI flow in Vietnam has positive effects on OFDI flow 

In addition to basic IDP model with 3 elements as mentioned, many scholars have 

recommended to investigate the effects of some other macro factors such as exchange rate and 

the opening level of the economy on OFDI flow. Nations with high value in currency tend to 

take more advantage about finance than countries with soft currency (Kohlhagen, 1997). 

Therefore, Kyrkillis and Pantelidis (Kyrkillis and Pantelidis, 2003) prove that the increase in 

local currency will intensify the expectations with outward foreign investment of domestic 

companies. As a result, the another hypothesis is given as follow: 

Hypothesis H4: The increase in local currency (measured by USD/VND exchange rate) 

has positive effects on OFDI flow 

In addition to exchange rate, the high opening level of the economy will also impulse the 

OFDI activities. This factor will create suitable conditions for import-export companies to attach 
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and gain knowledge from foreign markets as well as find out some related rules and standards. 

Those achievement will be applied to overcome language, culture and legality barriers; organize 

foreign activities and promote products on foreign markets. In general, those steps play a 

important role in fostering OFDI, especially when it becomes a more feasible strategy than 

exportation one. Therefore, the another hypothesis is given as follow: 

Hypothesis H5: The opening level of the economy has positive effects on OFDI flow 

Table 4: Description of variables appeared in the model 

Variables Description Source of data Source of quote 

Dependent variable: OFDI (USD) Annual registered 
OFDI 

Ministry of 
Planning and 
Investment 

 

Independent variable 

Variables 
in basic 
IDP model 

Domestic economy development 
(GNICAP) (USD per capita) 

GNI per capita General Statistics 
Office 

 

Miguel  et al (2016), 
Andreff et al (2014), 
Stoain (2013) 

Investment for science and technology 
(RDSB) (%) 

State budget spent 
on science and 
technology 
proportion 

General Statistics 
Office 

Annual data 
published by 
Ministry of 
Finance 

IFDI (million USD) Annual registered 
FDI 

Ministry of 
Planning and 
Investment 

Extended 
variables 

The openness of the economy Export-import 
turnover over 
annual GDP (%)) 

World Bank Kueh et al (2008) 

Rosfadzimi et al (2013) 

Exchange rate (ER) 
(USD/VND) 

World Bank Andreff et al 

 (2014) 

 

4. Research results 

Source of data about variables in the model has been collected from 1989 to 2017 and 

arranged based on times series. Therefore, the series will be tested to determine the stationary of 

the variables. After that, based on single-variable regression model, those that influence on OFDI 

flow will be detected. Afterwards, variables that contain statistical meaning in single regression 

model are transferred into multiple one. Accordingly, selected variables in multiple regression 

model include: RDSBt-2, IFDIt, GNICAPt, D(ER)t and D(IE)t. 
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Table 5: Correlation matrix 

 RDSB IFDI GNICAP D(IE) D(ER) 

RDSB 1.0000 - - - - 

IFDI 0.2251 1.0000 - - - 

GNICAP -0.2663 0.6075 1.0000 - - 

D(IE) -0.1525 0.0374 0.0627 1.0000 - 

D(ER) -0.0528 -0.1955 -0.1731 0.0018 1.0000 

                                                                       Source: Calculated in Eviews by authors. 

As can be seen from table 5, correlation coefficient among independent variables is 

obviously under 0.7. This tendency proves that multicollinearity is undetected among variable in 

the model. 

Table 6: The diagnostic tests 

 WHITE BG RAMSEY 

F-statistic 4.119521 1.330278 0.037783 

Prob 0.195108 0.194410 0.847840 

                                                                       Source: Calculated in Eviews by authors. 

Based on table 6, inspectors including White, BG, Ramsey prove that the form of this 

model is suitable with no shortcoming such as differential error variation, self-correlation and 

missing variable. The function of the model is appropriate. 

Table 7: Results of the regression model 

Variable Coefficient Prob 

C -2313.0260 0.0007 

RDSBt-2 1802.7850 0.0012 

GNICAPt 0.6167 0.0211 

IFDIt 0.0421 0.0010 

D(IE)t -8.8629 0.0829 

D(ER)t 0.1791 0.2997 

Observation 27  

R2 0.7352  

F-statistic 11.6595  

Prob(F-statistic) 0.000017  

                                                                       Source: Calculated in Eviews by authors. 

According to obtained results from table 7, those elements including RDSBt-2, IFDIt and 

GNICAPt have create positive influence on OFDI flow. Meanwhile, the level of change in 

D(IE)t. creates the negative effect. Besides, the distortion of the exchange rate in the multiple 

regression model has no statistical meaning. Through regression model, it is obvious that the 
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influence of science and technology investment on OFDI is greatly recognizable. With 2 years 

over scheduled, when estimated state budget spent on science and technology increases by 1%, 

1802 million USD in OFDI capital quantity will be created. In reality, leading enterprises in 

OFDI activities are those which pioneer in modern science and technology investment including 

Viettel, FPT, Hoang Anh Gia Lai and Vinamilk. Meanwhile, the spillover effects of FDI flows 

are still limited. In details, 0.0421 million USD OFDI flow will be made with 1 million USD 

increase in FDI invested in Vietnam. This tendency can be explained by the technological spread 

and the low-level at which Vietnamese enterprises participate in value chain of FDI firms. In 

fact, recent FDI capital quantity in Vietnam mainly focuses on manufacturing and processing 

industry as well as real estate. Meanwhile, the majority of OFDI capital are spent on exploiting 

industry, hydropower and agriculture. The difference in investment structure also restricts FDI’s 

spillover effects on OFDI capital flow. In terms of economic development factors, GNICAP 

variable in multiple regression model has created direct proportion with OFDI capital flow. This 

trend affirms that the domestic economic development, especially in non-state sector in recent 

years has greatly contributed to foster OFDI flow. However, results gained from regression 

model prove that negative impacts on OFDI flow can be caused by the increasing speed of 

export-import turnover. The evidence lies in the nature of Vietnamese economy when the excess 

of imports over exports still exists in the research period from 1989 to 2017. Obviously, this 

reality proves that a huge amount of foreign currency has been used to import products. As a 

result, that the demand for foreign currency is usually high leads to the limitation in the provision 

for OFDI activities, which negatively influences on outward foreign direct investment. In terms 

of exchange rate, results from table 7 show that its differential error in multiple regression model 

has no meaning in statistics. Consequently, OFDI activities of Vietnamese enterprises has 

avoided direct effects from USD/VND exchange rate fluctuation. Reasonably, during the period 

1989-2017, USD/VND exchange rate has been tightly regulated by the government with the 

objective of “stabilizing” and only allowing narrow-band-fluctuations. Therefore, the relative 

independence between exchange rate and the increase in Vietnamese OFDI flow has been 

created as a result of this control from the authority. 

5. Conclusion 

In spite of ups and downs, Vietnamese outward foreign direct investment (OFDI) has 

greatly increased after the promulgation of 78/NDCP decree. Additionally, positive influences on 

OFDI have been created by the development of Vietnamese economy through the increase in 

state budget spent on science and technology as well as technological spread. On the contrary, 

the fluctuation rooted from total export-import turnover has negatively affected OFDI flow. It 

implies that the government should publish policies which encourage investment in Vietnamese 

science and technology, especially some key sectors invested abroad. In addition, measures 

should be proposed to foster research activities and technology transfer in main fields such as IT, 

electronics and telecommunication as well as high-tech agriculture. Through those activities, it is 

undeniable that competitiveness among Vietnamese enterprises will be generated with the 

objective of completing technological elements and management standard to operate OFDI 

activities. Besides, the government should create more appropriate conditions for Vietnamese 
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enterprises to maintain the competitiveness, define specific products and occupy the target 

markets in foreign countries. Another implication for the Vietnamese government lies in the 

necessity to suggest more policies for promoting FDI flow, especially some flows in production, 

manufacturing and processing as well as high-tech agriculture. Besides, it is also essential to 

expand international relation network and foster technology transfer process of FDI enterprise in 

Vietnam. Last but not least, Vietnamese government should propose more measures to restrict 

trade deficit and thenceforth increase foreign currency reserves to impulse OFDI activities. 

 

REFERENCES 

1. Andreff (2003), “Multinational companies from transition economies and their outward 

foreign direct investment”, Russian Journal of Economics, Volume 3, Issue 4, December 2017, Pp. 445-

474. 

2. Bellak, C. (2001), The Austrian investment development path, trong Transnational 

Corporations, Volume 10, Issue 2, Pp. 107-134. 

3. Bevan, A., Estrin, S., & Meyer, K. (2004), Foreign investment location and institutional 

development in transition economies, International Business Review, Volume 13, Issue 1, Pp. 43-64.  

4.  Carmen Stoian (2012), “Extending Dunning’s Investment Development Path: The role of 

home country institutional determinants in explaining outward foreign direct investment”, International 

Business Review, Pp. 615-637. 

5. Dunning, J.H. (1988), Incorporating trade into the investment development path: A case study 

of Korea and Taiwan, Oxford Development Studies, Volume 29, Issue 3, Pp 145-154.  

6. Dunning, J. H. (2001). The eclectic (OLI) paradigm of international production: Past, present 

and future, International Journal of the Economics of Business, Volume 8, Issue 2, Pp. 173-190.   

7.  Đầu tư Việt Nam ra nước ngoài và công tác thương vụ (2013), http://www.moit.gov.vn/tin-

chi-tiet/-/chi-tiet/%C4%91au-tu-viet-nam-ra-nuoc-ngoai-va-cong-tac-thuong-vu-102586-401.html, 

[accessed: 16/12/2013]. 

8. Đặng Phương Linh (2018), “Đầu tư trực tiếp của Việt Nam ra nước ngoài và một số vấn đề đặt 

ra”, http://tapchitaichinh.vn/nghien-cuu-trao-doi/dau-tu-truc-tiep-cua-viet-nam-ra-nuoc-ngoai-va-mot-so-

van-de-dat-ra-141192.html, [accessed: 14/05/2018]. 

9. Hồ Mai (2017), “Doanh nghiệp Việt làm ăn ra sao ở Lào, Campuchia, Myanmar?”,  

http://cafef.vn/vi-mo-dau-tu/viet-nam-da-dau-tu-ra-nuoc-ngoai-gan-20-ty-usd-20150215073824952.chn, 

[accessed: 11/10/2017]. 

10.  Liu, X., Buck, T., Shu, C. (2005), Chinese economic development, the next stage: outward 

FDI?,  International Business Review, Volume 14, 2005, Pp. 97-115.   

11.  Lương Bằng (2015), “Việt Nam đã đầu tư ra nước ngoài gần 20 tỷ USD”, http://cafef.vn/vi-

mo-dau-tu/viet-nam-da-dau-tu-ra-nuoc-ngoai-gan-20-ty-usd-20150215073824952.chn, [accessed: 

15/02/2015]. 



452 

12. Miguel Fonseca, António Mendonca and José Passos (2016), “The paradigm of the Investment 

Development Path: Does it holds for Portugal? Evidence for the period 1990-2011”, Working Paper 

CEsA CSG 139, Lisbon University, Poturgal.  

13. Meyer, K.E., & Nguyen, H.V. (2005). Foreign investment strategies and sub-national 

institutions in emerging markets: Evidence from Vietnam. Journal of Management Studies, Volume 42, 

Issue 1, Pp. 63-93.  

14.  Decree No. 22/1999/NĐ-CP issued on 14/04/1999 by Vietnamese Government. 

15.  Decree No. 78/2006/NĐ-CP issued on 09/08/2006 by Vietnamese Government. 

16.  Decree No. 83/2015/NĐ-CP issued on 25/09/2015 by Vietnamese Government. 

17.  Pantelidis and Kyrkilis (2005), "A cross country analysis of outward foreign direct investment 

patterns", International Journal of Social Economics, Volume 32, Issue 6, Pp. 510-519.    

18. Peng, M.W. (2002). Towards an institution-based view of business strategy, Asia Pacific 

Journal of Management, Volume 19, Issue 2-3, Pp. 251-267.   

19. Rosfadzimi Mat Saada, Abd Halim Mohd Noora and Abu Hassan Shaari Md Norb (2014), 

“Developing Countries’ Outward Investment: Push Factors for Malaysia”, Procedia – Social and 

Behavioral Sciences, Pp. 237-246. 

Svetlicˇicˇ and M. Rojec (2003), Theoretical context of outward foreign direct investment 

from transition economies, trong Facilitating transition by internationalization: Outward direct 

investment from european economies in transition, Ashgate, Pp. 3-28.  



453 

b6-s4 

 

IMPROVING THE LAW ON INVESTMENT SUPPORT IN THE 

CONTEXT OF INTERNATIONAL ECONOMIC INTEGRATION 

OF VIETNAM 

Dao Thu Ha 

Faculty of Law, National Economics University 

thuhadao0383@gmail.com 

 

Abstract: Nowadays, international economic integration is an inevitable trend, it creates both 

opportunities and challenges for developing countries, so not all countries can achieve successfully in 

this process of economic integration. Developing countries may be further lagged in economic 

integration if they are not able to take advantage of opportunities and limit the negative impact that 

international economic integration brings. In the past time, Vietnam has had many economic policies 

to create strong development for the country, but we need to improve these policies to contribute to 

the success of international economic integration. This article focuses on investment support 

regulations - a policy of attracting investment that has been used in Vietnam since 1994. The paper 

will analyze to determine the role of law on investment support in ensuring the conditions for 

Vietnam's successful economic integration, study the current provisions on investment support in 

Vietnam. It then proposed recommendations to improve law on investment support in the context of 

international economic integration of Vietnam. 

Keywords Economic integration, investment support, integration, law on investment 

support, legal regulations on investment support  

 

1. Introduction  

International economic integration is an inevitable trend and reality has shown 

international economic integration is a necessity for such developing countries as Vietnam. 

International economic integration has created various great opportunities as well as presented 

substantial challenges for developing countries; therefore not all are able to experience success in 

the integration; some countries are unable to take advantage of the opportunities created by 

economic integration and are adversely affected by the integration’s challenges and thus become 

“the left behind” instead. Many studies have shown that Vietnam’s economy is likely to fall 

behind if sound policies for economic development are not to be introduced.  

 In the past years, to promote economic development, Vietnam’s government has adopted 

many policies to attract both foreign and domestic investments; for example investment-

supporting policy mainly in the form of legal regulations on investment support. Investment 

supporting methods have been formed and gradually bettered since 1994 with the introduction of 

Law on Encouragement of Domestic Investments; from then on investment-supporting methods 
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have become an integral part of the policy to attract investments. However, to avoid being lagged 

behind, Vietnam needs new drives other than the drive of investments as in previous periods and 

investment support’s role should not be restricted to attract investments only but should become 

one of the policies to create new drives for development to help Vietnam gain success in 

international economic integration. This paper is intended to identify the role of law on 

investment support to ensure that Vietnam will succeed in economic integration, thus proposals 

to improve law on investment support are introduced to contribute to Vietnam’s success in 

international economic integration.  

2. International economic integration and Requirements for Vietnam’s success in 

international economic integration 

The term “international economic integration” can be viewed from different perspectives, 

so there are numerous ways to interpret the term; however, international economic integration 

can be interpreted as the process of linking each country’s economy to regional and international 

economies via the countries’ efforts in liberalization and opening up of their economies. 

International economic integration is accompanied by the formation of the general policies 

among state participants on free trade, investment and other economic sectors and these nations 

must obey those policies.    

When participating in economic integration, developing countries will have more 

opportunities to develop their economies and improve people’s living standards; however, the 

process also has negative influence in those countries; in other words, participating in 

international economic integration means both getting opportunities and facing challenges. 

According to Pham Quoc Tru (2011), international economic integration brings about ten 

benefits and seven challenges for such a developing country as Vietnam; or according to Do Duc 

Binh and Nguyen Thuong Lang (2012) international economic integration has 6 positive and 2 

negative impacts on the state participants. Researchers conclude only when Vietnam can take 

advantage of the international economic integration’s opportunities such as access to 

international market for the expansion of domestic production, access to international financial 

sources for attracting foreign investments, and access to advanced technology, science and 

modern economic management, and at the same time turn them into driving force for its 

development will Vietnam achieve its goals via economic integration. Otherwise, Vietnam is 

likely to lag behind, become a market consuming goods from big economies and increasingly 

depend on other countries if it is unable to take advantage of the opportunities.   

Vietnam’s international economic integration has brought about certain achievements; 

Vietnam’s economic growth remained high at around 7% - 8% between 1990 and 2007, and 

from 2008 to present, its economic growth stood at 5%-6%. During this period, Vietnam 

promoted foreign direct investment (FDI); this capital’s increase was relatively steady; the total 

FDI in 1991 was 428 million USD; the figure increased to 2.2 billion USD in 2001, 11 billion 

USD in 2011 and 17.5 billion USD in 2017 (source: General Statistics Office). At the same time, 

domestic investment was also encouraged; the total invested capital of non-state owned sector 

went up from year to year; the figure in 2000, 2010, 2015 and 2017 was 34.6 thousand billion 
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dong, 299.5 thousand billion dong, 528.5 thousand billion dong and 676.3 thousand billion dong 

respectively. Vietnam’s total trade has continuously increased since 1992, from 5.1 billion USD 

in 1992 to 30.1 billion USD in 2000, 157 billion USD in 2010 and 424.2 billion USD in 2017. 

Those are Vietnam’s achievements via international economic integration. However, the great 

achievements of the previous periods are dependent on Vietnam’s inherent competitive 

advantages such as cheap and enormous labor force (CIEM and ACI, 2010), therefore they are 

not considered sustainable.  

Detailed statistics also show Vietnamese economy’s risk of falling behind. Although the 

country’s total trade value has been growing annually, primarily Vietnam still runs a trade 

deficit. Since 2012, the trade balance has shifted with the country’s exports exceed its imports. 

However, when crude oil export is excluded from total exports, Vietnam’s trade balance will 

come out negative. Furthermore, Vietnam’s imported goods mainly are raw materials for 

manufacture. These factors prove the value added of manufactured goods from Vietnam is low 

and the country’s economy was and still is depending on foreign countries. Data on exported 

goods also indicated the lack of variety, and the majority of exported products are labor-intensive 

and low-technology. This means Vietnam’s comparative advantage mainly is low-cost labor. In 

addition, local enterprises’ export manufacturing is low in capacity. Their merchandise exports 

(according to data since 2005) are generally lower than those of foreign direct investment 

enterprises (FDIEs), and their percentages in Vietnam’s total exports have the tendency to 

decline. Apparently FDIEs play an important role in Vietnam’s outstanding records of 

merchandise exports over the years. From 2015 to present, their influence has been increasing, 

with FDIEs’ merchandise exports account for more than 70% of Vietnam’s total merchandise 

exports. Another deficiency of local enterprises is the low level of cooperation with FDIEs. Most 

FDIEs are 100% foreign-invested, which means local enterprises are so incompetent to the point 

they don’t have the capability to cooperate with foreign enterprises. (Tran Van Tho, 2016). 

Table 1. Exports and Imports of Vietnam  

(Million U.S. dollars) 

Year 

Total 

trade 

 

Total 

exports 

Total 

imports 

Balance 

of 

trade 

Crude 

oil exports 

FDIEs’ 
total exports 

Local 

enterprises’ 

total 

exports 

1992 5,120.0 2,580.0 2,540.0 40.0    

1993 6,909.0 2,985.0 3,924.0 -939.0    

1994 9,718.0 3,893.0 5,825.0 -1,932.0    

1995 13,604.0 5,449.0 8,155.0 -2,706.0    

1996 18,399.0 7,256.0 11,143.0 -3,887.0    

1997 20,777.0 9,185.0 11,592.0 -2,407.0    

1998 20,860.0 9,361.0 11,499.0 -2,138.0    

1999 23,282.0 11,540.0 11,742.0 -202.0    

2000 30,119.2 14,482.7 15,636.5 -1,153.8    

2001 31,247.1 15,029.2 16,217.9 -1,188.7    
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Year 

Total 

trade 

 

Total 

exports 

Total 

imports 

Balance 

of 

trade 

Crude 

oil exports 

FDIEs’ 
total exports 

Local 

enterprises’ 

total 

exports 

2002 36,451.7 16,706.1 19,745.6 -3,039.5    

2003 45,405.1 20,149.3 25,255.8 -5,106.5    

2004 58,453.8 26,485.0 31,968.8 -5,483.8    

2005 69,208.2 32,447.1 36,761.1 -4,314.0 7,373.5 18,553.7 13,893.4 

2006 84,717.3 39,826.2 44,891.1 -5,064.9 8,312.0 23,061.3 16,764.9 

2007 111,326.1 48,561.4 62,764.7 -14,203.3 8,487.6 27,774.6 20,786.8 

2008 143,398.9 62,685.1 80,713.8 -18,028.7 10,356.8 34,522.8 28,162.3 

2009 127,045.1 57,096.3 69,948.8 -12,852.5 6,194.6 30,372.3 26,724.0 

2010 157,075.3 72,236.7 84,838.6 -12,601.9 5,023.5 39,152.4 33,084.3 

2011 203,655.5 96,905.7 106,749.8 -9,844.1 7,241.5 55,124.3 41,781.4 

2012 228,309.6 114,529.2 113,780.4 748.8 8,211.9 72,252.0 42,277.2 

2013 264,065.5 132,032.9 132,032.6 0.3 7,226.4 88,150.2 43,882.7 

2014 298,066.2 150,217.1 147,849.1 2,368.0 7,224.2 101,179.8 49,037.3 

2015 327,792.6 162,016.7 165,775.9 -3,759.2 3,823.8 114,380.4 47,636.3 

2016 349,351.7 175,950.1 173,401.6 2,548.5 2,361.1 126,235.5 50,345.3 

2017 424,192.1 213,075.6 211,116.4 1,959.2 2,982.1 155,269.7 58,501.2 

Source: General Statistics Office 

In general, Vietnam’s success in recent years has been mainly depending on low-cost labor 

and the increase in capital investment (CIEM and ACI, 2010). Vietnam has not utilized the other 

advantages brought by international economic integration to develop the country. Meanwhile, 

the comparative advantage of labor cost will gradually fade away when other countries join the 

competition on international market by providing cheap labor. The increase in investment 

(mainly FDI) which has been the boost for economic growth in recent years will lose its effect if 

local enterprises’ labor productivity and the economy’s inner power (local enterprises’ 

competitiveness) are not improved. The lack in competitiveness and productivity will make 

Vietnam unattractive and fail to achieve the stated aim of attracting foreign investments. In other 

words, if Vietnam is unable to create new driving force for the economy, the further the 

integration of Vietnam’s economy into global market, the greater the dependence of Vietnam on 

other countries. Consequently, Vietnam will have to suffer from the undesirable effects of 

economic integration and fall behind. To prevent this scenario from happening during the 

integration, there needs to be sound macroeconomic and microeconomic policies to promote 

development. We think the most suitable policy during this period is focusing on increasing 

labor productivity to enhance enterprises’ competitiveness, especially local enterprises, at the 

same time maintaining an open and fair investment climate. It is only when Vietnamese 

enterprises grow stronger that they can compete on global market, and that they will not be 

overshadowed right on domestic market. It is only when enterprises grow stronger that Vietnam 

can thrive on the advantages of economic integration, and that they will not be left behind and 

dependent on other countries. To increase labor productivity, we have to enhance the quality of 
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labor and managerial skills, as well as apply new technologies and science into manufacture and 

business. To increase competitiveness, we have to improve not only labor productivity, but also 

local enterprises’ ability to gain more access to domestic and foreign markets. By improving 

labor productivity and competitiveness, Vietnam can utilize the advantages of economic integrity 

and overcome the disadvantages of this process. 

In conclusion, the requirement for Vietnam to succeed with economic integration is to 

improve enterprises’ labor productivity and competitiveness. In particular, we have to enhance 

labor quality, managerial skills, technology and science application, enterprises’ access to 

domestic and foreign markets. 

3. Investment support and the link between investment support and requirements to 

succeed in economic integration 

In Vietnam, the term “investment support” was first mentioned in Law on 

Encouragement of Domestic Investment of 1994, however, until now the definition of 

investment support still has not been demonstrated fully and clearly in legal documents and 

research. Vietnamese dictionaries also do not have direct explanation of “investment support”. 

They only provide explanations of “invest” and “support” separately. In general most 

Vietnamese dictionaries share the same explanations for “invest” and “support”. Author 

Nguyen Van Dam (1993) explained “support” means “helping each other”; another explanation 

is “addition help”, with “help” means reducing the burden so someone can complete certain 

task (Linguistic Institute, 2010). “Invest” means “put labor, capital, money into something 

based on the calculation of economic and social efficiency” (Linguistic Institute, 2010); or 

“invest” means “using money to buy materials to establish, renovate or expand business or to 

make a long-term loan…” (Institute of General Knowledge Study, 2001); or “invest” includes 

financial investment and material investment, with financial investment means using money to 

buy stocks, while material investment means using money to buy fixed assets or inventories 

(Nguyen Van Ngoc, 2006). From above explanations, it can be concluded that investment 

support means the assistance investors received to help them cope with the difficulties in the 

process of investing in certain manufacture or business. 

As mentioned above, the term “investment support” was first mentioned in Law on 

Encouragement of Domestic Investment of 1994, then Law on Investment of 2005, and after that 

Law on Investment of 2014 also continued developing policies on investment support. These 

policies only defined different forms of investment support and did not provide a definition for 

investment support. There are many forms of investment support, and to sum up, investment 

support are measures implemented by the government, to ease the burden and to facilitate the 

investment process. Therefore, depending on certain period’s goals, the government will design 

different forms of investment support. For example, to achieve the investment attracting goal, the 

government may create a form of support that helps investors cope with the difficulties in access 

to inputs of manufacture and business (real estate, credit, labor…), or helps investor reduce the 

investment costs, which will eventually help the country attracts more investment. The 

government may create and apply different forms of investment support to meet the requirements 

for Vietnam’s successful international economic integration. 
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According to above conclusion, the requirements for Vietnam to succeed in international 

economic integration is to increase enterprises’ labor productivity and competitiveness; and these 

can be achieved through the government’s suitable investment supporting methods. In particular, 

to increase labor productivity, the government can help enterprises improve technologies, apply 

science and technology to manufacture and business, or help train the workforce to increase the 

quality of labor. Theoretically, labor productivity relies on techniques, manufacturing and 

business technologies, level of expertise, workers’ skills, manufacturing and business 

management models. In particular, investment support for training the workforce needs to reach 

the goal of creating workers with powerful techniques, managers with high level of expertise in 

manufacturing and business management, and intellectual human resources for researching, 

developing and applying science and technology into manufacture and business. To increase 

competitiveness, in addition to helping increase enterprises’ labor productivity, the government 

should assist enterprises’ in accessing and developing in both domestic and foreign markets. The 

government can do this by providing information about potential markets, creating opportunities 

for local enterprises to meet and connect with their customers. At the same time, through 

diplomatic activities and signing trade agreements with other countries, the government can help 

local enterprises break into new markets abroad.  

In conclusion, investment support can become a tool, a method to fulfill essential 

requirements for Vietnam to become successful in the international economic integration. 

4. Status of law on investment support in Vietnam 

Currently, Law on Investment 2014 regulates about investment support in Articles 19, 20 

and 21; among them, Article 19 identifies seven forms of investment support and defines 

Government’s responsibility in stipulating the details of these forms applied to small and 

medium enterprises, enterprises in some sectors are encouraged, while Article 20 and Article 21 

are more specific provisions on the form of support for the development of social-technical 

infrastructure system. Seven forms of investment support provided in the Investment Law 2014 

include: (1) Support for development of technical and social infrastructure systems inside or 

outside project fences; (2) Support for human resources training and development; (3) Credit 

support; (4) Support for access to production and business grounds; support for relocation of 

production facilities out of inner cities and towns; (5) Support for science, technique and 

technology transfer; (6) Support for market development and information provision; (7) Support 

for research and development. In general, the provisions on investment support are very short 

and simple, they only define names of the forms of investment support and not specify the 

conditions and the procedures in which support is provided (excluding the form of supporting the 

development of social-technical infrastructure systems). This is a very reasonable way of 

avoiding overlapping with the provisions of the specialized law, because current law on training 

and education, credit, science, technology, technology transfer, land... corresponding to the areas 

of investment support have been improved much and adequately covered the measures, the 

procedures for investment support in each respective area. In summary, the law on investment 

supports in Vietnam is a set of unified regulations which include regulations on defining forms 
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of investment support in Law on Investment 2014 (general law) and regulations on procedures 

implementing investment support in specialized legal, such as: Law on Science and Technology 

2013, Law on High Technologies 2008, Law on Technology Transfer 2006; Law on Education 

2005, Law on Higher Education 2012 and Law on Vocational Education 2014; Land law; Law 

on Assistance for small and medium enterprises and sub-law documents… The legal provisions 

on the forms of investment support can be generalized as follows: 

Support for development of technical and social infrastructure systems is the form of 

support to build and upgrade the infrastructure system for all socio-economic activities. 

Accordingly, the technical and social infrastructures are usually built and upgraded through the 

form of BT, BOT, BTO contracts; so that the infrastructures in Vietnam have developed quite 

quickly in the past time. However, many of these projects did not promote socio-economic 

efficiency, resulted waste and loss of state property. This form of support for development of 

technical and social infrastructure systems also has its own regulations in the field of agriculture 

and rural development. Investment projects in the agricultural sector are supported by the 

Government through the loan guarantee so that the project owners can self-construct the factory 

premises. After the construction is complete, the Government shall pay to the project owner the 

loan amount and assign the investor to use the property. This mechanism may be at risk of 

wastage if the investor does not continue to implement the project after receiving support. 

Support for human resources training and development have been implemented for a long 

time, with the policy of educational development being linked to the needs and serving the needs 

of socio-economic development. Law on Education 2005, Law on Higher Education 2012 and 

Law on Vocational Education 2014 identified priorities for spending on professional education and 

increased state budget spending on higher education. In addition, the State encourages public 

participation in education and training, attracts domestic and foreign organizations and individuals 

to invest in establishing vocational education institutions and universities in Vietnam. The State 

also has policies to encourage organizations and individuals to set up funds for supporting training 

and human resource development. The provisions for deduction of expenses for employee training 

when determining income taxes can encourage enterprises and employers to actively train, retrain 

and improve the capacity of employees. In addition to those generally applicable rules, support for 

training is also provided for small and medium enterprises under Law on Assistance for small and 

medium enterprises 2017. Small and medium enterprises can send qualified workers to take part in 

business start-up, corporate governance and vocational training courses which are organized by the 

state budget. Course fees may be waived or reduced by at least 50%. Investment projects in 

agriculture are also supported 70% of funding for vocational training. 

Support for credit is a form of support to solve the financial difficulties of small and 

medium enterprises in the private sector of Vietnam. This form is performed by some special 

funds such as the Small and Medium Enterprise Development Fund. This fund provides credit 

guarantee to investors who are qualified to borrow credit from commercial banks or encourages 

commercial banks to lend or encourages private funds to invest in creative start-up business. 

However, the process of implementing this form has not focused on helping small and medium 
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enterprises to develop feasible business plans so that the efficiency of using credit capital is not 

high. Moreover, the content of this form does not allow for aggressive measures to mobilize non-

budgetary capital to support small and medium investors, new investors who are lack of capital 

and credibility.  

Support for access to production and business grounds is made by setting up industrial 

parks, export-processing zones, hi-tech parks and economic zones which have socio-

technical infrastructure for investors to implement the project. Land Law 2013 also allows 

investors to access production and business premises based on the grounds of land allocating 

and leasing by the State, or having land use rights recognized by the State, or receiving 

transfer of land use rights from other land users. Small and medium enterprises also receive 

more supports in accessing production grounds. According to Law on Assistance for small 

and medium enterprises 2017, provincial government must allocate land funds for the 

development of industrial clusters, concentrated agricultural, forestry, fishery and seafood 

products processing zones for small and medium enterprises. Depending on the local budget, 

the provincial government may decide to support the ground rent (up to 5 years from the date 

of lease) for small and medium enterprises at industrial parks, hi-tech parks and industrial 

clusters in the province. 

Support for science, technique and technology transfer is the way that the State helps 

enterprises and investors to solve scientific and technical difficulties by establishing and 

technology scientific service organizations to provide services including: providing scientific and 

technological information; consulting, training, fostering, dissemination and application of 

scientific and technological achievements in socio-economic fields; advising and assisting on 

technology transfer; developing the technology transfer market. However, Law on Science and 

Technology 2013 does not stipulate specifically and clearly the responsibility and form of 

providing scientific and technological services of public science and technology organizations. 

At the same time, there is no clear mechanism for implementing this support; therefore, it is 

difficult to access for this support. In addition, the State also has policies of communication and 

dissemination of scientific and technological knowledge. Ministry of Science and Technology is 

responsible for formulating and implementing the annual plans, five-year plans about this work. 

The State encourages organizations and individuals to invest in the propagation and 

dissemination of scientific and technological knowledge. The State also has a policy to build 

national databases and collect statistics on science and technology to provide information to 

organizations and individuals who can request for research, training, producing and business. For 

small and medium start-up businesses, the search, exploitation and supply of information, patent 

databases, technology information, the researches are free. In general, the implementation 

mechanisms of support for science, technique and technology transfer are performed mainly 

through programs by Ministry of Science and Technology, such as the National Technology 

Innovation Program specified in Law on Technology Transfer 2006. 

Support for market development and information provision is the support to solve 

difficulties in output markets for enterprises with the National Trade Promotion Program which 
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is implemented by Ministry of Industry and Trade. This program includes trade promotion 

activities such as collecting information about markets, customers and goods; establishing the 

database of export markets; seeking export markets; organizing exhibitions and fairs; organizing 

the international conference on export goods in Vietnam; promoting brand names of goods and 

services of Vietnam... These activities are carried out in accordance with Law on Foreign Trade 

Administration 2017. To support the development of the domestic market, the campaign 

"Vietnamese people prioritize using Vietnamese goods" has been carried nationwide. The State 

also encourages organizations, individuals to take initiative in conducting trade promotion 

activities domestically and internationally in accordance with Law on Commercial 2005. Small 

and medium enterprises also receive market development supports through the participation in 

the product distribution chains established by state agencies. Small enterprises and micro 

enterprises are also given priority when participating in bidding for contracts with the State. 

Agriculture projects that are subject to special investment incentives will be supported 50% of 

advertising costs, funds for participation in domestic trade fairs, fees for accessing market 

information and service fees from the State’s trade promotion agencies. 

Support for research and development is also provided for in Law on Science and 

Technology 2013. The State undertakes this form of support for enterprises and investment 

projects by ensuring the research and development capacity of scientific and technological 

organizations, building and developing the science and technology market. The implementation 

mechanism of this form of support includes placing orders, assigning scientific and technological 

tasks; providing incentives and supporting for the implementation of scientific and technological 

tasks to scientific and technological organizations and individuals who engage in scientific and 

technological activities. To strengthen research capacity, this Law also provides regulations 

about international integration in research and development; regulations about using the state 

budget for the purchase of inventions, designs, technical documents and know-how in service of 

research and development; regulations about developing the science and technology market. 

Thus, the forms of investment support in Vietnam are now diversified. They cover the 

major difficulties that investors may encounter, such as the difficulties due to lack of capital, 

difficulties due to lack of synchronous infrastructure, difficulties in business premises and 

qualified labor source, and difficulties in accessing legal policies and market information... The 

implementation of these investment support will create favorable conditions for enterprises, 

projects and help investors to save money on their investments. Therefore, the provisions about 

investment support can attract investment capital. In addition, the existing investment support 

regulations include support for science, technique, support for research and development as well 

as support for human resources training and development, support for market development. 

These are forms of support that can help increase the productivity and competitiveness of 

enterprise as analyzed in section 3. So, the regulations on investment support in Vietnam now 

aims to create the conditions for Vietnam to succeed in the process of international economic 

integration. However, these regulations are still limited, especially the constraints in the 

implementing mechanism which make these supports not have desired impacts on improving 



462 

competitiveness and labor productivity of enterprises. Therefore, the regulations about 

investment support should be improved, the following of this article will propose some 

suggestions to improve these regulations in Vietnam to ensure the success in the process of 

economic integration of Vietnam and contribute to the achievement of Vietnam's development 

goals in this period. 

5. Recommendations for improving law on investment support in Vietnam 

The above analysis shows that law on investment support in Vietnam currently provides 

various forms of investment support but not all these forms have direct and effective impacts in 

creating the necessary conditions for the successful international integration of Vietnam. Support 

for construction and development of social-technical infrastructure system, support for access to 

production premises do not directly improve labor productivity and competitiveness of 

enterprises, besides, investment costs for technical infrastructure is very high. To improve law on 

investment support in connection with international economic integration, it is necessary to focus 

on improve the regulations on training support, scientific and technical support, research and 

development support and market development support, credit support. 

Support for human resources training and development: training support measures to 

enhance the workmanship, production and business management have now been launched and 

applied to small and medium enterprises and other enterprises in the fields of agriculture, rural 

development. Apart from these two factors, more measures should be added to support the 

training of technical knowledge to advance abilities to access and use new technologies in 

businesses. This support will create favorable conditions to effectively implement support for 

science, technology, technology transfer and support for research and development. In addition, 

support for training in production and business management should not be limited to small and 

medium enterprises, but to all domestic enterprises. Support for production and business 

management training for domestic enterprises can be provided through seminars to introduce 

effective management models and intensive courses on production and business management, 

exchange experiences between enterprises. In addition to the direct training of human resources 

currently employed by enterprises, support for training should also focus on improving the 

quality of national education system, from primary to secondary school. It aims to create basic 

knowledge grounds for employees, in parallel with improving the quality of the system of 

vocational training institutions and the quality of higher education. 

Support for science, technique and technology transfer: It is necessary to supplement the 

regulations defining the supporting responsibility of scientific and technological service 

organizations. The State’s scientific and technological service organizations are assigned the task 

of providing free information, periodically organizing conferences to introduce information on 

scientific-technical works and new technology products to domestic enterprises. It helps 

enterprises find suitable technological and scientific solutions for application in production and 

business and raise their labor productivity. Referring to technology transfer support, it is necessary 

to provide specific regulations on the use of state budget to buy technology from abroad and 

disseminate that technology to domestic enterprises while promoting the technology transfers 
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between scientific organizations to enterprises. The State’s service and science organizations must 

play a key role in scientific and technical training to help enterprises easily access and effectively 

use the transferred technology. As well as strengthening the role and responsibility of the State’s 

science and technology organizations, legislation in this area should also encourage and promote 

the active participation of other science and technology service organizations in supporting 

enterprises to apply science and technology to production and business. 

Support for research and development: It is necessary to supplement the provisions to 

establish a mechanism for linking and strengthening the connection between enterprises wishing to 

develop new technologies with domestic or foreign scientific and technological organizations so 

that they can cooperate in research and development to create new products of high commercial 

value or new technologies and techniques that are highly applied in production and business. 

Support for market development: In addition to continuing to implement trade promotion 

activities to help local businesses access and join foreign markets, legislation in this area should 

establish a mechanism for connecting and promoting connections between large enterprises and 

small and medium enterprises, between domestic enterprises and foreign invested enterprises in 

the same field, so the parties can share information and experience on the market, as well as 

become partners and customers of each other, supporting each other in the chain of production 

and consumption. Also, it is necessary to improve the regulations on providing market 

information, legal regulations for enterprises, such as identifying the focal agency for supplying 

information, uniform regulations on how to supply information for businesses. Inside, socio-

economic information needs to be standardized and fully disclosed to help enterprises predict 

market size, market development trends, then make the right investment decision.  

Credit support: This is the kind of support needed to improve the capacity of small and 

medium enterprises. The ease of access to credit will help small and medium enterprises increase 

their scale of production, as well as equip modern technology and train human resources, thereby 

increasing the productivity and competitiveness of enterprises. Thus, completing the form of 

credit support has a positive impact on improving the competitiveness of domestic enterprises in 

Vietnam. This credit support process does not only focus on assessing the current capacity of the 

business to ensure loan repayment, but also focuses on helping small and medium enterprises 

establish a feasible business plan. This will help them to improve their business management and 

implementation capabilities, thereby enhancing the significance of this type of support in 

enhancing the capacity of local enterprises. Credit support legislation should encourage and 

mobilize commercial banks, individuals and organizations to involve in providing credit to small 

and medium enterprises, even make it mandatory for commercial banks to provide credit support 

with specific targets. Also, it should stipulate different rates and terms of credit for each loan. If 

the credit is to establish fixed assets (such as a factory, machinery and technology transfer), the 

interest rate should be lower and the loan term longer than the credit for working capital. This 

creates favorable conditions for enterprises to expand production and renovate their 

technologies, as well as ensure the interests of banks. 

In addition to the above-mentioned provisions, to ensure the effectiveness of investment 
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support, the law should be further improved on the following issues: Firstly, it is necessary to set 

requirements for business results for enterprises receiving support as a condition for further 

support, so that enterprises must make active efforts to use the support of the State. Secondly, it 

is necessary to stipulate plainly and specifically the decentralization of investment support 

responsibilities associated with the decentralization of investment project management to ensure 

the timeliness, the right subjects and the economic efficiency of investment support. At the same 

time, it is essential to establish a monitoring mechanism for the implementation of investment 

support to avoid creating arbitrariness in the application of investment support legislation and 

avoid the formation of group interests from granting the right to approve and decide on 

investment support for state agencies. Thirdly, in the context of limited resources, it is crucial to 

identify the economic sectors in which Vietnam has advantages to focus on support for domestic 

enterprises in those fields. However, it is also important to ensure a free and fair competitive 

environment to create opportunities for all enterprises of all economic sectors to contribute 

effectively to the development of the economy and the success of Vietnam's international 

economic integration process. 

6. Conclusion 

To successfully integrate into the international economy, take advantage of the 

opportunities that economic integration brings, thereby contributing to the country's 

development, Vietnam needs to develop its economic development policies, including the law on 

investment support. The law on investment support must be improved so that it can help increase 

labor productivity and competitiveness of enterprises, this is a condition for Vietnam to 

successfully integrate into the international economy. Vietnam needs to focus on improving 

regulations on support for training, human resource development, science and technology 

support, research and development support, as well as continue to build a free business 

environment to ensure equal competition for all enterprises of all economic sectors in Vietnam. 
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Abstract: The Trans-Pacific Partnership Agreement (TPP) is expected to take effect in 

2018. However, in January 2017, the United States announced its withdrawal from the TPP, 

which prevented the TPP from fulfilling its expected effect. In November 2017, eleven members 

of TPP issued a Joint Declaration renaming TPP to the Comprehensive and Progressive 

Agreement for Trans-Pacific Partnership (CPTPP).CPTPP was officially signed in March 2018 

by the remaining eleven TPP members (excluding the United States). CPTPP preserves almost 

all of TPP’s commitments, except for some commitments of the United States or ones with the 

United States and some amendments. This is a turning point in trade and investment in the 21st 

century, and CPTPP is expected to contribute to the economic growth among the member states. 

Moreover, trade relations between Vietnam and other countries in the CPTPP are characterized 

by low similarity, high complementarity, and Vietnam always has trade surplus to the CPTPP 

market. It can be said that this is an opportunity for Vietnam to promote the export of goods and 

to develop the country’s economy. Thus, in the context of the article, the author explore the main 

points about CPTPP agreements, the opportunities and challenges for Vietnam to export goods 

to CPTPP countries; thereby proposing some solutions to promote the export of Vietnamese 

goods to CPTPP countries. 

Keywords: comprehensive and progressive agreement for trans-pacific partnership 

(CPTPP), export of goods 

 

1. Introduction 

The Trans-Pacific Partnership Agreement (TPP) was officially signed on February, 2nd 

2016 in New Zealand and is expected to take effect in 2018. However, in January 2017, the 

United States announced its withdrawal from the TPP, which prevented the TPP from fulfilling 

its expected effect. In November 2017, eleven members of TPP issued a Joint Declaration 

renaming TPP to the Comprehensive and Progressive Agreement for Trans-Pacific Partnership 

(CPTPP). CPTPP was officially signed in Santiago- the capital of Chile -  in March 2018 by the 

remaining eleven TPP members (excluding the United States). CPTPP will be effective if at least 

six countries or half of the CPTPP members ratify this agreement. CPTPP preserves almost all 

TPP commitments except for: (i) commitments by the United States or with the United States; 

(ii) 22 delays (with a detailed list); (iii) some amendments in the bilateral letters between the 
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parties of CPTPP. This is a turning point in trade and investment in the 21st century, and CPTPP 

is expected to contribute to the economic growth among the member states. Moreover, trade 

relations between Vietnam and other countries in the CPTPP are characterized by low similarity, 

high complementarity, and Vietnam always has trade surplus to the CPTPP market. It can be said 

that this is an opportunity for Vietnam to promote the export of goods and to develop the 

country’s economy.  

   Compared with the BTA (US – Vietnam Bilateral Trade Agreement), AFTA (Free Trade 

Area of South East Asia) and WTO (World Trade Organization), the contents of CPTPP are 

broader in terms of goods and services trading, investments and intellectual property.  In 

addition, CPTPP addresses non-commercial issues such as government procurement, 

environment, labor, trade unions, and support to small and medium enterprises. CPTPP is 

considered as a turning point of the 21st century, CPTPP was born with the aim of bringing Asia-

Pacific countries closer together, creating a free trade area and new standards for global trade 

while still addressing new generation issues. CPTPP plays an essential role in the world 

economy not only because of its important geographic location, but also because of the size of 

the economy and the scale of trade between CPTPP countries. When CPTPP came into effect, it 

would create a free trade bloc with nearly 500 million people and a total trade turnover of over $ 

10,000 billion.    

Although the United States don’t join in CPTPP, Canada, Japan, Australia and Mexico 

remain potetial markets for Vietnamese exporters. Typically, CPTPP has very open terms for 

seafood export businesses to Japanese market, creating more favorable conditions for 

Vietnamese enterprises to export seafood to this market. Of course, open provisions also come 

with more stringent requirements about origin and non-tariff barriers regulations, such as 

environmental issues, the origin of seafood products... Enterprises evaluate CPTPP as a low 

attraction without the US – a very big market; so output and export will decrease somehow 

compared with TPP. However, 22 temporary provisions of CPTPP   are said to temporarily help 

businesses have “easier breath”. In addition, a bigger problem is that businesses expect to have a 

strong institutional reform and ventilation in investment and trading through CPTPP.  

CPTPP is a high standard agreement, most of the negotiators have economic structures 

which complement to the Vietnamese economy and they are the markets which Vietnam 

maintains a trade surplus with large turnover (as shown in Table 1 below). It can be said that this 

is an opportunity for Vietnam’s export growth and economic development. In that context, the 

objective of the study shows the opportunities and challenges for Vietnam’s export of goods to 

CPTPP countries to propose meaningful and practical solutions to promote the export of 

Vietnamese goods to CPTPP countries. 

2. Opportunities and challenges for Vietnam’s exports to CPTPP countries 

Signing a Free Trade Agreement (FTA) means accepting to expand its market to foreign 

goods and services as well as establishing priority accessing rights for its goods and services in 

the partnership’s markets. With this common understanding, the benifits of CPTPP in Vietnam 

are mainly in terms of more favorable goods and services approaching the partnership’s markets 



468 

through reduced tariff, eliminating conditions for investment and services. However, Vietnam 

will also have to open the door to welcome goods and services of partnerships to the domestic 

markets. This shows that CPTPP not only brings opportunities but also challenges for 

Vietnamese enterprises in the future.  

2.1. Opportunities for exporting Vietnamese goods to CPTPP countries   

Firstly, joining CPTPP will help Vietnam promote export growth. Participating CPTPP 

agreement, membership countries agreed to remove or cut completely from 97 to 100% of the 

tariff lines which will create export incentives; especially, some Vietnamese export goods are 

supposed to be benefited from, they are: textile, garment, footwear, seafood and wooden 

furniture, etc.....through that will promote export and economic development. According to 

World Bank (2015,1), “Vietnam is the most beneficiary country since joining TPP with the 

highest added value in terms of GDP and exports compared with the rest, as 10% and 30.1% by 

2030, while the average of TPP increasing is 1.1% and nearly 11% (supposed that Vietnam don’t 

join in TPP). Therefore, still becoming CPTPP member, Vietnam is considered as the most 

favorable country when CPTPP is in effect. 

Vietnam’s trade relations with CPTPP members are comparatively low and the 

complimentary is rather high. Many countries participating in CPTPP are the main trading 

partnerships of Vietnam, such as: Singapore, Japan, Malaysia, Australia. etc... Export turnover of 

Vietnam into these countries is $25.45 billion in 2012 and $34.11 billion in 2017 (of which 

Japanese markets accounted for nearly 50%).Therefore, when CPTPP Agreement takes effect. 

Vietnam’s exports to these markets will go up and CPTPP will increasingly play an important 

role in boosting export growth of Vietnam.  

Table 1: Trade relations between Vietnam and CPTPP countries in the period from  2012 to 2017  

Partnership 

2012 2013 2014 2015 2016 2017 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD)) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Canada 0.461 1.156 0.406 1.545 0.386 2.081 0.480 2.450 0.395 2.652 0.774 2.71 

Mexico 0.11 0.683 0.115 0.889 0.264 1.036 0.500 1.580 0.484 1.888 0.566 2.339 

Chile 0.369 0.169 0.315 0.219 0.368 0.522 0.299 0.670 0.231 0.805 0.282 0.999 

Peru 0.095 0.1 0.043 0.1 0.098 0.186 0.0600 0.245 0.076 0.277 0.117 0.331 

Japan 11.675 13.065 11.611 13.63 12.908 14.704 14.426 14.140 15.064 14.671 16.6 16.8 

Singapore 6.802 2.368 5.702 2.655 7.01 2.833 6.120 3.350 4.762 2.420 5.300 2.60 

Malaysia 3.446 4.5 4.105 4.922 4.193 3.93 4.189 3.600 5.171 3.341 5.860 4.200 

Brunei 0.611 0.017 0.606 0.017 0.118 0.049 0.060 0.025 0.070 0.020 0.051 0.0215 

Australia 1.797 3.209 1.587 3.509 2.058 3.99 2.050 3.000 2.424 2.864 3.170 3.300 

New Zealand 0.379 0.184 0.449 0.274 0.478 0.316 0.400 0.340 0.357 0.356 0.449 0.458 

Total 25.745 25.451 24.939 27.760 27.881 29.647 28.584 29.400 29.034 29.294 33.169 34.1185 

Total export 
(import) 

113.8 114.5 132.032 132.033 148.058 150.042 165.609 162.439 
 

174.8 

 

176.7 

 

211.1 

 

214.1 
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Partnership 

2012 2013 2014 2015 2016 2017 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD)) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

Vietnam’s 
export 

(billion 
USD) 

turnover of 
Vietnam 

(billion USD) 

Contribution of 
CPTPP 

countries (%) 
22.62 22.22 18.88 21.02 18.83 19.76 17.26 18.09 16.60 16.58 15.71 15.94 

Source: Ministry of Industry and Trade, General Department of Customs 

Of the ten countries exporting Vietnamese goods to CPTPP, Japan is the largest with 

export turnover reaching $16.8 billion in 2017 (accounting for 8% of export turnover 

nationwide). It is followed by Malaysia with an export turnover of over $4.2 billion in 2017. In 

addition, Japan and Australia are major export markets for Vietnam’s key export items, such as: 

textiles and garments, footwear, wood and wooden products, seafood, agricultural products, 

computers, electronic products and accessories, machinery and equipment, many spare parts, 

bags, purses, briefcases, hats and umbrellas, cashew, crude oil. Therefore, when countries in 

CPTPP reduce their tariff to 0%, they will create a big push for Vietnam’s exports.  

For the textile and garment industry, the countries in CPTPP are important exporters of 

Vietnam, accounting for nearly 20% of total textile and garment export turnover of the country. 

In particular, in 2017, 10.9% of Vietnam’s clothing and footwear products were exported to 

Japan (US $3.3 billion). Therefore, when CPTPP is implemented, Vietnam’s textile industry is 

expected to achieve great growth in the coming years. Import tariff of textile and garment 

products to CPTPP countries decreased by 50% in the first year when CPTPP taking effect 

(equivalent to US $1 billion) and have increased in the following years, export turnover 

increased about 30% per year; about “from fiber onward” rule, there are some flexibilities such 

as: importing raw materials from the third country to produce textiles and garments for exports 

still have preferential treatment from CPTPP.  

According to World Bank forecasts, Vietnam’s textile and garment output will reach a 

record level of 90% by 2020 if CPTPP take effect. Also, the overall growth rate of textile and 

garment could reach 41%, corresponding to an increase of US $11.5 billion by 2020.  

For the seafood industry, it can be said that this sector can take advantage of many favorable 

conditions when Vietnam joining in CPTPP, because Japan is one of the leading seafood importers 

of Vietnam. In 2017, seafood exports to the country reached US $1.3 billion, up 18.5% compared 

with 2016 (among that, shrimp and tuna have increased most) and accounted for 15.62% of total 

seafood export turnover of Vietnam. Over the past few years, the proportion of seafood exports to 

CPTPP has always accounted for less than 30% of total seafood export turnover of Vietnam. After 

CPTPP Agreement was signed in March, 2018, Vietnam seafood exporters have seen positive signs. 

Japan commit to the immediate elimination of 91%, Canada is of 100% of tariff on all agricultural, 

aquacultural and wooden products from Vietnam. Recently, Japan has abolished import tariffs on 
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tuna and salmon products and has opened its doors to exporters from member countries in order to 

encourage them to actively involve in the market.  

For the agricultural sector, CPTPP members will also be open to Vietnamese agricultural 

products if they meet the standards of safety and quality. Japan is committed to abolishing tariffs 

as soon as the agreement takes effect for 78% of Vietnamese agricultural export turnover; the 

level of commitment with Mexico is not much, of which agricultural tax only brings about 0% 

for about 37% of export turnover. In particular, the eight member countries will immediately 

remove tariffs on Vietnamese rice; Mexico and Chile will eliminate the tax on rice in Vietnam 

after 8 or 10 years, Japan individually does not commit to remove the tax for this item of 

Vietnam. Raw coffee was also scrapped by the 10 members when the treaty came into effect, 

except Mexico still kept the roadmap. 

Secondly, participation in CPTPP Agreement contributes to motivating Vietnamese enterprises 

to improve their competitiveness, the quality of goods and services and promote exports. 

CPTPP aims at a fair playing field, regardless of whether the country is developed or is 

developing, while WTO stills has priority policies for developing countries. This creates 

tremendous pressure for Vietnamese enterprises to compete equally with large firms from more 

developed markets such as Japan and Australia, especially in the context that 96% of Vietnam is 

a small and super small enterprises. It can be said that the competitiveness pressure that CPTPP 

brings will promote the quality of goods and services in order to survive and win in the 

competition.  

On the other hand, CPTPP also helps Vietnamese enterprises improve the competitiveness 

of goods and services through the ability to cut production costs. Vietnamese enterprises are 

allowed to purchase raw materials, machinery and equipment imported from CPTPP countries at 

low cost due to tariff reductions and other trade barriers. Also, manufacturing industries using 

raw materials, machinery and equipment imported from CPTPP member countries will continue 

to benefit from the reduction of import tariffs into CPTPP markets, whereby Vietnamese goods 

can access major markets such as Japan and Australia with lower production costs and increased 

competitiveness. Besides, enterprises also need to change their business thinking in the new 

context, making pressure on competition become driving force for innovation and development. 

CPTPP will certainly provide an opportunity for enterprises to actively respond to changes in the 

business environment due to the international economic integration through building and 

adjusting  the business plan for the medium and long term markets in order to promote the flow 

of goods into potential partnership markets.  

Thirdly, joining CPTPP Agreement contributes to the opportunity for Vietnamese 

enterprises to participate more effectively in the global supply chain.  

Participating in CPTPP will help Vietnam gain new opportunities from the new supply 

chain established after CPTPP takes effect. CPTPP created a free trade bloc with nearly 500 

million people and a total trade turnover of more than US $10.000 billion, including big markets 

such as: Japan, Canada, Australia, will open up new opportunities when new supply chains form. 
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According to Le Quoc Phuong (2013), many big corporations in the world, such as Samsung, 

Intel, Microsoft, LG,... have invested heavily in Vietnam with the aim of turning our country into 

one of the important points in the production chain of high-tech items, for example: computer 

processors, smart phones, new technology items.... Therefore, Vietnamese enterprises should 

actively seek cooperation with partner markets to attract direct invesment strongly to Vietnam, to 

make effective use of capital and technology transfer from big corporations. At the same time, 

this is also a good opportunity for Vietnamese enterprises to participate more deeply in the 

global supply chain. Thus, if Vietnam has timely reforms in terms of economic institutions, 

business and legal environment and at the same time improves the competitiveness of domestic 

firms, Vietnam will benefit greatly from new investment wave, creating many new jobs, forming 

production capacities to take advantage of export chances and join in regional and global supply 

chains provided by CPTPP. 

Fourthly, joining CPTPP Agreement creates conditions for Vietnamese enterprises to 

change the structure of export goods in the direction of increasing value. 

With the commitment to eliminate all import duties once CPTPP takes effect except for the 

3, 5, 10 year group, all member countries expect that boosting exports will become the 

motivation for economic growth. If Vietnamese exports fully meet the original requirements of 

CPTPP member countries, Vietnam will enjoy preferential treatment of 0%, the total export 

value of Vietnam to CPTPP member countries will increase by 28.4% equivalent to US $67.9 

million; especially garment, leather and footwear will increase by 45.9% (according to Petri 

research). Of which, the value of Vietnam’s exports to the two major markets of Japan and 

Malaysia will increase sharply in the sectors such as textiles, footwear and seafood.  

Moreover, Japan plays an important role in diversifying the structure of Vietnam’s export 

goods in the direction of increasing the export of high-value processed and manufactured 

products and reducing the export of raw materials. Participating in CPTPP is the best chance for 

Vietnam and Japan to build a supply chain for high-tech products, industrial products which are 

the strength of Japan, leading to the participation in regional and worldwide supply chain.  

2.2. Challenges for exporting Vietnamese goods to CPTPP countries  

Firstly, the competitive pressure on Vietnamese enterprises and the risk of failure of 

enterprises in the domestic market will increase.  

At present, the competitiveness of Vietnamese exporters is very limited: (i) Small scale, large 

informal nature, weak technology and management and low competitiveness; (ii) Lack of initiative to 

capture information and take advantage of the great opportunities that international commitments 

provide; (iii) Lack of creativity, fear of change; (iv) Limited connectivity between enterprises; (v) 

Backward technological proficiency, in-depth growth, new technology application, productivity 

growth in enterprises is limited; (vi) The capacity of corporate governance is still weak, lacking 

professionalism. In addition, in the past few years, the number of dissolved enterprises has remained 

high, while the registered capital of enterprises has tended to decrease.  
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Secondly, when joining CPTPP, the market for goods, services, investment and 

government procurement will be expanded and import tax will be reduced to 0%. There will be 

significant challenges for Vietnamese enterprises.  

The commitment to reduce tariffs on most commodity groups from CPTPP partners could 

increase the flow of imports from these countries. The inevitable result is that competition will 

be fiercer and market share of Vietnamese producers at home will be affected. In addition, 

Vietnamese exporters will face a number of commitments in CPTPP on sanitary and phyto-

sanitary issues and anti-dumping conditions in key markets of Vietnam with partners such as: 

Japan, Australia. These risks are particularly dangerous for agricultural commodities, which are 

associated with vulnerable groups in the integration of farmers and rural areas.   

Thirdly, the original regulation of CPTPP requires that products exported from a member 

of CPTPP to others must have "internal" origin, without the use of the third country raw 

materials, which is entitled to have preferential tax rates of 0% (although there is a more flexible 

mechanism), and also makes it difficult for Vietnamese exporters, especially garment and leather 

and shoes exports. According to Truong Van Cam - Vice President and General Secretary of 

Vietnam Textile and Apparel Association (VITAS) - said: "The weakest stage in Vietnam's 

textile and garment industry is upstream (spinning, weaving, dyeing and finishing). Although the 

yarn is produced over 1.4 million tons / year equivelant to 90% of its exports, it imports 876 

thousand tons in 2017, mainly from China, Korea and Taiwan. The source of fabrics for garment 

exports is mainly imported (accounting for over 80% of demand), including from China, Korea 

and Taiwan, creating "bottlenecks" in textile dyeing. The added value of garment exports is 

about 50%. While the partners in CPTPP (Japan, Australia) make up only a very modest 

percentage of origin, they are 4.76% and 0.87%, respectively. If this situation continues, 

Vietnam can hardly meet the requirements of original regulations in CPTPP. However, CPTPP 

has a more flexible mechanism such as fewer original requirements. Although CPTPP applies 

fiber regulations, certain products using materials imported from outside  CPTPP can still enjoy 

preferential tariffs (187 fabrics and fibers not included in CPTPP countries can be imported from 

other countries for use in garment production). 

Assessing the potential of CPTPP, experts said that Vietnam has not signed the FTA 

agreement with 3 countries namely Mexico, Peru and Canada. Large consumer markets such as 

Canada and Australia still have the potential to tap into Vietnam's growth, with textiles and 

clothing exports worth $ 10 billion in each nation.  

Fourthly, CPTPP clearly regulates the issues related to intellectual property. Accordingly, 

CPTPP develops commitments related to the rights of inventors, and creates explicit protection 

for works such as songs, films, books, software, and other varieties ... and requires CPTPP 

members to provide legal tools to prevent the violation of trade secrets, and to develop criminal 

procedures for the theft of trade secrets, including online theft. Accompanying this, members are 

required to provide strong sanctions, including civil procedures, provisional measures, border 

control measures, and criminal sanctions against trademark counterfeiting and copyright 

infringement. Despite its participation in the Bern Convention, Vietnam has yet to establish 

effective protectionist regimes and there are still a number of intellectual infringement cases. 
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Meanwhile, Vietnamese businesses do not have the necessary knowledge and attention on this 

issue. Therefore, the strong application of intellectual property protection will cause great 

difficulties for enterprises, creating pressure on increasing cost of components of products, 

reducing the competitiveness of enterprises. 

3. A number of major measures to promote the export of Vietnamese goods to 

CPTPP countries  

It can be said that opportunities themselves do not turn into benefits and sometimes the 

challenge itself makes the opportunity. Therefore, in order to take advantage of opportunities and 

mitigate the impact of the challenges that CPTPP brings, it is necessary to improve the 

competitiveness of Vietnamese enterprises and its export commodities. To do so, the following 

solutions should be implemented synchronously:  

Firstly, we need to improve the quality of export goods to meet the requirements of large 

and potential markets such as Japan. Enterprises should actively develop product strategies in a 

professional manner and enter into a separate market segment; pay more attention to encouraging 

enterprises to invest in human resources, machinery and equipment and build material areas in 

order to raise the added value of exports, thus making a difference for the export goods in the 

supply chain in the CPTPP area. At the same time, the State should quickly complete the system 

of national commodity standards as well as the system of management policies to inspect the 

quality of export goods in conformity with international standards for enterprises to take them as 

targets towards the production process. 

Secondly, strengthen the capacity of business owners, directors and managers in business 

administration, strategic management; regularly update new knowledge, skills needed to be 

strong enough in the market competition and access to the intellectual economy. At present, most 

Vietnamese enterprises are small-scale enterprises with few capital; business owners, business 

knowledge, legal knowledge are not high, workers' skill level is low ... so in order to implement 

competitive business strategy, we need to apply the motto of cooperation a to improve the 

quality of products, improve competitiveness in the market.  

Thirdly, the competitiveness of each business is the decisive factor in the "playground 

CPTPP". Therefore, in order to survive and develop, it is crucial for businesses to improve their 

competitiveness in order to be competitive with foreign firms in the domestic market as well as 

market of the partnerships. Businesses also need to be aware of the possible difficulties in the 

context of market opening, while actively enhancing the competitiveness of enterprises, actively 

participating in world trade and supply chains in the region; thereby gaining maximum benefit 

from the Agreement. In addition, businesses need to strengthen, train, improve the proficiency 

and skills of the human resources, set the objectives and  operation model of the business in the 

direction of export. At the same time, businesses should also take advantage of opportunities to 

cooperate with foreign businesses in order to mobilize the capital, human and technical 

advantages of the partners. 

 Fourthly, at present, many sectors of Vietnamese enterprises can not compete with foreign 

enterprises, because they have a lot of experience, financial potential, prestigious brand name ... 
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Therefore, instead of confronting directly in big markets, Vietnamese enterprises should choose 

niche markets, small markets with "green oceans" - explore the niche market with new but 

narrow and less competitive. In addition, businesses should seek new partners in the market, do 

not wait until CPTPP is officially implemented. They need to look for direct orders from CPTPP 

partners and even indirect orders from other partners who want to take advantage of the tariff 

opportunities in CPTPP. At the same time, businesses need to adjust their production to take 

advantage of tariff preferences (eg: change of raw materials ...), overcome non-tariff barriers (eg: 

change of production model, controlling procedures…).  

Fifthly, the State needs to increase investment in building and developing an information 

system on commodity markets due to the impact of CPTPP. In the context of globalization and 

deepening international integration, the domestic and world economic situation is fluctuating, the 

prices of commodities are constantly changing so it is difficult to predict the price of goods. 

Thus, when implementing CPTPP, member countries will make adjustments in terms of laws, 

trade policies, economic governance policies in line with commitments under the agreement, and 

deal with the changes in supply and demand in the markets. In order to be able to actively 

capture such changes, the State should provide sufficient information, timely and accurate 

forecasts of market developments so as to help exporters have appropriate solutions to take 

advantage of opportunities and overcome difficulties. To do so, the State needs to increase 

investment in the construction of statistical information systems, analyze and forecast prices, 

supply and demand goods to limit the risks which are not worth for the export enterprises to 

CPTPP countries. At the moment, there is a need for more information and exchanges, fuller and 

deeper dialogue between enterprises, associations with ministries and government. The 

information is not only about CPTPP, Vietnam's FTAs, but also about the current policies and 

reforms as well as changes needed in the coming time. 

Sixthly, we need to promote the development of supporting industries. In order to exploit 

CPTPP’s benefits in the field of export, Vietnam needs to build and develop supporting 

industries, including: (i) mechanical supporting industry; (ii) supporting industries in electronic 

manufacturing and assembly; (iii) the chemical industry uses advanced technology and high 

technologies, prioritizing investment in the development of the field of chemical and cosmetic 

chemistry, detergents, paints and technical rubber products which  directly serve other industries 

and engaged in export; (iv) textile, yarn and dyeing industry, manufacture of accessories for 

leather goods to provide direct input to the local apparel and footwear sectors; (v) supporting 

agricultural production, including fertilizer, pesticide and animal feed industries. 

Seventhly, it is necessary to improve the efficiency of promotion activities to attract direct 

investment from CPTPP countries in the areas where Vietnam has the advantage of export, such 

as textiles, leather and footwear, furniture, agricultural products ... To welcome investment 

opportunities from multinational corporations when implementing CPTPP, the State should 

develop a national strategy on investment promotion in the field of export encouragement. The 

State should attach the importance to the promotion and selection of investment projects in the 

direction of applying high technologies and sustainable development, especially for projects of 

high productivity and quality, using modern and friendly technologies with environment.  
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Eighty, enterprises need to be proactive in understanding CPTPP Agreement, so as to grasp 

the commitment of Vietnam and interested partner markets, especially information on tariff 

preferences with the strong potential export goods  under the Agreement in the coming time. 

Besides, businesses need to prepare themselves for a regional and international competitions,  

with creative and innovative thinking and business acumen, and a capacity building plan, 

especially about brand or prestige, quality to make use of the opportunities provided by CPTPP.  

Thus, it can be seen that CPTPP brings Vietnam economy in general and export goods in 

particular not only many opportunities but also challenges. To take advantage of the great 

opportunities that CPTPP brings, it requires the investment of the efforts of policy makers and 

businesses themselves to find the most suitable direction for their business.  
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Abstract: This study aims at investigating the impact of globalization on industrial 

development in Vietnam. Empirical analysis is done by using time series data for the period from 

1995 to 2015. The paper tested the stationary, cointegration of time series data and utilized error 

correction modeling technique to determine the short run relationships among industry value 

added, globalization, foreign direct investment, balance of trade, exchange rate and reserves 

variables. Then, the long run relationship between industrial development  and the variables 

representing economic integration is estimated by ordinary least square method. The results show 

that globalization, measured by the KOF index, promotes industrial development and Vietnam has 

gained from integrating into the global economy. The overall index of globalization had positively 

and significantly impacted the industrial development in Vietnam in the short run as well in the 

long run. The results also indicated that foreign direct investment has had massive effect on the 

development of the Vietnamese industrial sector. The study futher revealed that balance of trade 

affected industrial development positively in the period examined. Moreover, exchange rate was 

found to be positively influential toward industrial development in the long run but it has had 

negative effect on the industrial sector in the short run. In addition, reserves negatively affected 

industrial performance in the short run but it had insignificant impact in the long run. 

Keywords: Industrial development, globalization, foreign direct investment, exchange 

rate, import. 

 

1. Introduction 

Industrialization has been seen as a major force in structural change, a crucial and powerful 

engine in the overall development process. It will remain crucial to the future growth of 

developing countries (UNIDO, 2016). This therefore explains the reason why governments in 

developing countries such as Vietnam emphasise industrialization as a way of transforming the 

economy in the direction of modernization. 

In the last three decades, Vietnam has pursued industrialization to transform the economy 

from a centrally planned industrial sector dominated by administrative allocation of inputs and 

outputs to an industrial sector governed mainly by market forces. Yet a lot of efforts have put 

into the industrialization process. Plan after plan, various industrial development policies and 
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many other macroeconomic policies have been designed, renewed, fine-turned with the hope to 

create a competitive environment that drives industrial growth and rising industrial productivity 

for all industries where competition among industrial firms flourishes.  

One of the most important policy decisions for Vietnam during the Doi Moi process was 

the shift from a strategy of import substitution to one of the export orientation. Obviously, 

Vietnamese policy makers wanted to avoid the failure of Latin American economies and to learn 

from the successes of the industrialized nations and newly industrialized economies in East Asia 

(Nguyen et al., 2016). The Doi Moi process and integration into the world economy strongly 

influenced the development of Vietnam industry. Vietnam’s industry value added increased from 

5.96 billion U.S. dollars in 1995 to 67.16 billion U.S dollas in 2016. Vietnamese industry grew at 

an average annual rate of 7.5 percent in the period 1995 – 2016. The share of industry in GDP 

expanded from 28.7 percent to 33.2 percent, and employment in industry rose from 10 percent to 

24 percent during 1995 – 2016.  

However, despite numerous policies introduced since 1986 to date by the government to 

facilitate industrialization process in an economically conducive manufacturing environment, the 

performance of the industrial sector remains undesirable. Vietnam is still in the early stages of 

industrialization process. Vietnam’s industry is dominated by food processing, textiles and garments, 

footwear, and variety of other labour intensive industries. Even though Vietnam pursued an export-

oriented manufacturing policy, this policy aimed at the development of low-cost labour and low skill 

assemblage products for export as opposed to the development of high value, high skill industrial 

manufacturing (Do, 2016). Vietnam’s industrialization strategy and industry policy seem to have 

placed greater emphasis on achieving a high rate of economic growth than on building up industrial 

competitiveness and new competitive industries for future growth (Nguyen et al., 2016).    

Globalization is one of the most important factor of today’s economic development 

fundamentally influencing all fields, including production. Globalization has challenged the way 

industrial development takes place (Lee et al., 2016). The consequences of globalization have 

long been a subject of interest in many researches. Interesting trends observed in the impact of 

globalization on certain sectors of an economy, in particular the industrial sector, have attracted 

studies on the subjects of globalization. However, the results of these studies show that industrial 

development consequences of globalization remain controversial. Moreover, the relationship 

between globalization and industrial development in Vietnam has not been deeply evaluated by 

previous researchers and there is apparently a need to fill this research gap.  

The prime objective of the paper is to highlight the impact of economic globalization on 

industrial development in Vietnam for the period from 1995 to 2015. Unlike previous empirical 

studies, which had employed various proxies for globalization such as FDI, openness, trade, etc., this 

paper uses the composite KOF index of globalization that would prevent 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 Vietnamese industrial development? The 
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findings of the study provide policy directions to policy makers on how to influence the industry 

sector, and in addition serve as reference material to researchers interested in the current topic. 

This paper is organised as follow: after a short literature review of relevant studies on the 

impact of globalization on industrial development, the methodology of the study is presented, the 

next section exposes the main findings, and the final section concludes the paper with important 

issues on policy recommendations. 

2. Literature review 

The relationship between globalization and industrial development is a heated and highly 

debated topic on the development literature. Theoretical studies report a contradictory discussion 

on the relationship between globalization and industrial development. Some of the studies found 

positive the effect of globalization on industrial development, others argued that globalization 

has harmful effect on industrial development. Despite the conflicting theoretical views, many 

studies have been empirically examined the impact of the globalization on industrial 

development in developed countries as well as developing ones. The result of these researches 

have been some what divergent, so that globalization has been described as a two-edged sword 

that has brought benefits to some and misery to others. 

In the world, many empirical studies have been conducted to investigate the effects of 

globalization through its indicators on industrial development in various regions, sub-regions and 

countries. These studies have examined the effects of globalization on growth, productivity and 

efficiency at industry, sub-sector and firm-level of industry.  

Many studies conclude that globalization is good for industrial development. Sulaiman 

et al. (2012) did a work on the impact of globalization on total factor productivity (TFP) 

performance of Malaysian manufacturing sector in the period from 1990 to 2008. In the 

study, the variables representing globalization comprised of foreign labour, technology, 

foreign direct investment (FDI) and the openness of the economy. The analysis comprised of 

two parts: the manufacturing sector and 15 industries of the manufacturing sector. The 

findings showed that FDI and openness of the economy were statistically significant and 

positively contribute to the performance of TFP of manufacturing sector. On the other hand, 

foreign labour and the number of technology agreement were not statistically significant. 

Both variables did not contribute to the TFP performance of the manufacturing sector. In 

terms of analysis by industry, three industries that the effects on TFP performance were at 

the highest were machinery and equipment products, scientific and measuring equipment 

products, electronic and electrical products. 

Zhang (2014) explored the role of globalization on industrial performance in China in 

six years 2005-2010. Using the data on 21 manufacturing sectors for 31 provinces, the panel 

estimating results suggested that both foreign direct investment and foreign trade (proxies of 

globalization) generated strong positive effects on manufacturing output and manufacturing 

exports, but the contributions to industrial upgrading and technological complexity seemed 

to be limited. 
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In an attempt to find the impact that globalization exerts on manufacturing sector in 

Nigeria, Ojo et al. (2013) used OLS econometric technique on time series data of relevant 

variables such as manufacturing output (as a measure of the manufacturing sector performance), 

trade openness and current account balance (both proxies for globalization). The study found that 

though Nigerian manufacturing sector benefited from globalization process, the development 

level of the sector was found to be highly negligible. Meaning that globalization exerts little 

impact on economic growth via manufacturing sector of the economy. 

Asuamah et al. (2016) investigated the stable long run hypothesis between globalization 

and manufacturing sector productivity for Ghana for the period 1961 – 2013 by using annual 

time series data. The Augmented Dickey Fuller (ADF, for unit root analysis) and (Kwiatkowski-

Phillips-Schmidt-Shin (KPSS, for unit root analysis), OLS regression, Johansen test (long run 

analysis), VECM (short run analysis), and the Ganger causality test were used. The findings of 

the study indicated that though globalization has positive influence on manufacturing sector 

productivity, but the manufacturing factor has not benefited from globalization. There is no 

stable long run and short run influence of globalization on manufacturing sector productivity. 

The authors believed that policies to attain globalization are not achieving the intended target 

and the policies to improve the manufacturing sector productivity are not yielding positve results 

as expected. 

Umaru et.al (2016) considered the impact of globalization on some key sectors of the 

Nigerian economy between 1962 and 2009. The study revealed that globalization has had 

positive impact on some sectors of the economy such as agriculture, transportation and 

communication; while negative on some sectors especially petroleum, manufacturing, and solid 

minirals. 

Ayodele et al. (2017) investigated the impact of globalization on Nigeria’s industrial 

growth. The study relied on collected time series data from 1981 to 2014 and OLS regression 

analysis method. The result revealed that Nigeria did not benefit enough from globalization even 

though trade openness tended to increase industrial growth. Based on the finding, trade 

openness, FDI and exchange rate had significant impacts on industrial growth. Also, there was 

overdependence of imported goods in the country. 

In contrast with the above empirical studies, several studies have shown that globalization 

through its indicators have had adverse effects on industrial output of countries most especially 

developing ones. Onyeonoru (2003) analyzed the impact of globalization of African economies 

on industrial performance in Nigeria. The study indicated that the economic performance of 

firms in the manufacturing sector during the globalization period was adversely affected by the 

process. The study showed that the adverse economic performance of the manufacturing sector 

in general and the food, beverage and tobaco sub-sector in particular was not substantially 

modified by the globalization structures introduced by the Structural Adjustment Programme in 

1986. The study confirmed the position that the globalization project that aimed at the structural 

economic transformation of modern capitalist relations in Africa was associated with de-

industrialization process.  
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Aluko et al. (2004) examined the impact of globalization on the Nigerian manufacturing 

sector with focus on selected textile firms. The main finding of the study is that globalization had 

strong adverse effects on capacity utilization in the manufacturing sector. And that the problems 

associated with globalization and trade liberalization  hindered economic growth and sustainable 

development. The study concluded that Nigeria needs to have the second thought on 

globalization and her membership of the WTO agreement if she does not intend to do away with 

the manufacturing sector of the economy. 

Sonia et al. (2009) analyzed the impact of globalization on Indian small scale industries in 

the period 1973 – 2007. The main finding of the study was the globalization had negative impact 

on the growth of small scale sector in the period examined. 

Wilson (2010) examined the impact of globalization on industrial growth in Nigeria 

using the scope 1986 to 2008. The econometric method of data analysis and estimation 

adopeted was the Ordinary Least Square (OLS) technique. Variables in the study include: 

industrial output as dependent variable, trade openness and exchange rate as explanatory 

variables. The relationship between globalization and Nigerian industrial growth was 

empirically tested and the results showed that globalization has a significant effect on 

industrial growth in Nigeria. Evidence from the study revealed that the more the Nigerian 

economy is open to trade with the outside world, the more industrial sector suffers. Trade 

openness showed a negative relationship with industrial sector growth. Exchange rate was 

positively related to industrial growth. Both variables were statistically significant in 

explaning the impact of globalization on industrial growth. 

Essien (2012) studied the impact of globalization on industrial performance in Nigeria over 

the period 1975 – 2010 with the plastic firm in focus. Evidence from the study indicated that the 

economic performance of industries in manufacturing sectors especially the plastic industry 

during the post- structural adjustment programme period were adversely affected by the process 

of globalization. 

Atta (2017) made an investigation into the impact of globalization on the 

manufacturing of Ghana between 1985 and 2013. The author used FDI as a proxy for 

globalization. The study employed the simple OLS regression and indicated that there was a 

negative correlation between FDI and manufacturing in Ghana. The negative effect which 

emanated from trade, financial sector, and exchange rate liberalization, is materialized 

through stiffer competition, increased cost of production, and lost of confidence by 

indigenous investors 

Notwithstanding, existing empirical evidence shows mixed results about the relationship 

between globalization through its forces and industrial development. Mairesse et al. (2012) 

investigated the relationship among globalization, innovation, and manufacturing firms in China 

for four major manufacturing sectors: textiles, wearing apparel, transport equipment and 

electronic equipment. The authors used a large sample of firm level micro data from 2005 to 

2006 and a structural model in the estimation. The effect of globalization variables on innovation 

in four manufacturing sectors were exports and ownership. The results showed that globalization 
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has various impacts on innovation, through exports. Globalization had a positive effect on both 

the decision to carry out R&D, and intensity of R&D input in sectors with competitive 

advantage, such as textiles and transport equipment, but not in sectors with high levels of 

overseas capital control, such as electronic equipment and wearing apparel. Ownership revealed 

the same story in different sectors, namely that foreign firms tended to do less in innovation in 

input and output, but they did have higher level of productivity. In all sectors,  exports improved 

new products output.   

Tamuno (2012) examined the impact of globalization on the Nigerian industrial sector, 

utilizing annual time series data covering the period 1970-2008. Under the framework of 

cointegration test and error correction mechanism, the results showed that external debt, 

gross capital formation, nominal exchange rate, and degree of openness had negative impact 

on the Nigerian industrial sector while FDI had positive impact on industrial output in 

Nigeria. 

Warburton (2012) investigated the impact of globalization on structural changes in the 

US manufacturing sector, 1987 – 2010. The author found that US productivity in 

manufacturing sector has increased, but that the performance of the sector was highly 

contingent on change in US national income. Changes in manufacturing output responded 

adversely to shocks that were associated with US national income and manufacturing import, 

but the negative effect of income shock on US manufacturing dominated and outlasted that 

of the manufacturing import shock. Empirical evidence also indicated a dual-causal 

relationship between national income changes and employment changes in the US 

manufacturing sector. The empirical evidence suggested that manufacturing output may not 

be entirely dependent on globalization, but a combination of factors of which changes in 

national income and domestic and foreign absorption are paramount. 

Ebong et al. (2014) examined the nature of the influence globalization might have exerted 

on the industrial development of Nigeria over the past five decades (1960 – 2010). Based on the 

Engle-Ganger two-step and Johansen Cointegration tests, the vector auto regression technique 

was used within an error correction framework. Findings clearly showed that globalization had 

significant impact on industrial development in Nigeria. Specifically, trade openness had a 

positive influence on industrial development. This suggested that increasing the level of trade 

with the rest of the world would increase opportunities to export local raw materials and import 

necessary inputs into the industrial process. In contrast, financial liberalization adversely 

impacted on industrial development. 

In Vietnam, there also exists a number of studies on the effect of globalization on 

economic growth, poverty, employment and some aspects of human development such as 

education, health care, etc. For instance, Thoburn (2004) studied about globalization and poverty 

in Vietnam and found that Vietnam has seen a striking reduction in poverty since its opening to 

the outside world in the early 1990s, and evidence for this poverty reduction is not sensitive to 

where the poverty line is drawn. However, inequality has risen. Jenkins (2006) explored the 

ways in which globalization affected labour market in Vietnam by analyzing the impact of FDI 
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on employment. He concluded that the expansion of foreign firms to labour-intensive 

manufacturing has not had a substantial impact on employment because of the high productivity 

and low value-added of much of this investment. Not only have the direct employment effects of 

FDI in Viet Nam not been very substantial, but the indirect effects have also been minimal and 

possibly even negative. Nguyen et al. (2004) studied globalization’s effects on health care and 

occupational health in Vietnam. They concluded that process of globalization has given rise to 

serious problem for health of workers. The pollution of working environment in workplaces are 

at high level and the situation of diseases related to occupations and occupational diseases of 

workers have been detected and increased yearly. Besides that, Nguyen and Fraser (2007) 

analyzed the impact of globalization on higher education in Vietnam and showed that the 

merging of higher education institutions, abandonment of state monopolies in education, 

increasing diversity in education provision, re-orienting curricula to meet the market needs, and 

introducing competition into the educational sector in order to enhance the efficiency and 

effectiveness of the educational services are impacts of globalization on education system in 

Vietnam. In addition, Pham (2013) analyzed the effects of globalization and necessity of 

Vietnamese educational management for integration into the world, etc.  

Notably, Tran and Nguyen (2017) studied impact of globalization on economic growth in 

Vietnam for the period from 1995 to 2014. The results showed that globalization, measured by 

the KOF index, promoted economic growth and Vietnam has gained from integrating into the 

global economy. The overall index of globalization had positively and significantly impacted the 

economic growth in Vietnam. The results also indicated that economic globalization had a 

significantly positive effect on economic growth in the period examined. The findings showed 

that foreign direct investment and exchange rate affected economic growth positively whereas 

balance of trade affected economic growth negatively. 

Furthermore, Nguyen and Bui (2017) investigated the impact of economic globalization on 

human development level (measured by the human development index) in Vietnam. The results 

indicated that economic globalization, measured by the KOF index of globalization, promoted 

human development. The index of economic globalization had positively and significantly impacted 

the human development index in Vietnam. The study further revealed that GDP per capita had a 

significant positive effect on human development index whereas foreign direct investment and 

population growth rate affected human development index negatively in the period examined.    

From the brief review above, empirical studies that analyze the impact of globalization on 

industrial development are numerous. However, the findings on the influence of globalization 

through its indicators on industrial development of countries most especially developing ones are 

mixed as indicated by the above review of related literature. Moreover, these studies often evaluate 

the impact of globalization through various indicators such as foreign direct investment, trade 

openness, foreign labour, exports, technology, trade and financial liberalization ect., but each of 

which only reflects one aspect of globalization. Despite the numerous studies, the effect of 

globalization on industrial development in Vietnam is still scarce. The present study is an attempt to 

fill this gap.  
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Unlike the above empirical studies, this study uses a new comprehensive index of 

globalization (KOF) that covers the economic, social and political dimensions of globalization. 

The current study hoped to add to the existing literature of globalization by answering research 

question: How does globalization affect the Vietnamese industry sector? The findings of the 

study provide policy directions to policy makers on how to influence the industrial sector, and in 

addition serve as reference material to researchers interested in the current topic. 

3. Methodology and data 

The equation designated to evaluate the impact of globalization on industrial development 

is specified as follows: 

���� = �� + ������ + ������ + ������ + ������ + ��log (���)� + �� (1) 

The dependent variable for simplicity of description and interpretation of results is industry 

value added (as percent of GDP).   

The expected explanatory variables consist of: 

KOF: Overall Globalization Index measures nation’s overall integration into the global 

economy. The KOF globalization index is built from each component and transformed into an 

index from the scale of 1 to 100, where bigger numbers demonstrate higher globalization, and it 

covers the economic, social and political dimensions of globalization (see the Appendix for 

detail). 

FDI: Foreign Direct Investment is measured as a percentage of GDP. Growth in FDI has 

been a major feature of globalization. FDI therefore is one of the most important indicators of 

financial globalization and a major component of international capital flows. FDI serves as an 

important engine for growth in developing countries through two modes of action: (i) expanding 

capital stocks in host countries and (ii) bringing employment, managerial skills, and technology. 

Dinda (2010) noted that  FDI remains a significant force of globalization with its huge 

implications on industrial growth in countries around the world. Therefore FDI is believed to 

contribute to the growth of industry value added. 

BOT: Balance of Trade is measured as export minus import. Obadan (2008) affirmed that 

international trade is one of driving forces of globalization. Trade is considered in this context 

because of its direct impact and relation to the Vietnamese industrial sector. 

EXR: Foreign Exchange Rate which is the value of local currency units per dollar. Global 

financial integration provides opportunity for countries especially developing countries to access 

a diversified investor base for bonds and equity issues and also access capital market of the 

developed countries. Thus, it is important to examine the effect of foreign exchange rate on the 

industrial development. 

RES: Reserves of Vietnam which include its holdings of foreign currencies and gold. It is 

expected that this independent variable will influence industrial development of the country.  

�� is constant; �� (� = 1,5����) are parameters. 
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�� is error term. 

The estimation of equation (1) by ordinary least square technique may yield spurious 

regression if the variables are not stationary. In order to overcome this problem, all variables are 

subjected to a unit root test to determine the time series properties. The Augmented Dickey-

Fuller (ADF) unit root test is employed on all variables to check the order of integration. In case 

all selected variables are integrated at same order, the Johansen cointegration test is then used to 

examine the long run relationship among the chosen variables. Otherwise, the Auto Regressive 

Distributed Lag model for cointegration can be considered. Once the variables are found to be 

cointegrated, meaning that long run equilibrium holds among them, they may still be 

disequilibrium in the short run. Therefore, an error correction model is estimated to determine 

the short run dynamics of the system. In this study, the equations (1) is transformed into the 

following error correction model: 

∆���� = �� + ��∆���� + ��∆���� + ��∆���� + ��∆����  

+ ��∆���(���)� + ������ + ��     (2) 

Where:  is the first difference; �
�
 is constant; �

�
 (� = 1,5����) are parameters. 

�� is the speed of adjustment that is linked with cointegration equation; 

 ���� are one year period lag of error correction term derived from randomness of 

equations of OLS model (1). 

�� is error term. 

Data used for estimating these models is from various sources as below: 

• The World Bank Development Indicators Database (2018) 

• The Global Economy Database (2018) 

• KOF Index of Globalization (2018) 

In this study, data on variables is taken for the period from 1995 to 2015. This restriction 

on the period of data is due to unavailability of data on globalization1. 

4. Results and discussion 

In order to observe the impact of globalization on manufacturing sector in Vietnam, firstly, 

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 1 show that industrial value added (IND), overall 

globalization index (KOF), ratio of foreign direct investment to GDP (FDI), balance of trade 

(BOT), and foreign exchange rate (EXR) are non-stationary at levels. The results also indicate 

that all variables are stationary at the first difference and integrated of order 1. This suggests 

series of variables may reveal a logical long run relationship among them. 

  

                                                 
1 In 2018, KOF released the data on globalization up to 2015. 
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Table 1: ADF Unit root test results 

Variables 
Level 1st Difference 

Results 
t-statistic Prob. t-statistic Prob. 

IND -1.0233 0.7240 -0.0463 0.0064 I(1) 

KOF 0.7987 0.9911 -7.2834 0.0000 I(1) 

FDI -1.9304 0.3127 -3.3189 0.0284 I(1) 

BOT -1.5547 0.4862 -3.5069 0.0195 I(1) 

EXR -0.1192 0.9331 -3.5916 0.0171 I(1) 

Log(RES) -1.2895 0.6133 -3.5595 0.0175 I(1) 

ADF test type: Intercept without trend. 

Since the variables in the model (1) are non-stationary and integrated of the same order, the 

Johansen cointegration test is used to determine the long run relationship among the variables in 

each model. Results in table 2 confirm the existence of long run relationship between IND and 

included variables in the model (1) as indicated by the Trace statistic and the Max-Eigen statistic 

values. The Trace-statistic result reveal that there are four cointegrating equations at 5% level, 

while Max-eigen statistic value also indicate three cointegrating equations among the variables 

in the model (1) at the 5% level. Thus, all the variables in the model (1) are cointegrated and 

have long run equilibrium relationship with each other. 

Table 2: Johansen Cointegration Test 

In econometric analysis, a cointegrated set of time series variables must have an error 

correction representation that reflect the short run adjustment mechanism. The short run model 

(2) is estimated in first difference form and the results are reported in table 3. The value of 

ECM(-1) represents the error correction term ����. 

 

Series: IND KOF FDI BOT EXR Log(RES) 

Unrestricted Cointegration Rank Test 

Hypothesized 

No. of CE(s) 
Eigenvalue 

Trace Maximum Eigenvalue 

Trace 

Statistic 

0.05 

Critical Value 
Prob. 

Max-Eigen 

Statistic 

0.05 

Critical Value 
Prob. 

None 0.994184 197.8799 95.75366 0.0000* 97.79695 40.07757 0.0000* 

At most 1 0.847093 100.083 69.81889 0.0000* 35.68063 33.87687 0.0301* 

At most 2 0.815233 64.40233 47.85613 0.0007* 32.08457 27.58434 0.0123* 

At most 3 0.60039 32.31776 29.79707 0.0251* 17.42805 21.13162 0.1528 

At most 4 0.501251 14.88972 15.49471 0.0615 13.21739 14.2646 0.0727 

At most 5 0.084255 1.672333 3.841466 0.1959 1.672333 3.841466 0.1959 

Trace test indicates 4 cointegrating equations at the 0.05 level 
Max-eigenvalue test indicates 3 cointegrating 

equations at the 0.05 level 

* denotes rejection of the hypothesis at the 0.05 level 
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Table 3: Result of error correction model (2) 

Independent Variables 
Model (2) 

Coefficient Std.error t-Statistic Prob. 

C 2.3477 0.6557 3.5803 0.0034 

D(KOF) 1.0095 0.3082 3.2760 0.0060 

D(FDI) 81.9128 27.8037 2.9461 0.0114 

D(BOT) 0.4674 0.1045 4.4710 0.0006 

D(EXR) -0.0006 0.0006 -1.0077 0.3320 

D(log(RES)) -2.8249 1.4939 -1.8909 0.0811 

ECM(-1) -1.1241 0.1736 -6.4744 0.0000 

R-squared 0.8428 Ramsey test (Prob.) 0.7625 

Adjusted R-squared 0.7703 Breusch-Pagan-Godfrey test (Prob.) 0.5737 

F-Statistic 

Prob (F-statistic) 

11.6165 

0.0001 
Breusch-Godfrey Serial correlation LM test 

(Prob.) 0.5928 

Durbin-Watson stat 1.5031 Jarque-Bera probability 0.7822 

  Dependent Variable: D(IND); Sample: 1995 2015. 

The results in table 3 clearly show that the error correction variable ECM is significant 

validating the error correction model specification. The coefficient of error correction term has 

negative sign (-1.1241) as expected and it is significant at 1% 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 112% meaning about 112% of the 

discrepancy between long term and short term IND is corrected within a year (yearly data). The 

significance of the coefficient of ECM connotes the existence of a long run equilibrium 

relationship between industrial development and the explanatory variables. 

In the short run, the overall globalization index, foreign direct investment and balance of 

trade, all have positive effects on industrial development. These variables are all statistically 

significant at 5%. The result confirms the importance of foreign direct investment in Vietnam’s 

industry development. The implication is that policy measures targeting at improving foreign 

direct investment can effectively enhance industry value added. The foreign exchange rate 

variable shows negative effect on industrial development but it is statistically insignificant. This 

implies that foreign exchange rate contribute no significant impact on industry value added in the 

short term. In addition, log(RES) is negatively ralated with industrial development and 

statistically significant at 10%.  

Furthermore, the coefficient of determination of the model (2), represented by R2 value of 

0.84, implies that 84 percent of changes in the dependent variable is explained by the included 

explanatory variables. The model pass the Ramsey tests for functional form misspecification (p-

value is 0.7625). The model is free of autocorrelation in the specification because p-value of the 

Breusch-Godfrey Serial correlation LM test is 0.5928. The model is also free from 

heteroskedasticity problem, the Breusch-Pagan-Godfrey test show the variance of unobserved 
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error is constant (p-values is 0.5737). The normality test indicates the score of Jarque-Bera 

probability (0.7822) is larger from � = 5%.  

The result of the estimated long run equation (1) which captures the effect of overall 

globalization and macroeconomic variables on industrial development in Vietnam is presented in 

table 4.  

Table 4: The estimation results of the impact of globalization on industrial  

development in Vietnam 

Independent Variables 
Model (1) 

Coefficient Std. Error t-Statistic Prob. 

C -89.4981 9.913726 -9.02769 0.0000 

KOF 1.563948 0.496692 3.148727 0.0066 

FDI 175.4323 35.98735 4.874831 0.0002 

BOT 0.603667 0.128276 4.70598 0.0003 

EXR 0.002043 0.000806 2.535129 0.0229 

Log(RES) -0.28741 2.245069 -0.12802 0.8998 

R-squared 0.9888 Ramsey test (Prob.) 0.1553 

Adjusted R-squared 0.9851 Breusch-Pagan-Godfrey test (Prob.) 0.1658 

F-Statistic 

Prob (F-statistic) 

264.7922 

0.0000 
Breusch-Godfrey Serial correlation LM test 
(Prob.) 0.2502 

Durbin-Watson stat 2.3740 Jarque-Bera probability 0.8750 

Dependent Variable: Log(GDP); Sample: 1995 2015. 

The overall globalization index significantly and positively influenced the industry value 

added in Vietnam on real degree 1%. The estimated results of the model (1) indicate that an 

increase of overall globalization index level as big as 1 unit will enhance the industry value 

added by 1.56 unit, ceteris paribus. Thus, globalization has generated greater value added for 

industrial sector of Vietnam. It could be concluded that for Vietnam to achieve accelerated 

industrial growth and development, it is highly necessary to fully integrated the economy into 

global economy.   

The foreign direct investment was found to influence the industry value added significantly 

and positively on real degree of 1% with coefficient score of 175.4323. This implies an increase in 

the ratio of foreign direct investment to GDP of 1 percent will lead to the increase in industry value 

added  by 175.4323 unit, ceteris paribus. Globalization has implied much larger inflows of foreign 

direct investment for developing countries including Vietnam and the result implies that foreign 

direct investment has played an important role in the development of the Vietnamese economy in 

general and industry in particular. The positive influence of FDI on industrial development is in 

accordance with theoretical expectation. This result is similar to the studies conducted by Sen 

(2008) who found foreign direct investment had major positive effect on efficiency in Indian 

manufacturing from the early the 1980s to the mid 1990s, Ullah (2012) who indicated that FDI 

positively affected the Pakistan’s industrial sector but the impact was statistically insignificant for 
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the period  1979 to 2009, Tamuno (2012) also found that FDI has positive impact on industrial 

output in Nigeria in the period 1970-2008. Alfaro and Charlton (2013) provided industry-level 

evidence by using data for OECD 12 countries and showing that the relation between FDI and 

growth is stronger for industries more reliant on external finance. However, the result of the 

current study is different from Atta’s (2017) findings that indicated a negative correlation between 

FDI and manufacturing in Ghana for the time span from 1985 to 2013. 

Compared to other regional economies, Vietnam is regarded as a later-comer to industrial 

development in relation to both first and second generation of Asian NICs. For many developing 

countries which have been later-comers to industrialization, foreign direct investment has play a 

crucial role in the industrial development of these countries by bringing in technology, market 

know-how and modern management practices to domestic firms in these countries. FDI has been 

a key factor behind the successful transformation of many countries in East and South Asia from 

costly and technologically backward import substitution to a more dynamic export oriented 

industrialization. Vietnam’s location in the Asian region has played at major role for the 

development of foreign direct investment. Foreign direct investment in Vietnam jumped from 

only US$1.78 billion in 1995 to US$35.88 billion in 2017. This has created opportunities to 

exploit the country’s comparative advantages and integrate it into the regions production 

systems. Nearly half of this foreign direct investment went into manufacturing and most of that 

manufacturing was destined for exports. Data from the World Bank shows that manufactures 

exports have grown quickly, making up more than 76 percent of merchandise export. However, 

the majority of the growth has been made by foreign manufacturers based in Vietnam (Do, 

2016). Electronics and computers which have become increasingly attractive to foreign investors 

are the fastest areas of growth for Vietnam’s manufacturing sector in recent years. Most of these 

products have been produced with imported inputs, with local content only a small part of the 

overall production (Do, 2016). 

The estimated results from model (1) showed the positive coefficient (0.6037) between 

balance of trade and industry value added and it is statistically significant at the 1% level. Thus, 

international trade has had a positive effect on industry development in Vietnam. Globalization 

has implied tremendous opportunities for trade for developing countries and trade is one of the 

most developed areas of Vietnam foreign economic relations. During the period of 1995 – 2015, 

both exports and imports were increasing year by year except in 2009 due to global crisis. 

Exports of goods and services of Vietnam have grown quickly from US$6.8 billion in 1995 to 

US$192.19 billion in 2016 with the anual average growth rate more than 15 percent over the 

period. Imports of goods and services of Vietnam also expanded rapidly from US$8.69 billion in 

1997 to US$186.93 billion in 2016. For many years, imports volume was higher then exports 

volume, resulting in trade balance deficit. Vietnam had trade deficit because of a high demand 

for material, machinery, and modern technique for the country that is in the first stages of 

industrialization. This has made a trade deficit unavoidable. However, Vietnam has had trade 

balance surplus since 2012. Manufacturing is the most important industrial sub-sector that 

contributes to trade. Manufactures exports increased from about 41 percent in 1997 to more than 

82 percent of merchandise exports in 2016 and manufactures import accounted from nearly 70 
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percent in 1997 to 79 percent of merchandise imports in 2014. High-technology exports only 

accounted below 29 percent of manufactures exports. Electronics became the country’s leading 

export in 2013 and accounted for nearly one – third of total merchandise exports in 2016. 

Moreover, electronics are not only a big contributors to total exports but also play the lead role in 

electronics manufacturing of ASEAN countries. The export of telephones and spare parts has 

become one of the largest contributors to the growth of the country’s total exports. The second 

largest manufacturing sector is the garment and textile industry. The third ranking sector is the 

leather goods and shoe industry. The fourth most competitive sector is food processing which 

has been well developed to meet both local and foreign market requirements. These show that 

Vietnam has identified its most competitive manufacturing sectors with intensive low-cost-labor 

and assembly industries.    

The foreign exchange rate significantly and positively affected industrial development on 

the degree of 5 percent with the coefficient of 0.002. This means that an increase in foreign 

exchange rate of 1 unit will increase industry value added as big as 0.002 unit, ceteris paribus. 

Thus, exchange rate was found to exert positive impact on industrial development in Vietnam. 

This implies that an increase in the exchange rate causes moving towards higher industrial value 

added. In economic literature, there are controversies over the relationship between exchange 

rate and industrial development. Wilson (2010) used exchange rate as a proxy of globalization to 

determined the impact of globalization on industrial growth in Nigeria in the period 1986 – 2008. 

The result in his study showed that exchange rate was positively related to industrial output in 

Nigeria. This suggests that exchange rate is an important determinant of the level of industrial 

output. Ehinomen et al. (2012) also stated that the exchange rate plays an important role in the 

ability of the economy to attain a realistic growth in the manufacturing sector. However, his 

empirical result in examining the impact of exchange rate on the growth of the manufacturing 

sector indicated that in Nigeria, there was an inherent inverse relationship between exchange rate 

and manufacturing gross domestic product in the period 1986 - 2010. Thus, the result of this 

study is similar to the finding of Wilson (2010) that a positive correlation exists between 

exchange rate and industrial development. 

The reserves was found to influence negatively the industrial value added. However, the 

coefficient of this variable is statistically insignificant because it is not statistically different from 

zero at any levels. This implies that reserves contributes no significant impact on industrial 

development in the long term. 

The R2 adjusted results reveal that more than 98% of the total variation of industrial 

development can be explained by changes in the level of globalization and other key 

macroeconomic variables. Also, the F-statistic results show that the simultaneous interaction of 

globalization levels and other key macroeconomic variables have significant effects on industrial 

in Vietnam during the review period. 

The model (1) passes the Ramsey test for functional form misspecification (p-value of 

Ramsey test is 0.1553). 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 
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0.1658). Also, the Breusch-Godfrey Serial correlation LM test used to find out whether the 

model is free from autocorrelation problem show that the model do not have the problem of 

autocorrelation (p-value of this test is 0.2502). The normality test indicates the score of Jarque-

Bera probability was (0.8750) larger from � = 5% and thus it can be concluded that the model 

(1) would distribute normally. 

5. Conclusion 

The role of the industrial sector in the growth of developing countries is very significant 

because  sustained economic growth and development of developing countries including 

Vietnam lies so much on the growth of the industrial sector. The purpose of this study is to 

examine the impact of globalization on industrial development in Vietnam. The ordinary least 

square and cointegration technique were used to examine the long term relationship existing 

among variables while error correction model was also applied in order to determine the short 

term dynamics around the equilibrium relationship. 

The Vietnamese industrial sector has witnessed significant growth over the period. Based 

on the findings we conclude that there is significant relationship between globalization and 

industrial development. The empirical results showed that globalization has a positive and 

significant impact on industrial development in the short run as well as in the long run. Thus, 

globalization is an important factor that should be considered in determining the development of 

the industrial sector in Vietnam. The findings of the results revealed that the Vietnamese 

economy is gaining from globalization and the presence of globalization could enhance 

economic development in Vietnam in general and industrial development in particular. 

Owing to the empirical evidence of the study, foreign direct investment can be said to have 

massive effect on the development of the Vietnamese industrial sector. Thus, globalization has 

helped increase foreign direct investment and Vietnamese industry sector can harness benefits of 

globalization and achieve a better growth. Moreover, globalization has also helped increase 

foreign trade. The trade balance has contributed positively to the industrial development. In 

addition, exchange rate was found to be positively influential toward industrial development in 

the long run but it has had negative effect on the industrial sector in the short run. The study 

further showed that reserves negatively affects industrial performance in the short run but it has 

insignificant impact in the long run. 

Vietnam like some other emerging economies has been highly integrated to the world 

economically, politically and socially and this has been attributed to the development of industry 

sector through the globalization. Globalization has come to play a major role in recent patterns of 

industrialization of country in recent years. Based on both the development and the position of 

globalization level of Vietnam that is still relatively low, the increase in globalization level can 

promote industrial development. 

According to the results of the analysis, the following recommendations are made. First 

and foremost, there is a need for the Vietnamese government in supporting the development of 

globalization level of the country to catch higher level of industrial development. Secondly, the 
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need for Vietnamese government should continue proactive and sound policies aiming at 

encouraging foreign direct investment, facilitating international trade, ensuring foreign exchange 

rate stability  to maximize the benefits of globalization and reduce its harmful effects on 

industrial development at large. Lastly, reserves should be utilized in investment on industry 

rather than kept as reserves. These measures could greatly promote the development of 

Vietnamese industry sector. 
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Appendix 

Components of overall globalization index 

Components Weights 

Economic globalization  

         Actual Flow 

                 Trade (percentage of GDP) 

                 Foreign direct investment, stocks (percentage of GDP) 

                 Portfolio investment (percentage of GDP) 

                 Income payments to foreign nationals (percentage of GDP) 

         Obstacles 

                Hidden import barriers 

                Mean tariff rates 

                Taxes on international trade 

                Capital account restrictions 

Social globalization 

         Data on personal contacts                                       

                Telephone traffic 

                Transfers 

                International toursim 

                The foreign population according to the total population 

                International letters per capita 

         Data on information flows 

                Internet usage per 1000 people 

                Television per 1000 people 

                Trade in newspapers 

          Data on cultural proximity 

                Number of McDonald's restaurants per capita 

                Number of IKEA per capita 

                Trade in books 

Political globalization 

          Number of embassies in country 

          Membership in international organisations 

          Participation in United Nation Security Council mission 

          International treaties 

36% 

50% 

22% 

27% 

24% 

27% 

50% 

24% 

28% 

26% 

23% 

38% 

33% 

25% 

3% 

26% 

21% 

25% 

35% 

36% 

38% 

26% 

32% 

44% 

44% 

11% 

26% 

25% 

27% 

22% 

26% 

Source: Suci (2015). 
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Abstract. The paper explores the effects of trade facilitation on agricultural imports. The 

study investigated in Vietnam known as the emerging economies. Vietnam has experienced 

remarkable with agricultural export, but it also has witnessed the growth in agricultural import 

for manufacturing in recent years. With the wave of trade liberalization, while tariff reduction is 

indispensable, trade-facilitation factors related to administrative or custom procedures and 

logistics infrastructures have becoming increasingly crucial to boost international trade. The 

paper used the structural gravity model to assess the correlation between these factors and 

importing value in the agriculture with the estimation approach of Poisson Pseudo Maximum 

Likelihood. The dataset includes 36 country pairs and 621 agricultural products at 

disaggregated level (HS 6-digit). The result shows that the improvement of logistics performance 

is essential for increasing trade flow, while trade-facilitation factors relate to customs formalities 

and administrative procedures brings the negative effects. 

Keywords: trade facilitation, logistic performance, agricultural import, Vietnam  

 

1. Introduction 

Together with the trade liberalization, the Trade Facilitation Agreement of WTO (TFA) 

entered into force on February 22, 2017 with the acceptance of 136 in total of 164 members. Viet 

Nam has domestically ratified and notified on 15 December 2015.  It means that trade facilitation 

is the indispensable trends and brings about trade gains for all countries. According to WTO 

(World Trade Report, 2015), full implementation of the TFA has the ability to reduce members’ 

trade costs by an average of 14.3 per cent and boost growth for exports annually 3.5%, for 

economic output annually 0.9%. Furthermore, the implementation of TFA has been different 

among countries as well as industries. The implementation of TFA decrease trade costs of 

manufactured goods by maximum 18% and of agricultural products by 10.4% (WTO, 2015). 

According to Trade facilitation indicators simulator, high-income countries have 

progressed in trade facilitation, which demonstrated at higher score in trade facilitation simulator 
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than middle or low – income countries. United States, Korea and Germany rank the best 

performance in trade facilitation among these countries. ASEAN countries has the score ranging 

from 10 to 15, except for Laos. Noticeably, Vietnam

and border efficiency. Compared 

in terms of trade facilitation scores (at 15.001), while the first place and second place are owned 

by Singapore and Thailand respectively. The improvement in trade facilitation of middle and 

low-income countries has contributed by two main areas includi

simplification documents, and the automated processes in custom procedures. 

Graph 1: Trade facilitation Indicators Simulator for some economies

According to OECD, to fullfil WTO 

variety of challenges. First, most countries have faced 

implementation trade facilitation agreement

cooperation. The improvement in automating the border process has the strongly correlation with 

income, with less advanced economies progressing slower than more advanced ones. 

Furthermore, low income group also meet the challenges in consulting and advance ruling 

mechanisms or appeal procedures. The performance in the area has accounted for the minimal 

score in total. Regarding the trade facilitation statistics in 2015 and 2017, there is the significant 

positive change in the negotiation and adoption of TFA for all countries. The ove

countries has increased and improved marginally in some particular areas such as the 

involvement of trade community, automation, information availability and streamlining of 

procedures 

income countries. United States, Korea and Germany rank the best 

litation among these countries. ASEAN countries has the score ranging 

from 10 to 15, except for Laos. Noticeably, Vietnam has the significant improvement 

. Compared with countries in East Asia region, Vietnam are the third plac

in terms of trade facilitation scores (at 15.001), while the first place and second place are owned 

by Singapore and Thailand respectively. The improvement in trade facilitation of middle and 

income countries has contributed by two main areas including the harmonisation and 

simplification documents, and the automated processes in custom procedures. 

Trade facilitation Indicators Simulator for some economies

Source: OECD Trade facilitation indicators 2017 

to fullfil WTO trade facilitation agreement, countries have met a 

most countries have faced the most challenging areas for 

implementation trade facilitation agreement relate to internal and external

in automating the border process has the strongly correlation with 

income, with less advanced economies progressing slower than more advanced ones. 

Furthermore, low income group also meet the challenges in consulting and advance ruling 

l procedures. The performance in the area has accounted for the minimal 

score in total. Regarding the trade facilitation statistics in 2015 and 2017, there is the significant 

positive change in the negotiation and adoption of TFA for all countries. The ove

countries has increased and improved marginally in some particular areas such as the 

involvement of trade community, automation, information availability and streamlining of 

income countries. United States, Korea and Germany rank the best 

litation among these countries. ASEAN countries has the score ranging 

has the significant improvement customs 

with countries in East Asia region, Vietnam are the third place 

in terms of trade facilitation scores (at 15.001), while the first place and second place are owned 

by Singapore and Thailand respectively. The improvement in trade facilitation of middle and 

ng the harmonisation and 

simplification documents, and the automated processes in custom procedures.  

 

Trade facilitation Indicators Simulator for some economies 

OECD Trade facilitation indicators 2017   

trade facilitation agreement, countries have met a 

the most challenging areas for 

relate to internal and external-border agency 

in automating the border process has the strongly correlation with 

income, with less advanced economies progressing slower than more advanced ones. 

Furthermore, low income group also meet the challenges in consulting and advance ruling 

l procedures. The performance in the area has accounted for the minimal 

score in total. Regarding the trade facilitation statistics in 2015 and 2017, there is the significant 

positive change in the negotiation and adoption of TFA for all countries. The overall score of all 

countries has increased and improved marginally in some particular areas such as the 

involvement of trade community, automation, information availability and streamlining of 
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2. Literature review on trade facilitation  

With the rapid development of international trade, most countries have much efforts to 

reduce trade costs to boost trade flows. The effort has concentrated on remove trade-impeding 

measures for many years such as tariff and non-tariff measures. However, the reduction of trade 

costs is stemmed from not only tariff cuts but also the reduction of on-the-border transaction 

costs involving the simplification and standardization of customs formalities and administrative 

procedures. In 1996, WTO has started to carry out the exploratory and analytical work relating to 

trade simplification procedures. Until 2004, the issue “trade facilitation” has launched 

negotiations. In a boarder sense, trade facilitation includes on-the-border issues as well as 

beyond-the-border issues, which factors impact on export performance through the cost channel. 

Indeed, trade facilitation has been demonstrated under two dimensions: 1) the “hard” dimension 

relate to tangible infrastructure; 2) the “soft” dimension relate to transparency, simplification and 

standardization in customs procedures and institutional aspects (Wilson, 2010).  

The Trade Facilitation Agreement of WTO (TFA) entered into force on February 22, 2017 

with the acceptance of 136 in total of 164 members. Viet Nam has domestically ratified and 

notified on 15 December 2015.  It means that trade facilitation is the indispensable trends and 

brings about trade gains for all countries. According to WTO (World Trade Report, 2015), full 

implementation of the TFA has the ability to reduce members’ trade costs by an average of 14.3 

per cent and boost growth for exports annually 3.5%, for economic output annually 0.9%. 

Furthermore, the implementation of TFA has been different among countries as well as 

industries. The implementation of TFA decrease trade costs of manufactured goods by maximum 

18% and of agricultural products by 10.4% (WTO, 2015). 

Regarding to the soft dimension, trade facilitation indicators has been collected through 

survey across countries relate to the transparency and predictability, procedural simplification 

and streamlining, coordination and cooperation between border agencies. In details, the 

simulator has developed 12 indicators: a) information availability, b) appeal procedures, c) 

formalities automation, d) external border agency cooperation, e) involvement of trade 

community, f) fee and charges, g) formalities procedures, h) governance and impartiality, i) 

advance rulings, k) formalities documents, l) internal border agency co-operation. The twelve 

indicators contain a total of nighty – eight variables evaluated the average scores that follow a 

multiple binary scheme where the top score (2) corresponds to the best performance. In terms of 

the hard dimensions as logistics performance, the research use logistics performance index. 

Logistics Performance Index (LPI) have informed by the annual datasets from large-scale survey 

across more than 160 countries. The index has covered information relate to logistics 

infrastructure, service provision and cross-border trade facilitation. LPI has been calculated 

based on the methodology of distance-to-frontier score (DTF), which identify the gap between 

an economy’s performance and the best performance across indicators. The scale of Logistic 

performance index by the calculation of DTF range from 0 to 100, where 100 is the best 

performance as the frontier.  



498 

In a line of previous studies, the impact of trade

and associated with export and import performance. According to Shepherd (2009), customs 

formalities, administrative procedures and regulatory transparency directly linked to the trading 

process. According to Wilson, Mann, and Otsuki (2003), authors found the relationship between 

trade facilitation, trade flows and economic mass factor (GDP per

region based on the gravity model. The results showed a 21% increase in intra

coming from half of the improvement in port efficiencies. Other study of Moïsé, Evdokia, and 

Silvia Sorescu (2013) used sixteen trade 

some specific areas relate to border procedures in a given country. The availability of 

information, the simplification and harmonization of documents, the streamlining of procedures 

and the use of automated processes have promoted the trade flows though 14,5% reduction of 

total trade cost for low-income countries, 15.5% for lower middle

for upper middle-income countries. 

perspectives of exporting countries, while lack of studies have analyzed from the role of 

importing countries to facilitating or impeding import goods. With the case of emerging country 

as Vietnam, it has followed the strongly exporting

should also much concern since the deeply integration into global trade. Thus, the paper will 

figure out the effects of trade-facilitation factors in the two dimensions (tangible and intangible) 

on import performance at the sensitive in

3. Research methodology 

With the aim of estimating the correlation between trade facilitation indicators and import 

performance, the paper applied the structural gravity model of Anderson and van Wincoop 

(2004), which account for not only the trade flows between two countries but also trading with 

the rest of the world. In the structural gravity model, it represents the “Multilateral Resistance 

Term” (MR). There are different empirical approaches to control MR by using country 

specific fixed effects (Eaton and Kortum, 2002; Feenstra, 2004) and capturing bilateral trade 

costs (Bergstrand, 2009). Therefore, the baseline specifications include “traditional” variables in 

gravity models (distance), economics factor (GDP), trade facil

Logistic performance index (LPI). 

lnXijk = 0 + 1 LnGDP

Where Xijk is the import value country pairs, which j denotes as exporting countries (40 

countries – in Appendix 1) and i is importing country (i = Viet Nam), k denotes the product at 

the HS 6 digit (k cover from HS 01 to 53 or categorized agricultural products following the 

definition of WTO). A set of variables for gravity model include Distij 

GDPj - GDP of exporter j). The main explanatory variables are Trade Facilitation Indicators in 

2017, which representing the trade facilitation performance based on cross

represent the “soft” trade facilitation factors. Otherwise, 

“hard” trade facilitation factors represented by LPI extracted from the database of World Bank 

“Doing business”. In our analysis, the paper introduces the geometric average of the TFI (as well 

as LPI) to account for both importer and exporter dimensions. The formulation as below: 

In a line of previous studies, the impact of trade-facilitation factors has been significant 

and associated with export and import performance. According to Shepherd (2009), customs 

ormalities, administrative procedures and regulatory transparency directly linked to the trading 

According to Wilson, Mann, and Otsuki (2003), authors found the relationship between 

trade facilitation, trade flows and economic mass factor (GDP per capita) in Asia 

region based on the gravity model. The results showed a 21% increase in intra

coming from half of the improvement in port efficiencies. Other study of Moïsé, Evdokia, and 

Silvia Sorescu (2013) used sixteen trade facilitation indicators (TFIs) to address the impact of 

some specific areas relate to border procedures in a given country. The availability of 

information, the simplification and harmonization of documents, the streamlining of procedures 

tomated processes have promoted the trade flows though 14,5% reduction of 

income countries, 15.5% for lower middle-income countries and 13.2% 

income countries. However, most studies have much concern on the 

tives of exporting countries, while lack of studies have analyzed from the role of 

importing countries to facilitating or impeding import goods. With the case of emerging country 

as Vietnam, it has followed the strongly exporting-led policy to trade development but importing 

should also much concern since the deeply integration into global trade. Thus, the paper will 

facilitation factors in the two dimensions (tangible and intangible) 

on import performance at the sensitive industry (agriculture).  

 

With the aim of estimating the correlation between trade facilitation indicators and import 

performance, the paper applied the structural gravity model of Anderson and van Wincoop 

only the trade flows between two countries but also trading with 

the rest of the world. In the structural gravity model, it represents the “Multilateral Resistance 

Term” (MR). There are different empirical approaches to control MR by using country 

specific fixed effects (Eaton and Kortum, 2002; Feenstra, 2004) and capturing bilateral trade 

costs (Bergstrand, 2009). Therefore, the baseline specifications include “traditional” variables in 

gravity models (distance), economics factor (GDP), trade facilitation indicators (TFI) and 

Logistic performance index (LPI).  

LnGDPj + 3 LnDistij + 9 TFIij + 10 LPIij + REMj + D

Where Xijk is the import value country pairs, which j denotes as exporting countries (40 

1) and i is importing country (i = Viet Nam), k denotes the product at 

the HS 6 digit (k cover from HS 01 to 53 or categorized agricultural products following the 

definition of WTO). A set of variables for gravity model include Distij - distance between j

GDP of exporter j). The main explanatory variables are Trade Facilitation Indicators in 

2017, which representing the trade facilitation performance based on cross

represent the “soft” trade facilitation factors. Otherwise, the logistic infrastructure has considered 

“hard” trade facilitation factors represented by LPI extracted from the database of World Bank 

“Doing business”. In our analysis, the paper introduces the geometric average of the TFI (as well 

or both importer and exporter dimensions. The formulation as below: 

TFI* =  

facilitation factors has been significant 

and associated with export and import performance. According to Shepherd (2009), customs 

ormalities, administrative procedures and regulatory transparency directly linked to the trading 

According to Wilson, Mann, and Otsuki (2003), authors found the relationship between 

capita) in Asia – Pacific 

region based on the gravity model. The results showed a 21% increase in intra- APEC trade flow 

coming from half of the improvement in port efficiencies. Other study of Moïsé, Evdokia, and 

facilitation indicators (TFIs) to address the impact of 

some specific areas relate to border procedures in a given country. The availability of 

information, the simplification and harmonization of documents, the streamlining of procedures 

tomated processes have promoted the trade flows though 14,5% reduction of 

income countries and 13.2% 

However, most studies have much concern on the 

tives of exporting countries, while lack of studies have analyzed from the role of 

importing countries to facilitating or impeding import goods. With the case of emerging country 

pment but importing 

should also much concern since the deeply integration into global trade. Thus, the paper will 

facilitation factors in the two dimensions (tangible and intangible) 

With the aim of estimating the correlation between trade facilitation indicators and import 

performance, the paper applied the structural gravity model of Anderson and van Wincoop 

only the trade flows between two countries but also trading with 

the rest of the world. In the structural gravity model, it represents the “Multilateral Resistance 

Term” (MR). There are different empirical approaches to control MR by using country – pair 

specific fixed effects (Eaton and Kortum, 2002; Feenstra, 2004) and capturing bilateral trade 

costs (Bergstrand, 2009). Therefore, the baseline specifications include “traditional” variables in 

itation indicators (TFI) and 

+ Dj + uijk 

Where Xijk is the import value country pairs, which j denotes as exporting countries (40 

1) and i is importing country (i = Viet Nam), k denotes the product at 

the HS 6 digit (k cover from HS 01 to 53 or categorized agricultural products following the 

distance between j and j, 

GDP of exporter j). The main explanatory variables are Trade Facilitation Indicators in 

2017, which representing the trade facilitation performance based on cross-country survey to 

the logistic infrastructure has considered 

“hard” trade facilitation factors represented by LPI extracted from the database of World Bank 

“Doing business”. In our analysis, the paper introduces the geometric average of the TFI (as well 

or both importer and exporter dimensions. The formulation as below:  
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The cross-section dataset covers bilateral trade on 621 agricultural products at 6-digit 

importing from 36 partners to Viet Nam in 2017 and this gives 22356 observations out of which 

about 16% constitute zero trade flows.  

Table 3: Descriptive statistics of some main variables 

Variable        Obs Mean     Std. Dev.       Min Max 

Impvalue       22356 575.7238 15018.34 0 1417198 

GDPj 22356 1.77e+12 3.47e+12 1.58e+10 1.86e+13 

Distance 22356 7317.634 4766.912 478.553 18603.05 

TFIj 22356 16.423 3.198 7.649 20.06 

LPIj 22356 3.510 0.516 2.07 4.23 

4. Results and Discussion  

With the challenges of zero value, the issue is addressed by estimating the model using 

Poisson estimator (Santos Sliva and Tenreyro, 2006). The method uses multiplicative form to 

deal with the zero value, the problems in logarithm transformation and the heteroscedasticity of 

trade data. Table 4 presents the results of the gravity model for specifications used PPML 

estimation. The dependent variable is import value from 36 trade partners with no logarithm. The 

gravity variables are shown statistical significant.  

Table 5. Estimation results of trade facilitation on agricultural imports 

Import value  PPML  

Log (exporter’s GDP) 1.000*** 

(0.117) 

Log Dist - 0.703* 

(0.418) 

TFIij  - 1.647*** 

(0.201) 

LPIij 0.779*** 

(0.198) 

Remoteness  0.000*** 

(0.000) 

Constant  - 1.797*** 

(2.390) 

Observation  22356 

R square 0.04 

As the specification, the result is stable for the classical variables of gravity model as GDP 

and distance, which bear the expected signs and statistically significant. The most statistically 

meaningful result is GDP of exporters as trade partners of Vietnam. In the models, the 

coefficients on the income elasticity of exporters’ GDP are the theoretical value of 1 at the high 

significance level of 1%. The coefficient on exporter’ elasticity of income could be justified as 

the literature.   
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In terms of trade-facilitation factors, the results confirm that trade- facilitation factors have 

strongly associated with trade flows, in the case of Vietnam, have statistically significantly 

impacted on agricultural import. Under the assumption, trade performance is dependent on 

simultaneous actions from both two sides of exporters and importers so that the geometric 

average indicators brought to the specification (TFIij, LPIij). As the results, the coefficient signs 

of TFIs are negative, which contrast with expectations (-1.647). This could be largely explained 

by the specific characteristic of agricultural goods, for example, the distinction between 

perishable and non-perishable goods are not shown. Besides, agricultural goods have remained 

as the sensitive goods and bear the high protectionist measures. Thus, trade-facilitations 

indicators relate to simplify customs and administrative procedures do not show the government 

willingness of trade liberalization in the agriculture. Especially, Vietnam has the strong 

comparative advantage of exporting agricultural products for years, while importing has 

concentrated on the products as the input for manufacturing (such as animal food industry, 

textile). Besides, agricultural imports have strongly responded with domestic markets or the 

access to necessary imported intermediate goods.  

Otherwise, regarding to logistic performance, it presents the expected positive sign. It 

means that the better in logistic infrastructure and service provisions promote trade performance, 

in details, importing value. The correlation between logistics performance and import value is 

strong and statistical significant (0.779). 

Consequently, as the developing country, Vietnam has strongly dependent on international 

trade and strongly commitment with trade-facilitation since joining in WTO. Through testing the 

relationship trade-facilitation factors and trade performance at the industry level, the results in 

the case of imports shows that the improvement of logistics performance are essential for 

increasing import performance, while trade-facilitation factors relate to customs formalities and 

administrative procedures brings the negative effects. It reflects that trade-facilitation factors can 

have influences on domestic markets and export competitiveness under the demand of imported 

intermediate goods for manufacturing. 

5. Conclusions and Recommendations 

The study provided the assessment of trade-facilitation effects from the perspective of 

lower-middle income economies as importer and the most sensitive industry as agriculture, while 

most previous studies have much concerned on exporting side as the driven force of 

development. As the results of estimation, the progress of trade-facilitation factors has associated 

with importing flow as well as exporting even in the case of low-income countries. Based on the 

results, the study suggests some implications: 

Agricultural products are considered the most primary products due to the reasons relating 

to public health and environment so that they are list of high-protectionism products in most 

countries. Although trade-facilitation can reduce transaction costs but respond negatively with 

the growth of import flows because the issue in trade-liberalization has not solved. Agricultural 

trade has constrained by main factors as perishability (time and temperature), the strictly product 

and process standards (technical regulations), logistics (warehousing) and infrastructure, the 
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difficulty in financing, the higher transaction costs than manufactured goods. Thus, trade 

facilitation in agriculture has much concentrated on some issues as facilitating development of 

product standards and safety, improving certification procedures, improving storage facilities, 

reducing paperwork for transactions. 

The progress of trade facilitation has only improved the efficiency of trading environment 

and bring benefits for exporters through reducing transaction costs and easily access to market 

(extensive margin). However, on the intensive margin (the growth of trade value), agricultural 

imports have been controlled strictly by trade policy. The primary factors that affect to increase 

agricultural imports are the high demand of input for manufacturing animal food, food processed 

and textile. Especially, some specific products have maintained net import value, including 

protein food, wheat and cereals due to the high income per capita and the demand of 

diversification diet. However, Vietnam should continue to simplify customs formalities, increase 

the transparency of information and improve the efficiency of administrative procedures because 

it not only obtains the advantage for foreign enterprise but also the benefit for domestic 

enterprises, in the broad sense, improve the national competitiveness.  

Appendix 1. Exporting countries in the sample (40 countries) 

Argentina (ARG) United Kingdom (GBR) Pakistan (PAK) 

Australia (AUS) Greece (GRC) Philippines (PHL) 

Austria (AUT) Hong Kong (HKG) Poland (POL) 

Belgium (BEL) Indonesia (IDN) Russia (RUS) 

Brazil (BRA) India (IND) Singapore (SGP) 

Canada (CAN) Ireland (IRL) Thailand (THA) 

Chile (CHL) Italy (ITA) Turkey (TUR) 

Switzerland (CHE)  Japan (JPN) Ukraine (UKR) 

China (CHN) Campuchia (KHM) United States (USA) 

Germany (DEU) Korea (KOR) South Africa (ZAF) 

Denmark (DNK) Laos (LAO)  

Spain (ESP) Malaysia (MYS)  

France (FRA) New Zealand (NZL)  
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Abstract: This study attempted to identify factors that are affecting startup performance of 

small and medium enterprises (SMEs) in the Mekong Delta region. The intention of this study is 

to provide the understanding on how people should start their business by looking at all the 

factors affecting business success hence help to reduce the risk of failure and increase chances of 

success. The study examined eight factors that influence the SMEs business success. The result 

has shown that startup performance concept is measured by two key factors in the case of the 

Mekong Delta Region, Vietnam such as entrepreneurial ecosystem and startup ecosystem. Both 

of them are affected by five variables as the government policy, financial capital, cultural factors, 

supportive factors, human capital. However, the research subject has certain limitations: (i) due 

to limited resources in conducting research, the sample size consisted of 320 small and medium 

business in of the Mekong Delta Region, Vietnam, (ii) This study conducted the sampling 

technique of using direct interview methods from respondents. The theoretical framework has 

been drawn out and questionnaire was designed based on the factors chosen. The entire 

hypotheses were successfully tested with SPSS and some hypotheses were accepted.  

Keywords: entrepreneurial ecosystem,  startup ecosystem, startup performance, SMEs,  

 

1. Introduction 

Small and Medium Enterprises (SMEs) play a key role in any the development of 

economy, especially in some developing countries. Local advantages and market demand of the 

Mekong Delta, Vietnam is a great opportunity for start-up performance. In general, compared to 

the whole country, enterprises in the Mekong Delta are lower than the national average of 16%, 



504 

the number of enterprises on average per 1,000 people in the country is 6.05 enterprises in 2017, 

while in Mekong Delta is 2.7 enterprises. (General Statistics Office of Vietnam, 2017). These 

enterprises create jobs, contribute to global GDP and most importantly, they are fundamental in 

driving innovation. A startup is an entrepreneurial venture which is a newly emerged business 

venture that aims to meet a marketplace need, want or problem by developing a viable business 

model around products, services, processes (Riitta Katila et al, 2012). Some of researches have 

addressed successful entrepreneurs but others looked at the failure small business managers. All 

these studies were addressing if there are any clear characteristics, which distinguish small 

business barriers to find out which one is more important for policy makers. In all these studies 

still the main question remain that why some of the small and medium business is successful but 

other is failed. This situation has caused great concern, as a productive economy is reliant on the 

startup of substantial business numbers and the growth of such firms. The importance of this 

question is more important due to the government determined that during the social and 

economic development planning move toward more small business. Establishment of small 

business also provides more job opportunities for the unemployed people in of the Mekong Delta 

Region, Vietnam. Therefore, results of this research will help the policy makers in Vietnam with 

the same economic situation to develop reasonable planning to get advantage of development of 

small and medium business. 

2. Literature review 

Startup performance 

A startup is a new business venture designed to effectively develop and validate a scalable 

business model (Riitta Katila et al, 2012). This is particularly the case of SMEs focused on 

providing products  and services through startup performance. Startup performance by creating 

new businesses is a driving force for economic development. International studies by Radas and 

Bozic (2009), Zain and Kassim (2012) show that there is a close relationship between business 

start-ups and regional and local economic growth.   

According to Audretsch and Keilbach (2004), there are four effective factors on business 

start-up such as material capital, human capital, knowledge and entrepreneurial capital affecting 

business performance.  

According to authors’study, there are two main factors including entrepreneurial 

ecosystem startup ecosystem  into business’startup performance of small and medium business 

in the Mekong Delta Region, Vietnam in terms of spatial dimension.  

Startup Ecosystem  (SE) 

The concept of startup ecosystem has been recently widely used in the context of 

innovation and entrepreneurship. Although there is no single official definition for a startup 

ecosystem and the term is used in different ways, typically it refers to a specific geographic area 

with high density of startup companies and entrepreneurs. (Herrmann et al 2015; Szerb et al, 

2013). Recently Mason & Brown (2014), have highlighted the important role of entrepreneurs 

within the ecosystem and introduced the concept of entrepreneurial ecosystem instead, to startup 

ecosystem. Mason and Brown (2014) define that entrepreneurial ecosystem is a set of 
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interconnected entrepreneurial actors both potential and existing, entrepreneurial organisations 

such as firms, venture capitalists, business angels, banks, institutions and entrepreneurial 

processes (e.g. the business birth rate, numbers of high growth firms, levels of ‘blockbuster 

entrepreneurship’, number of serial entrepreneurs, degree of sell-out mentality within firms and 

levels of entrepreneurial ambition) which formally and informally coalesce to connect,mediate 

and govern the performance within the local entrepreneurial environment’. According to 

Mitchell (2002), entrepreneurial startup  is measured by groups of factors such as relevance 

(satisfaction of internal and external customer management, the involvement of human resource 

management in the process of implementing the strategic plan, other parts involved in human 

resource management); the effectiveness (in the leadership style, the strategic management, the 

relationship between the efficiency of profit and labor growth, between business growth and 

labor cost) and financial avibility (investment in infrastructure and technology issues, investment 

in human resources); organizational culture, size of workforce, training, retraining. These groups 

of these factors are influenced by internal and external environment of the business.   

Another approach to the success factors of ecosystems is provided Isenberg (2011), who 

has identified six different domains of entrepreneurship ecosystems such as the policy of 

leadership and government, finance (financial capital), culture (success stories, societal norms), 

supportive factors (infrastructure, support professions, non-governmental institutions) and 

market networks. 

Financial capital (FI) 

The financial capital of a start-up company usually comes from debt or comes from the 

own company (Marshall & Samal, 2006). However, SMEs or businesses in the agricultural 

sector have limited access to finance from financial organisations. Therefore, the financial capital 

of these enterprises is mainly based on debt and equity (Van Praag, 2003).  Pretorius & Shaw 

(2004) divide financial resources either inside or outside the business. The majority of SMEs’ 

financial capital depend on internal resource, but this source is often not enough to provide the 

business to survive and develop, especially as they face fierce competition in the global market. 

Therefore, external financing becomes very necessary for SMEs. Bollingtoft, Ulhoi, Madsen & 

Neergaard (2003), Wiklund & Shepherd (2005) argue that financial shortfalls are one of the 

major causes of failure in the operation of SMEs. In general, most of the research argue that the 

financial capital play a very important role in fostering startup performance, especially in the 

case of SMEs. 

Cultural factors (CF) 

According to Gudmundson et al., 2003, the culture has a profound impact on the success of 

a company or an organization. Possession of positive cultural characteristics provides the 

organization with the necessary ingredients. Culture has several elements that may serve to 

enhance or inhibit the tendency to startup performance. Also, according to another recent 

research, there exists a strong positive relationship between participative management practices 

and cultureal factors in small companies. Hurley et al (1998) emphasize the critical role that a 

culture of any businesses can play in improving the ability of a  sucessful firm. Cultural factors 
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can encourage or discourage a variety of behaviours and decisions, including those related to 

startup performance.  

Supportive factors  (SF) 

Although there are many different studies about social capital, researchers advocate the 

benefits of this funding for startup business success. One of the reasons given by Florin et al. 

(2003) that high levels of social capital based on good reputation, professional experience and 

direct personal relationships. In addition to these benefits, the social capital also facilitates the 

development of other resources and thus the survival of the enterprise (Bruderl & Preisendorfer, 

1998). Compared to large-scale businesses, SMEs are more likely to develop social capital as 

SMEs are closer to their customers, so they gain more direct and rapid knowledge (Wong & 

Aspinwall, 2004). Okten & Osili's (2004) empirical result shows the positive impact of social 

capital on the development of SMEs, especially through relationships with other firms. Similarly, 

Hayer & Ibeh (2006) shows that social capital is one of important factors that facilitates SMEs in 

their internationalization.  

Government Policy (GP) 

It has been established that entrepreneurship is a very vital ingredient for job creation as 

well as economic development as the success of income generation for the major group of both 

rural and urban inhabitants without recognized paid job highly depends on entrepreneurship 

(Ihugba et al, 2014) .  

Kumar and Liu (2005) study reveal that entrepreneurial sector contribution to employment 

and GDP is on the increase. For this reason, governments should minimize the constraints on 

entrepreneurship. In the case of government support policies, it is assumed that since  

government is in the lead for entrepreneurial development, it should provide the much needed 

resources within its capability. Such resources include provision of environment conducive to 

business that will highly promote  entrepreneurship. Government policy in this context is any 

course of action which aims at regulating and improving the conditions of SMEs in terms of 

supportive, implementation and funding policies by the government. Based on government 

policy as it relates to entrepreneurial practice is targeted at encouraging entrepreneurship by 

making a favorable environment for the entrepreneurs.  Furthermore, government needs to enact 

policies that would be user friendly to the entrepreneurs. Pals (2006) argued that there is a need 

for government policies as they relate to entrepreneurship to be successfully implemented 

irrespective of which administration is in power in order to achieve the goals of the guideline 

which often times is always lacking. Government of most countries especially developing 

countries have in the past invested so much efforts and resources in establishing policies 

intended to uplift startup performance by the study of Oni, E.O. and Daniya, A. (2012).  
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Figure 1. Model and some hypotheses of authors’ study 

3. Methodology of the research 

Research process: This study has combined qualitative and quantitative research methods. 

Qualitative research method has been conducted by focus group discussions with 10 chief 

executive officers of SMEs in the Mekong Delta provinces in 05/2018 at meeting room of 

Statistics Offices to modify observational variables that have been used to measure research 

concepts. The result has shown that startup performance concept is measured by 02 variables 

including entrepreneurial ecosystem and startup ecosystem. In addition, both of them are 

affected by five variables as the government policy, financial capital, cultural factors, supportive 

factors, human capital. All items were measured by using 5 - point Likert scale, anchored by 1 = 

strongly disagree, and 5 = strongly agree. Quantitative research has been conducted through 

direct interviews (face - to - face interviews) based on a random sampling 320 small and medium 

business in the Mekong Delta Region, Vietnam with eight local provinces in this region collected 

from 06/2018 to 08/2018 using a detailed questionnaire to test model and research hypotheses. 

Data processing techniques: Cronbach’s Alpha reliability analysis, Exploratory Factor 

Analysis (EFA), and Confirmatory Factor Analysis (CFA) were used to assess the scales. And 

the structural equation modeling (SEM) was used to test model and research hypotheses.  

4. Result and discussion 

Description of research sample 

Among 350 respondents, 30 people were declined because of too many inappropriate 

respondents. Data is used by SPSS software 20.0 with 320 valid respondents with 91.5% in all 

questionnaires. 
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Table 1. Types of surveyed entrepreneurs 

 Frequency Percent Valid Percent Cumulative Percent 

 

Limited Liability Company  223 69.7 69.7 69.7 

Private company 43 13.4 13.4 83.1 

Other 54 16.9 16.9 100.0 

Total 320 100.0 100.0  

Table 2.  Fields of business 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Commerce 122 38.1 38.1 38.1 

Service 100 31.3 31.3 69.4 

Tourism 28 8.8 8.8 78.1 

Other 70 21.9 21.9 100.0 

Total 320 100.0 100.0  

Table 3. Results of the reliability analysis of research concepts 

Reliability Statistics 

Cronbach's Alpha N of Items 

.908 30 

(Source: author’s survey data, 2018) 

Table 4. The results analysis of scales’ reliability 

Cronbach's Alpha N of Items 

.868 4 

 Scale Mean if Item 
Deleted 

Scale Variance if 
Item Deleted 

Corrected Item-
Total Correlation 

Squared Multiple 
Correlation 

Cronbach's Alpha if 
Item Deleted 

EP1 10.1156 3.971 .696 .489 .841 

EP2 10.0781 3.721 .757 .575 .816 

EP3 10.1063 3.926 .706 .508 .837 

EP4 10.0969 3.944 .721 .520 .832 

(Source: author’s survey data, 2018) 

The results presented in Table No. 3 and No.4  show that of the 04 observed variables and 

30 independent variables used to measure startup performance concepts are satistfied with the 

Cronbach’s Alpha coefficient (Cronbach’s Alpha coefficient > 0.6 and correlation coefficient – 

total > 0.3, Nunnally & Burnstein, 1994). 
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The results of EFA  

Table 5. KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .894 

Bartlett's Test of Sphericity 

Approx. Chi-Square 4464.501 

df 435 

Sig. .000 

(Source: author’s survey data, 2018) 

Table 6. Rotated Component Matrixa 

 Component 

1 2 3 4 5 6 

FC3 .808      

FC2 .797      

FC5 .791      

FC1 .757      

FC4 .720      

GP4  .782     

GP2  .761     

GP3  .761     

GP5  .747     

GP1  .720     

CF3   .827    

CF4   .793    

CF1   .786    

CF2   .764    

SF2    .801   

SF3    .799   

SF4    .783   

SF1    .737   

EE4     .792  

EE2     .766  

EE3     .754  

EE1     .706  

SE1      .716 

SE2      .704 

SE3      .691 

SE4      .640 

Extraction Method: Principal Component Analysis. 

Rotation Method: Varimax with Kaiser Normalization. 

a. Rotation converged in 6 iterations. 

(Source: author’s survey data, 2018) 
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The results of EFA presented in Table No.5 and Table No.6 show suggested scales which 

have satisfied the standard. EFA factors affecting the startup performance are respectively 

extracted into 02 factor groups corresponding to observe variables from 05 concepts. EFA 

startup  performance results have been extracted into 1 factor with an extracted variance of 

65.13% at the Eigenvalue of 1.196. The EFA results are analyzed by Varimax rotation method. 

The results of the testing model 

 

Figure 2. The results of the SEM  model 

(Source: author’s survey data, 2018) 

The results of the testing model presented in Figure No.3 showing that the model has Chi2 

= 380.234, Df = 266, and Cmin/df = 1.429 with p-value = 0.000 (< 0.05) was appropriate due to 

the size of the sample (only 350 respondents surveyed). In addition, other appropriate measures 

such as TLI = 0.965, CFI = 0.969 are consistent. Thus, it is still possible to conclude that this 

model is consistent with data collected from the market. 
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The results of the test hypotheses:  

   
Estimate S.E. C.R. P Results 

EP <--- GP .163 .050 3.232 .001 Acceptable 

EP <--- FC .291 .061 4.774 *** Acceptable 

EP <--- CF .284 .056 5.073 *** Acceptable 

EP <--- SF .264 .054 4.863 *** Acceptable 

SE <--- EE .188 .065 2.906 .004 Acceptable 

SE <--- EP .494 .095 5.185 *** Acceptable 

SE <--- HC .083 .065 1.284 .199 Rejected 

SE <--- FC .158 .062 2.535 .011 Rejected 

SE <--- CF .074 .057 1.296 .195 Rejected 

SE <--- SF .093 .055 1.685 .092 Rejected 

SE <--- GP .111 .050 2.229 .026 Rejected 

The results of the test hypotheses presented in Table No.7 show that all hypothese are 

acceptable, except hypothese H3, H5,H7 and H9 . 

5. Conclusion of the research  

The results testing indicate the suitability of the research model with data's research as well 

as the acceptance of the hypothesis in this research model has shown the practical meaning for 

startup performance as follows: 

Firstly, the is affected by five variables as the government policy, financial capital, 

cultural factors and supportive factors. The  research results have identified the priority of the 

components in the research model. Specifically, financial capital and human capital are the 

strongest factor effecting on the entrepreneurial ecosystem which is also suitable for the actual 

situation in Vietam. Besides, the government has not yet positive measures and effective 

measures to encourage and support the entrepreneurs so the perceptionable people about startup 

performance. Government policy also should continue to improve the business environment to 

create more credibility for enterprises; develop some oriented programs to support start-up 

performance  in priority areas with a higher international dimension; improve start-up 

ecosystems. Goverment should intensify the information to build a network of consultancy 

services to support the start-up projects. 

Secondly, the research results have solved the research gap when there is a combination 

betwent access of  the entrepreneurial ecosystem and startup ecosystem on the startup 

performance of small and medium enterprises in Mekong Delta Region, Vietnam. It was show 

some important affective factors on the startup performance of small and medium enterprises in 

the case of Mekong Delta Region, Vietnam. 
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Abstract: One of the greatest highlights in the business world nowadays is the 

participation in corporate social responsibility. With certain purposes, corporate social 

responsibility plans are run by almost all companies, within service sector as well as 

manufacturing sector, in developing and advanced based country. One important question is 

raised at hand is that whether the corporate social responsibility initiatives in all corporations 

are the same? The answer is “No”. In this paper, the author will use three cases of Nokia, 

Lenovo and Banco do Brasil to illustrate the distinction amongst corporate social responsibility 

activities in different industries and economic-based enterprises. 

Keywords: Corporate Social Responsibility (CSR), Banco do Brasil, Lenovo, Nokia,  

 

1. Introduction 

Corporate Social Responsibility (CSR) which is sometimes referred as corporate ethics, 

corporate responsibility, and citizenship is a broad complex concept and continually evolving. In 

the old days, CSR was considered as an obligation of the firm to society (Smith 2003). Then 

today CSR is a voluntary activity done by organizations in order to bring benefit to workforce 

and community. It becomes an opportunity to create value and sustainability for business 

(Bhattacharya et al. 2011). Each company may engage in CSR via various initiatives, the most 

common ones are doing charity, engaging in environmental project, making positive 

contributions to local communities, ensuring human rights,…. 

With various purposes, the number of company involves in CSR activities is markedly 

accelerated. According to a survey conducted by KPMG - a global network of professional 

firms providing Audit, Tax and Advisory services – the percentage of companies engaging in 

CSR practice has raised from 12% in 1993 to 71%  in 2013 (KPMG, 2013)1. The motto of 

“Doing well by doing good” has been conceived and motivated many enterprises investing 

billions of dollars in CSR plans. In fact, all 500 best companies in the list of Fortune today 

run CSR program (Bhattacharya et al. 2011). In the future, it will definitely become a must-

have corporate mandate. 

                                                 
1 In 2013, KPMG conducted a survey of 4100 companies in 41 countries all over the world, 71% of them 

indicated that they had involved in CSR in various programs. 
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2. Corporate Social Responsibility in Global Business 

2.1. Definition and Stage 

To date, there are various definitions of this term. The most acceptable definition of CSR is 

the definition by Carroll (1991): “CSR involves the conduct of a business so that it is 

economically profitable, law abiding, ethical and socially supportive”. The European 

Commission (2002) also defined CSR as “a concept whereby companies integrate social and 

environmental concerns in their business operations and in their interaction with their 

stakeholders on a voluntary basis". Most of the definitions approve that CSR refers to a business 

having positive impact on the community and meeting or exceeding public expectations of good 

corporate citizenship.  

Till now, CSR initiative has evolved from CSR 1.0 to 2.0 and 3.0. CSR 1.0 is the basic 

CSR level when the companies leverage their financial capital by charitable contributions. Visser 

(2011) described it as a defensive CSR with three curses: incremental, peripheral and 

uneconomic. CSR 2.0 is a higher level which designs and adopts an inherently sustainable and 

responsible business model. CSR 2.0 includes value creation, good governance, societal 

contribution and environmental integrity. CSR 2.0 is using by numerous companies nowadays. 

The newest model recently is CSR 3.0, which is defined by Horrigan (2010) is the exploration 

the boundaries of business-society relations. This means that CSR is now a global issue. 

Companies can join in global NGOs to engage in CSR activities together and use more 

innovative strategic approaches of CSR. 

2.2. Driving Forces of Corporate Social Responsibility 

Since the concept of CSR was brought to light, there are numerous academic scholars, 

economic analysts have flocked into the discussion to dissect and analyze it. A minority of 

them still doubt on the effectiveness of this scheme, but most of the researchers, they believe 

CSR is a tool for business to gain more benefit and develop sustainably. Better financial 

performance, higher efficiency and good reputation are driving forces for enterprise to craft 

CSR program. 

- Improve financial performance 

Until now, the method to measure the effects of CSR are still in the early stages of 

development. Nevertheless, a major number of scholars have valiantly ascertained that 

improvements in corporate citizenship result in strong financial performance. Arthur (2012) 

carried a review and he found that 135 studies indicated there is a positive correlation 

between good corporate behavior and good financial performance, only 2 percent of studies 

showed that dedicating corporate resources to social responsibility harmed the interest of 

shareholders. Kotler & Lee (2005), Gaines-Ross (2008), Bhattacharya, et al. (2011) are 

several bywords who admit CSR helps enterprise improve corporation’s performance by 

saving cost, avoiding pecuniary penalty. Kotler & Lee supplements executing CSR helps 



business to boost the company’s reputation and increases b

result in reducing advertising costs.

- Retain employee and increase productivity

In order to attract and retain talent employees, companies must exhibit good corporate 

citizenship (Cavusgil et al. 2012). Each business always 

and high qualified staffs, company’s valuable assets, to competitors. To avoid cost of recruiting and 

training new employees, enterprise should provide a pleasant working environment with opportunity 

of improving skill and promotion, sound policy of salary, rewards, and insurance. In addition, a well

treated employee will dedicate them most and have higher efficiency. 

- Create a good reputation and harmonize with customer penchant

Customers also motivate compan

with how companies make their money and expect businesses to be responsible for their social, 

ethical, and environmental impacts on society and the community (Lane 2006). By looking at the 

contribution of the “good citizen”, customers may increase the affection towards business brand and 

product. This may enhance customers 

bring 80% profit to company2. In the era of IT development, publics are a

the misdeed of any business via communications technology and social media. To keep loyal 

customer and avoid the boycott, enterprise must show their righteousness.

With those enticements, investing in good things is an investment

of CSR is considered as a synonym of sustainability. Correspondingly, the number of company 

involves in CSR activities is markedly accelerated over recent decades (Figure. 1). 

Figure 1. The number of companies engaging in

  

                                                
2 According to the principle 20/80 or The Pareto

customers), and 20% revenue comes from the rest who are disloyal customers
3 (Modify from data of CoporteRegister.com Ldt, cited by 
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business to boost the company’s reputation and increases brand awareness whereby it may 

result in reducing advertising costs. 

Retain employee and increase productivity 

In order to attract and retain talent employees, companies must exhibit good corporate 

citizenship (Cavusgil et al. 2012). Each business always has to face with the risk of losing skillful 

and high qualified staffs, company’s valuable assets, to competitors. To avoid cost of recruiting and 

training new employees, enterprise should provide a pleasant working environment with opportunity 

g skill and promotion, sound policy of salary, rewards, and insurance. In addition, a well

treated employee will dedicate them most and have higher efficiency.  

Create a good reputation and harmonize with customer penchant 

Customers also motivate companies to engage in CSR. They are increasingly more concerned 

with how companies make their money and expect businesses to be responsible for their social, 

ethical, and environmental impacts on society and the community (Lane 2006). By looking at the 

tion of the “good citizen”, customers may increase the affection towards business brand and 

product. This may enhance customers satisfaction, and make them become loyal customers who 

In the era of IT development, publics are able to quickly learn about 

the misdeed of any business via communications technology and social media. To keep loyal 

customer and avoid the boycott, enterprise must show their righteousness. 

With those enticements, investing in good things is an investment for future and the term 

of CSR is considered as a synonym of sustainability. Correspondingly, the number of company 

involves in CSR activities is markedly accelerated over recent decades (Figure. 1). 
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3. CSR Comparison and Contrast in Three Cases Analysis: Lenovo, Nokia and Banco 

Do Brasil 

3.1. Overview of CSR Initiatives in Three Companies: Lenovo, Nokia and Banco Do Brasil 

3.1.1. Lenovo 

Lenovo Group Limited is a Chinese multinational computer hardware and electronics 

company, founded in 1984. They are holding over 46,000 employees. Besides the compliance 

with the legal requirements, Lenovo involves in all key aspects of CSR: environment, human 

rights, labor, anti-corruption and society. 

Being a manufacturing company, Lenovo significantly considers about the environmental 

responsibility. This principle commits in all aspects of business: energy consumption, design of 

products, production process and supplier choice. In 2011, Lenovo joined 40 projects of energy 

efficiency, using recycle plastic, minimizing carbon footprint and waste and building partnership 

with company who follow sustainable requirements and meet ISO 9001 and ISO 14001 standard. 

Lenovo attempts to meet and exceed aplicable environmental requirements. 

Towards employees, Lenovo fully concerns about their wealth and health. It provides 

employees a safe and healthy workplace and gives them good compensation package. Female 

employees’ right is significantly appreciated. Lenovo established WILL (Women in Lenovo 

Leadership), sponsors for Women’s forum for the Economy and Society to address the priority to 

woman’s contribution to the company. Besides, Lenovo implements Anti-Bribery and Anti-

Corruption Policy to give equal right in company. 

In regard to society, Lenovo has annually committed about 1% of pretax income to global 

social investment programs. The amount of cash contribution for global relief effort globally in 

2009 reach to US$2.993 million and US$2.150 million in 20174. Additionally, Lenovo donates 

equipment and support education for poor communities. All of these CSR activities are 

undertaken by the whole enterprise with the remarkable contribution of employees. Customers 

are also encouraged to join Lenovo’s CSR programs. 

3.1.2. Nokia 

Nokia Corporation is a manufacturer and distributor of mobile phones and network 

technologies. It was established in 1865 in Finland. Nokia acknowledges its responsibilities 

throughout all the value chain: from sourcing to product designs, manufacturing, logistics, 

recycling, communications, employee well-being, business partnerships, community 

involvement and social investments.  

For environment issue, Nokia uses various methods to lessen the bad impact. It makes the 

designs of products and service to have minimum adverse impacts and maximum postitive 

impact to customer and environment; improves productivity and efficiency; reduces carbon 

emissions, switches to use renewable energy and recycling material. Nokia has set up recycle 

                                                 
4 Lenovo annual report (2011, 2017) 
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points to collect old devices for recycling. To emphasize the deeply effort to reduce adverse 

effect on environment, Nokia decides to contract only with suppliers who have Environemental 

Management Systmes (EMS) in place or are certified by ISO 14001 which show that they are 

standardized with rigorous health and safety, environmental and labor standards. It joins the 

Global e-Sustainability Initiative, and the Electronic Industry Citizenship Coalition to engage in 

CSR activities. 

Human rights policies of Nokia compass towards all employees, customers, communities 

and suppliers. With labor force, it provides a decent working condition and training programs to 

increase qualification. For lay-off employees, Nokia creates “Bridge program” which aims to re-

employ them, help them find a new job, support funds or knowledge to start a new business. 

Nokia is collaborating with Oxfam through OpenIDEO to explore how mobile technologies can 

be used to improve maternal health in low-income countries. Relate to human rights, corruption 

also is one of issues to be mentioned. To reduce organization’s corruption, Lenovo’s employees 

are all trained about anti-corruption policy. 

For society, Nokia also builds partnership with reputable local and global charities to do 

phylanthropy such as giving donations and support for disaster relief projects. Nokia Helping 

Hands is Nokia’s responsibility to community where it operates in.  

3.1.3. Banco do Brasil 

With 100,622 staffs, Banco Do Brasil (BB) is the leader in Brazil banking industry and the 

Latin America’s largest financial institution. Like other companies, BB concerns many aspects 

of CSR including human rights, labor rights, environment and the combating of corruption . 

BB participates in various programs as the tactics to build a good employees relationship. 

It spent millions of dollars to improve employees’ qualifications and be responsible with retired 

employees. BB shows its great responsibility for the health of employees. It runs various 

programs to improve employee’s physical as well mental condition such as the program for 

Quality of Life at work on the purpose of reducing stress for employees, Program for Smoking 

Control to reduct pecentage of smoker. Since 2003, medical examination for all employees has 

been conducted annually. Furthermore, it has Program for Assistance for Victims of Assualt and 

Kidnaping to provide immediate medical psychological, legal and security assistance to 

employees who were victims of attatcks against the bank’s property. 

 BB also takes part in many projects promoting the rights of human. In 2005 it joined “the 

Pact for the Combating of Slave labor” to dignify and modernize labor relations. Since 2007, it has 

become follower of “the Gender Equality Program” and “the Women’s Empowerment Principles” 

to promote gender equity in organization. Female employees have six months maternity leave. 

Besides, BB has program to restrict corruption in business. It runs Internal Ombudsman Service to 

investigate the performance of all employees as well the top managers. This programs show BB 

attentiveness towards the transparent management and the fairness in company.  

For environmental issues, BB has participated in Carbon Disclosure Project (2005), 

Caring for Climate, Brazilian GHG Protocol Program (2008), UN Program for the 
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Environment and World Business Council (2009) to increase capability of managing 

greenhouse gas emission and climate change. Inside company, BB has Brazil Water program, 

an eco-efficiency program of saving water, energy and paper. Relating to environmental 

matter, BB set necessary requirement and condition for the projects it supports: Projects must 

have environmental license. BB specially shows the favour to finance projects that relates to 

environmental preservation or social inclusion. 

In addition, BB has assisted communities that it operates in. It invested in sports and 

culture events to create more jobs for local people, generate wealth and incomes for communities 

to achieve economic and social development goals. It established Funds for Infancy and 

Adolescence (FIA), offers medical- hospital assistance and profesional for child and adolescents 

from low-income backgrounds, assits young people in community via Program Appendice 

Adolescence, provides students grants, travel vouchers, food vouchers, remunerated leave. BB 

Apprentice program also supports victims of climatic disaters. BB encourages all employees to 

commit in social activities and volunteer programs. 

3.2. CSR Comparison and Contrast 

Nokia, Lenovo and Banco Do Brasil are active players in doing CSR strategy. Obviously, 

three companies have taken part in various issues of CSR and involved in all key CSR issues 

including: environment, employee relationship, human rights, corruption and society. To some 

extent, the methods they involve in CSR have some common points. For example, they partner 

with a lot of organizations, both local and international group to contribute in rescue disaster 

sufferers. They all set standards for their partners to enhance their CSR plans. Nevertheless, they 

differently focus on specific issues of CSR. 

3.2.1. Financial Company versus Manufacturing Company 

CSR activity is driven by company’s stakeholders, and then the focus of CSR program 

must follow their desire. The service sector’s primary shareholder groups are customers and 

employees. Therefore, the focus of CSR in BB, financial company, must focus on customer and 

employees’ relation. In fact, BB shows its priority place in “strengthen relationship with 

customers and strengthen bonds between bank and employees”. With continuous efforts, 70% of 

employees satisfy with working in BB. Happy employees create happy customers, thus BB is 

able to retain existing customers and attract the new ones. Furthermore, BB seriously runs 

Internal Ombudsman Service to raise the fairness of employees as well as customers as oppose to 

Nokia and Lenovo – only setting policy. 

In manufacturing firms, the primary shareholders are customers and environment. So, 

besides consideration of customer, Lenovo and Nokia put a heavy investment in 

environment programs to promote energy efficiency and moderate carbon emission from 

production process. Their business directly affect environment, so they need to cure 

environment to get the sympathy of public. In addition, these initiatives do not only 

generate intangible assets like reputational capital, corporate culture, legitimacy or loyalty 

like in service sector, they also bring tangible benefit to company. Energy efficiency 
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projects helped Lenovo save 20 % electricity from 2010 to 2011. On the other hand, the 

way that service company like BB can do to protect environment mainly is to support 

finance for environmental preservation projects. 

In sum, the application of CSR activities across firms is not similar. For the financial 

sector, BB focuses more on human right and labor force. Nokia and Lenovo – manufacturing 

firms- highlight more about environmental issue. 

3.2.2. Emerging Market Based Company versus Advanced Market Based Company 

Not only CSR initiative differs in different industries, it also varies from nation to nation. 

Lenovo and BB are from BRIC countries (Brazil and China) and Nokia is from Finland – a 

developed Europe country. Their home markets have different characters which also decide the 

nature of CSR within these companies. 

BB and Lenovo home country is developing countries where the average capita income is 

low5.Their employees and customers need to be supported from the basic needs such as food, 

medical care, etc. Nokia is based at the advanced economies where the local has a high living 

standard. Thus, Nokia CSR program seems to have the higher level support. For example the 

MoMaths Program support people to use high tech to study math better. It is not at the basic 

level of literacy, writing and reading, like what BB does for society. Also, it has program that 

uses high technology to improve understanding of health rather than free medical examination. 

Because of the market difference, BB and Lenovo tend to engage in CSR activities in the 

scale of home country in China and Brazil. There are still a lot of poor communities and starving 

people who need to be supported first. Lenovo and BB need to strengthen the home countries first 

before going to help foreign communities. On the contrary, Nokia tends to put more priority to 

global poor communities where people need more help than Finnish. The MoMaths Program was 

run in South Africa first before it was implemented in Finland. To do CSR globally, Nokia has 

joined in many NGOs (Non-Government Organizations) to help the poor people have better life. 

What is more, the developed countries have deeply concern about the environment and 

sustainability. Nokia said: “Sustainability is our way of doing business”. Even Nokia suffered a 

heavy loss of profit (in 2011), it still engaged enthusiastically in CSR activities. But for 

developing countries, they focus on three factors which are called as triple bottom line: 

economic, environment and social. Besides the environment, Lenovo and BB concern about the 

economic growth and social development. 

In short, there are various issues of CSR. Companies differ substantially in the amount of 

investment in different CSR issues basing on their business feature and financial power. Lenovo 

and BB seem to be still at the level 2: CSR 2.0 while Nokia is heading CSR 3.0 which is globally 

engagement. 

 

                                                 
5 GNI per capita is US$45,050 in Finland; US$8,250 in China and US$8,840 in Brazil (Worldbank data: 

https://data.worldbank.org/indicator/NY.GNP.PCAP.CD) 
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4. Conclusion 

Traditionally, companies were valued mostly based on their financial performance, higher 

rank was given to business that provided greater margins financially. But in the new era, the 

success of the enterprise is measured by its contribution to society. Companies need to show 

their stakeholders the good things that they can do. Engaging in CSR not only brings salvation to 

society but also helps company gain benefit from saving cost, good reputation, possessing 

qualified workforce and loyal customer. Patently, if innovation is an important trend in the 

business world nowadays, then applying CSR is one of the most innovative strategies. In the 

future, CSR will be the golden rule that all business must do. 

Another noteworthy conclusion is different companies within different business area and in 

different environment will have distinction in their CSR initiative. Manufacturing firms concerns 

more about environment than financial company, and advanced based company tends to engage 

in global CSR than emerging market based company. This is shown in CSR activities in three 

cases of Lenovo, Nokia and Banco do Brasil. 
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Abstract: Industry 4.0 has created many opportunities and challenges for startup in order 

to improve business efficiency, promote the start-up process strongly in Vietnam recently. The 

paper focuses on the strengths, weaknesses, opportunities and challenges for Vietnamese start-up 

in the context of Industry 4.0 by using SWOT model. As a result, it finds some important reasons 

to explain why Vietnam start-up is not really effective. The reasons are an unsuitable start-up 

ecosystem, the lack of legal system, the weakness of startup’s competitiveness, the lack of capital 

and innovative ideas and the misuse of strengths of Industry 4.0… In that context, the government 

needs to build a suitable startup ecosystem, create a stable macroeconomic environment, support 

startups so that they can access to capital easily. And the government has mechanisms and 

policies to help startup enterprises to enhance innovation in the direction of developing digital 

technology. 

Keywords: Industry 4.0, Startup, Startup enterprises (Startups) 

 

1. Introduction 

Industry 4.0 has been formed on the basis of Industry 3.0. Digital technology with 

computer hardware, software and network becomes more and more complex, more connective. 

So this transforms our society and global economy. It is a trend that combines real and virtual 

systems, Internet of Thing (IoT) and Internet of System (IoS). In Revolution 4.0, "smart 

products" are attached sensors which show tell machinery what they need to be operated. Smart 

devices work together over a wireless network or through the cloud based storage. Industry 4.0’s 

characteristic is that the initial investment may not be large, but the profit is high, this will be 

good for startups because they usually do not have much capital. This will be one of the major 

advantages for startups in the future. In Vietnam, promoting start-ups is considered a main in 

developing economy and it is also the means to implement three strategic breakthroughs, they 

are: institutions, infrastructure and human resources. We have more and more programs, 

seminars, workshops about start-up. Many policies, laws and incentive programs have been 

builted and issued. Promoting start-up in Vietnam is contributing to the prosperity of the 
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economy, the progress of society. The paper will focus on evaluating the current status of 

Vietnamese start-up, using the SWOT analysis model to assess the strengths, weaknesses, 

opportunities and challenges, in order to give solutions to accelerate the growth of start-up more 

powerfully and effectively in the context of Industry 4.0. 

2. Theoretical framework and Methods 

Startup is the process of creating different value on the basis of investing time and effort, 

assessing the social, psychological and financial risks to bring satisfaction to the individuals 

(Bowen và Hirisch, 1986). A startup is a young company that is just beginning to develop. 

Startups are usually small and initially financed and operated by a handful of founders or one 

individual. These companies offer a product or service that is not currently being offered 

elsewhere in the market, or that the founders believe is being offered in an inferior manner (Amy 

Fontinelle, 2017). A startup is a company working to solve a problem where the solution is not 

obvious and success is not guaranteed (Neil Blumenthal, 2013). And startup is early stage in the 

life cycle of an enterprise where the entrepreneur moves from the idea stage to securing 

financing, laying down the basis structure of the business, and initiating operations or trading 

(businessdictionary). Over the past few years, the term "start-up" has appeared more and more in 

the mass media, on policy forums or academic forums. Now, when we talk about startups, they 

are aimed at "startups” - Enterprises are expected to develop strongly by technology or 

breakthrough by innovation. However, starting a business is the act of starting a career and the 

most common way is to set up a business in a certain field.  

To assess the current status of Vietnam's start-up in the context of Industry 4.0 and find out 

solutions to promote start-up in Vietnam, the paper uses the group of basic research methods as 

descriptive statistics method, synthetic analytical method, comparative method and SWOT 

analysis model: 

- Descriptive statistics method are used to collect, summarize, and present data of 

Vietnam’s start-up in the context of Industry 4.0 and give some solutions for the development of 

Vietnam’s start-up. During the research process, the paper used data systems from some sources: 

annual statistical yearbook of the General Statistics Office, Report of ministries, papers on retail 

model… 

- Synthetic analytical method used in theoretical research and complete this paper. Results 

from the collection of information are used to analyze, evaluate the advantages, limitations of the 

current status of Vietnam's start-up in the context of Industry 4.0. Based on these results, the 

paper proposes solutions to develop Vietnam's start-up. 

- Comparative method is used to look at the advantages and disadvantages of the current 

status of Vietnam's start-up in the context of Industry 4.0. This method is also used to clarify the 

changes in space and time, the conditions as well as the characteristics, advantages of the current 

status of Vietnam's start-up in the context of Industry 4.0. 

- SWOT analysis model, this method is used to synthesize elements from the inside and 

outside elements of the research object. The SWOT model is an useful tool which helps us analyse 
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the current status of Vietnamese start

opportunities and the challenges that Vietnam has to face in the context of Industry 4.0.

be a useful analysis to assess the current status of the start

for solutions to develop start-up in Vietnam in the context of the Industry 4.0

3. Results and Discussion 

3.1. The current status of Vietnames

3.1.1. The number of startup enterprises (startups)

Since 2000, Vietnamese startups has gone through three stages. Successful startups in the 

first stage: Vatgia, Socbay... In the first

Because startup’s communications have not developed and leaders in the field have not proved 

the potential for success. At present, Vietnam's startups is in the third

startups have reached out to international playgrounds and gained so

report of business registration of the Ministry of Planning and Investment, there are 14,451 new 

startups were established with the capital 152.558 trillions VND, up 3.9% in volume and 35% in 

registered capital compared to the same

the year for startups. Form 2017 to 2020, this period is considered the golden age for start

with the establishment of startup enterprises. The main form is self

(households). 
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Figure 2. Growth rate of startup business sector in 2015 
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employees, and only 7% have more than 50 employees [VCCI survey, 2016]. Few of start

businesses take part in import-export activities, most of them serve in domestic market. 

In term of efficiency, the recent statistics reflect an unpleasant situation that most of 

Vietnamese startups were failed. Only 3% Vietnamese startups are successful, it means that one 

of their criteria are met: valued at $ 10 millions or more; revenues from $ 2 millions; has more 

than 100 employees; at good prices to sale [VCCI survey, 2016]. Acc

results, owner of successful startups: 78% are employed or owners failed in the previous two 

companies, 45% of them studied or worked abroad companies before they return to home. The 

average startup time is 5.7 years to success and it

has hundreds of millions dollars, 100% of them are learned and localized from similar abroad 

models that were successful.  

Figure 3. Business activities efficiency of startup enterprises in 2016

The figure shows that the number of newly established enterprises is equal to the number 

of dissolved enterprises in Vietnam. In 2013, the number of new enterprises increased 10.1%  
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Economic Forum in 2016, Vietnam is considered a stable macroeconomy and Viet nam’s 

National Competitiveness Index is 4.7 [Le Duy Binh, 2017]. In 2017, the legal corridor to 

support innovative entrepreneurship has also been improved when Congress adopts Technology 

Transfer Law, Small and Medium Enterprise Support Law. In this laws, there are many new 

regulations that support creative start-up. The number of venture capital funds and individual 

investors is higher.  

Secondly, the start-up movement received strong support from the Government, ministries 

and social organizations. At present, the start-up movement is developing strongly and 

spreading to individuals in communities in Vietnam. At the Young Entrepreneurship Forum in 

2017, Vietnam is the top position in Start up Spirit Index in the world. A survey of Startup Spirit 

was carried out in 45 countries with 50,861 respondents was sponsored by the Amway Group, 

Technische Universitat Munchen (TUM) and GFK market research firm. According to this 

report, Vietnam is the second about Positive startup attitude. This will be a strength for 

Vietnamese start-up. 

Thirdly, Vietnam is being considered as a potential market for enterprises, especially 

technology startups. The world is witness the transformation of businesses in digitalizing 

enterprises. In developed countries such as Singapore, more than 60% of total payment 

transactions are without cash. As reported by the Ministry of Planning and Investment, in 2017, 

Vietnam has nearly 210 websites with operation related to e-commerce. E-commerce turnover in 

2017 reached about 2.08 billions USD with 20% growth rate per year. The revenue of Vietnam's 

online advertising market in 2017 is about 76 millions USD, 36% of the total online advertising 

revenue were made through mobile phones. Specially, Vietnam has a very high rate of using 

smart phones, it is at over 80% in big cities and over 60% in rural areas. This is the initial basis 

for enterprises to take advantages and give solutions to encourage people increasing the demand 

for products. These figures show that digital consumption is driving business to transform digital 

models. This is a great opportunity for startups if they know how to fill the market gap for 

development in the context of Industry 4.0. 

3.2.2. Weakness 

Firstly, the legal system and administrative barriers. Government Resolution No.19 and 

Government Resolution No.35 are stepping up reforms in Vietnam's business environment. 

Reforms in many sectors continue to take place. However, the moves are slow and do not meet 

the startup’s expectations. There are still many bureaucratic administrative procedures, hidden 

fees in the regulations, complicated procedures that make business environment unfavorable for 

startups. In addition, there are still many barriers in terms of business conditions, licenses, 

withdrawing capital... This makes investors reluctant to invest in Vietnam. According to 

statistics in 2016, the total investment in startups in Southeast Asia is about 1.5 billions USD. 

However, this figure in Vietnam is less than 100 million USD. 80% of the money is invested in 

Indonesia and Singapore because of their supporting startup policies and attracting capital 

policies [Luu Gia Binh, 2017]. In the next time, it is necessary to construct a suitable legal 

barrier and start-up ecosystem to support startups in the new context. 
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Secondly, the start-up education system. Start-up education is not focused properly. The 

two major constraints of the current education system are: Start-up education in universities has 

not paid much attention; training programs on start-up are not unrealistic, lack of practicality. 

Many students do not have opportunities to meet successful entrepreneurs when the students 

were in school to learn and share. Therefore, they can not find the right path for themselves. 

Thirdly, the start-up’s weakness  

-  The biggest barrier is English language. Many potential foreign investors have difficulty 

in communicating and understanding products and services of startup. Vietnam Startups are 

losing their opportunities to foreign startups due to poor English ability, inconfidence in 

communicating in foreign languages. In the context of regional and world integration, Industry 

4.0 links nations closer together, this lack of basic skills is reduce the chances of accessing 

foreign investors and thus, reducing their competitiveness. 

- Start-up enterprises are lack and weak about basic knowledge and legal knowledge. This 

is a hindrance to the success of startups. They are not good at financial knowledge while 

investors need a realistic business potential to make decisions on their investment. They are not 

good at  legal knowledge so they are entangled in many issues such as lack of consideration of 

the type of company when established, no protection of intellectual property.  

- Most of startups are in need of capital. The number of startups is increasing while the 

fund is dwindling. Besides, the investors also expect startup’s development to a certain level and 

then put capital into so Start-up enterprises have to compete aggressively for capital. 

- Enterprises have difficulty in branding. Many startups have new products, good quality, 

meet the need of consumers but they still have to close. Because the cost of marketing 

(television, radio, newspapers, radio, etc.) is very expensive. In addition, time and place 

restrictions affect negatively the choice of target customers, gather feedback, in-store survey. 

3.2.3. Opportunities for Vietnam startups  

In the context of  Industry 4.0, Vietnam has achieved initial success in start-up and has a 

younger and more active start-up generation. In addition to the advantage of technology boom, 

market opening, open management thinking, this startup generation also has the advantage of 

market when Vietnam opened widely into the world economy through a series of trade 

agreement from Asia to Europe. And they have more opportunities when the Internet, 

Smartphone booms in with the development of e-commerce. There are many successful startups 

such as Flappy Bird, Foody.vn, Haravan, Fibo... This has made Vietnam a bright spot in the 

technology start-up movement. Vietnam is a potential market for digital startup businesses. As 

reported by Vibiz, up to 2017, Vietnam has nearly 210 websites with content related to e-

commerce. E-commerce retail sales in 2017 reached about 2.08 billions USD with the growth 

rate about 20% per year. The report also said that the revenue of Vietnam's online advertising 

market in 2017 is about $ 76 million, in which 36% of online advertising market revenue is 

generated via mobile phones. These figures show that digital consumption is driving the business 

to convert digital models. This is also a great opportunity for startups if you know how to grasp 
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the market needs to grow. Thus, the main opportunity of startups is to grasp the market’s need to 

deploy the business plan. Vietnam has a very high penetration rate of smart phones, 80% in big 

cities and over 60% in rural areas. However, this is only the initial basic, the important thing is 

that businesses need to take this advantage, offer solutions to encourage people to increase the 

demand for their products. 

3.2.4. Challenges for Vietnam startups  

According to the general assessment, the startup is still facing many difficulties. Because 

most of startups are often young, the financial resources are not many, the staff are not 

professional. Therefore, startups businesses are confused in the knowledge of administrative 

procedures, legal ... So Vietnamese market has very favorable opportunities for startups, but it is 

also difficult to orient, share practical experience from successful domestic and foreign startup 

companies. In other words, encouraging start-up spirit needs for more specific guidance and 

support such as: Offer ideas or projects to support capital, navigate young people to do and 

enable them to try their best. Thus, in the context of Industry 4.0, the biggest challenge for 

Vietnam to encourage startups is establishing a start-up ecosystem. At present, among these 

institutions, the government has a great influence on the development of start-up ecosystem. 

Over the past 10 years, the Vietnamese government has made an effort to upgrade the the 

start-up ecosystem. For example, the launching of R & D form of public and private 

organizations, such as the National Science and Technology Development Fund (NAFOSTED) 

or the National Technological Innovation Fund (NATIF). This contributes to form of new 

businesses that might be applied research results. However, the development of the start-up 

ecosystem in Vietnam is still facing many difficulties. Firstly, the legal acts still refer mainly to 

enterprises in general, while regulations for startups (especially creative start-up) are quite poor 

absent. For example, venture capital funds - a new investment form in Vietnam do not have 

specific legal regulations. In addition, the legal mechanisms for recognizing the monetary value 

of intangible assets in a capital contribution, the mortgage loans or the protection of intellectual 

property rights for startups should be more specific.  

Another sector which the government needs to pay attention to developing a startup 

ecosystem is start-up’s finance. Most of start-up businesses have difficulty in accessing loan 

because the procedure is too complicated or they do not know bank’s requirement clearly. 

According to the VCCI and USAID provincial survey on enterprise’s competitiveness index 

conducted during the last 11 years shows that accessing to capital is always a top problem for 

startups. According to the results of the PCI survey in 2015, 35% of new startups which 

established within 3 years have loans from banks, while this figure for enterprises with the 

establishment time of more than 3 years is 53%. At the same time, the role of local governments 

for promoting start-up ecosystems also needs to be improved. At present, many local authorities 

do not have policies to improve the business environment to create favorable conditions for 

small and medium enterprises. Therefore, in order to build a good start-up ecosystem, local 

authorities must also take part and have detailed solutions with experts and the entrepreneurial 

community. 
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4. Some solutions to accelerate Vietnam’s start-up in the context of Industry 4.0 

First, promote Industry 4.0 and increase the access to science and technology of startups. 

This Industry is characterized by a combination of technologies that blur the boundaries 

between physics, digitization and biology. This is a trend that combines real and virtual systems, 

Internet of Thing (IoT) and Internet connection systems (IoS). Industry 4.0 is not only about the 

machines, intelligent systems and connection, but also it has a much broader scope. At the same 

time, there are waves of further breakthroughs in different areas from gene sequence coding to 

nanotechnology, from renewable energy to quantum computing. Industrial 4.0 is the fusion of 

these technologies and their interaction in the fields of physics, digital and biology. 

Second, focus on start-up education. 

Human resource quality is one of the key elements of startups. Therefore, we need to focus 

to the start-up programs in tertiary education. Training programs should be consistent with the 

startup content, ensure the specificity and system. It should provides students with the 

knowledge of corporate governance and other soft skills to develop their startup ideas after 

graduation. Universities and training institutions need to re-evaluate the effectiveness of current 

curricula related to startups, including assessments based on student’s feedback. Schools should 

organize events that invite business leaders, experts to talk to students, or even invite them to 

participate directly in teaching students, instruct students to participate their projects.  

Third, build an suitable ecosystem and supportive start-up institutions. 

The start-ups ecosystem includes the participation of various stakeholders and institutions. 

It implements three functional groups: (i) start-up functions (such as newly established startups), 

(ii) support functions (eg, government, universities, research institutes, expert advisors); and (iii) 

investment functions (via venture capital funds, angel investors, business promotion 

organizations). The interaction between stakeholders in the start-up ecosystem is extremely 

important to the development of startups. In these institutions, the government has a great 

influence on the development of start-up ecosystem. The government needs to review add 

regulations for startups support. We need display venture capital funds and have specific legal 

regulations for the fund to operate effectively. We need to enact the Law on Small Business 

Support, legal mechanisms for recognizing the monetary value of intangible assets in the capital 

contribution to establish the company, the mortgage loans or to protect intellectual property 

rights. It should be more specific regulation for start-up businesses. 

Fourth, improve the financial accessibility of start-up enterprises, improve competitive 

power of start-up enterprises. 

Establish channels to provide financial funds for start-ups such as loans from families, 

commercial banks, private equity or through angel investment funds and venture capital funds. 

Create mechanisms for start-up enterprises to prove easily the conditions to access these 

investment funds. In addition, the government should focus to financing of start-ups. Most of 

startups find difficulty in accessing bank credit due to complicated procedures or lack of collater 
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which was required by the bank. Therefore, it is necessary to review the procedure of bank loan, 

make it easier for startups to access business capital. 

Fifth, maintain a stable macroeconomic environment, guarantee the business freedom for 

startups. 

A stable macroeconomic environment will nurture the expectations and determination of 

the people to start a business. This requires the government to formulate and implement effective 

macroeconomic policies that can manage the economy in a tactful and careful manner to help the 

economy not to fall into instability. It is difficult to imagine that the enthusiasm of the people, of 

young people will remain in an economy with high inflation rate, the bank interest rate is higher 

than the average profit, high rate public debt, unstable exchange rate and high budget deficits. 

The stability of the macroeconomy makes startups believe in the long-term future and be 

reluctant bet bigger in that future. 
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Abstract: Supply chain collaboration in logistics inferred the partnership process in which 

firms on supply chains involved in joint action in terms of planning and executing logistics 

activities in order to leverage their partner’s advantages, and better performance (Aharonovitz et 

al, 2018; Vieira et al, 2015; Fawcett et al., 2012; Cao & Zhang, 2011). The prominent objective 

of this research is to estimate the level of collaboration among Danang enterprise. This study 

utilized the pilot study method, then conduct the data gathering and data analysis on 32 

managers from 29 enterprises in Danang.  The findings illustrated the supply chain collaboration 

in logistics was significantly high in many aspects but reversely minor in terms of confidential 

information sharing and inventory co-management. Further discussions and limitation have been 

mentioned. 

Keywords: Supply Chain Collaboration, Supply Chain Collaboration in Logistics. 

 

1. Introduction 

In this newly competitive environment, firms are no longer able to compete as an 

individual, and are required for continuously searching for collaboration with other business 

entities to ascertain their survivability (Fawcett et al., 2012; Cao & Zhang, 2011). Collaboration 

or supply chain collaboration in specific is generally acknowledged as the foundation to acquire 

the advantages of other supply chain actors which in turn deliver better outcomes (Raue and 

Wieland, 2015, Lejeune and Yakova, 2005). Supply chain collaboration in logistics includes the 

joint action in planning and implementing to achieve the mutual objectives and benefits (Vieira 

et al, 2015; Cao & Zhang, 2011; Simatupang and Sridharan, 2002). Supply chain collaboration in 

logistics benefits not only the large enterprises regarding economies of scale effect, transaction 

cost reduction or greater turnover from better performance (Li et al., 2015; Sheu et al, 2006); but 

also assists the smaller-size firms in terms of creating collaborative benefits which cannot be 



535 

formalized individually (Aharonovitz et al, 2018; Vieira et al, 2015), or the attainment of core 

competency over time (Mentzer et al, 2000). 

Despite the obvious advantages of collaboration, literature review uncovers myriad 

failures in reaching collaboration derived from unmet expectation with partners (Barringer and 

Harrison, 2000), conflicts from distant organizational culture (Aharonovitz et al, 2018; Vieira 

et al, 2015) or failure in aligning partner – firm’s purposes (Barratt, 2004; Vieira et al, 2009). 

In addition, it has been revealed that further clarification in terms of conceptualizing supply 

chain collaboration and enriching the empirical evidences on the values and potentials of 

collaboration, are necessary in order for practitioners to grasp the essences of collaboration and 

to utilize its potential successfully (Ramanathan & Gunasekaran, 2014; Cao & Zhang, 2011; 

Goffin et al., 2006). 

Moreover, the investigations on collaboration realm were prominently conducted in the 

context of large enterprises operated globally and originated from developed countries and 

regions as European Union, USA, Canada, or Brazilian and China, while the studies in the 

circumstances of developing countries and smaller-size companies are very scarce with the sole 

study of Nguyen & Nguyen in 2018 in the context of Vietnam small- and medium-sized 

enterprises. 

Within these circumstances, a study that focused on describing the contemporary degree of 

supply chain collaboration in logistics with the context of Danang enterprises is critical to be 

conducted as its future contributions in both practical and academic meanings. On the one hand, 

the findings would support the practical evidence on the degree of supply chain collaboration in 

logistics in developing economies. On the other hand, as a milestone for conducting the full-

scale study on searching the factors that effect on collaboration, results from this overall study 

would further supplement the literature in terms of the collaboration measurement and the 

influencing factor on collaborations in this specific circumstance. To accomplish these purposes, 

the coming parts of this paper would initially review the literature on supply chain collaboration 

in terms of definition, benefits, and barriers. Supply chain collaboration in logistics then would 

be discussed with the notices on general understandings and its conceptual framework. The 

methodology and results were followed and finalized by the conclusion that discussed briefly the 

degree of supply chain collaboration in logistics in a new context and considered the limitation 

of this study.  

2. Literature Review 

Supply Chain Collaboration 

Definition 

Literature review disclosed myriad ways of defining the supply chain collaboration 

concept and these forms were generally categorized into two main approaches including process-

centric and relationship-centric (Aharonovitz et al, 2018; Vieira et al, 2015; Cao & Zhang, 

2011). Process-centric-supported authors posited supply chain collaboration as a process in 

which supply chain actors achieved the common goals by joint action (Sheu et al., 2006; Stank et 
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al., 2001). Relationship-centric perspective assumed supply chain collaboration in forms of a 

partnership among supply chain actors in order to fulfill the mutual purposes (Bowersox et al., 

2003). Recently, numerous authors have attempted to combine these approaches in their study 

and referred supply chain collaboration as a “partnership process” and within in this combined 

perspective, firms in the supply chain gained the common objectives and benefits by jointly 

executing business activities (Nguyen & Nguyen, 2018; Cao & Zhang, 2011). 

Drivers and barriers 

Collaborative advantage has been acknowledged as the main reason for firms to execute 

supply chain collaboration (Aharonovitz et al, 2018; Cao & Zhang, 2011). On the extended 

resource-based view - RBV, supply chain collaboration would improve or even create firm’s 

competency by combining internal and external firm-specific assets or capabilities (Lavie, 2006; 

Park et al., 2004). Additionally, the relational standpoint further elaborated the conventional 

RBV that collaboration of supply chain actors might flourish the mutual benefits that incapable 

to achieve separately (Lavie, 2006; Dyer and Singh, 1998). Besides, firms also were driven to 

execute supply chain collaboration to gain benefits from  

(1) cost reduction, service quality improvement, and value-added features (Fawcett et al., 

2012) 

(2) better logistical performance (Aharonovitz et al, 2018; Vieira et al, 2015, Whipple et 

al., 2010)  

(3) transaction costs reduction (Vieira et al, 2015; Cao & Zhang, 2011) 

(4) higher contract frequency which in turn led to the production cost reduction and 

economies of scale attainment (Cao & Zhang, 2011; Bunduchi, 2008) 

While the advantages of attaining supply chain collaboration were apparently 

promising, the literature review revealed that only minor number of firms successfully and 

completely exploited the potential of supply chain collaboration (Min et al., 2005; Barratt 

and Oliveira, 2001). The reasons of failures were derived from unmet expectation between/ 

among partner (Barringer and Harrison, 2000), organizational culture (Aharonovitz et al, 

2018; Vieira et al, 2015) or failure in purpose alignment among supply chain actors (Barratt, 

2004; Vieira et al, 2009). 

many partner relationships fall short of meeting the participants’ expectations (Doz and 

Hamel, 1998; Barringer and Harrison, 2000). Few firms have truly capitalized on the potential of 

supply chain collaboration (Min et al., 2005; Barratt and Oliveira, 2001). 

Supply chain collaboration in logistics 

‘Supply chain collaboration in logistics’ in a nutshell 

Study on the collaboration in logistics has drawn the attention of both scholar and business 

practitioner because of its consequences on logistical operation including the cost reduction and 

performance improvement via partnership (Aharonovitz et al, 2018), intensifying business 
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outcome by accelerate the business cycle (Vieira et al, 2015) and attainment of market success 

(Raue and Wieland, 2015). Supply chain collaboration in logistics has been defined as a 

partnership process in which supply chain actors involved in joint actions in terms of logistics 

activities in order to achieve the mutual benefits and targets (Aharonovitz et al, 2018; Vieira et 

al, 2015; Grzybowska et al, 2014; Vieira et al, 2009; Sandberg, 2007). Supply chain 

collaboration in logistics comprised myriad forms of activities including “demand forecasting 

and planning, order processing, material handling and packaging, warehousing, inventory 

management, transportation, reverse logistics, logistic communication, and customer service” 

(Hotrawaisaya et al., 2014, cited in Aharonovitz et al, 2018, p. 287). Collaboration of the actors 

on the chain might be classified into three types of relationship including the relationship among 

(1) logistics specialized firms – firms that provided the logistical service including Logistics 

Service Providers (LSPs), carriers, and shippers (Aharonovitz et al, 2018), (2) non-logistics 

specialized firms such as manufacturers, retailers, wholesalers (Vieira et al, 2015; Vieira et al, 

2009) and (3) the logistics specialized firms and non-logistics specialized firms (Vieira et al, 

2015; Vieira et al, 2009; Sandberg, 2007). As the research objective is to clarify the degree of 

collaboration among Danang enterprises, the differences in upper mentioned types of 

collaboration would not be covered in this study.  

Elements of supply chain collaboration in logistics 

This study has inherited the essentials from the conceptual framework proposed by 

Vieira et al in the study on the Brazilian supermarket retail chain in 2009. In this study, the 

concept of collaboration was conceptualized into Strategic, Tactical and Interpersonal 

elements (Vieira et al, 2015; Vieira et al, 2009). Strategic elements implied the understandings 

of both firms on their corresponding partners in terms of difficulties & strategies; and the 

involvement of top management from both firms (Vieira et al., 2009; Min et al., 2005; Crum 

and Palmatier, 2004). Tactical element indicated the information sharing and joint actions on 

daily basis in terms of planning and implementation activities (Vieira et al., 2009; Min et al., 

2005; Crum and Palmatier, 2004). Interpersonal element referred to the degree of openness in 

communication among firms (Aharonovitz et al, 2018; Cao & Zhang, 2011; Nyaga et al., 2010; 

Min et al., 2005). 

While the essentials of the framework with triad pillars were latterly adopted in the 

myriad study (Aharonovitz et al, 2018; Vieira et al, 2015; Ramanathan & Gunasekaran, 2014), 

the components within each element especially with the interpersonal element, upraised the 

controversy. The literature review indicated the argument that trust, reciprocity, flexibility, and 

interdependence – the interpersonal components were the environmental factors that 

influenced on the status quo of collaboration rather than the concept itself (Wu, Chuang & 

Hsu, 2014; Ramanathan & Gunasekaran, 2014). In this study, the element of interpersonal was 

deliberated to be replaced by the “collaborative communication” – proposed by the study of 

Cao & Zhang in 2011 as it elaborated the intrinsic of this element in a greater way. The 

replacement was then consulted with academic experts in supply chain collaboration from 

local region university with prestige. 
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3. Methodology 

This paper implemented the initial stage of a full-scale correlation field study on searching 

the factors that influence the degree of collaboration. Within this stage, this study utilized the 

pilot study as a proper way to estimate the possibly incurred risks and associated costs. 

Pilot study 

Conducting pilot tests in prior of the full-scale research is essential in terms of (1) 

forecasting the feasible issues incurred (Viechtbauer, Smits, Kotz, Budé, Spigt, Serroyen, & 

Crutzen, 2015), (2) prior investigation on the means of measurement’s reliability (Van 

Teijlingen, Rennie, Hundley & Graham, 2001). Employing a pilot study might not completely 

assure the success of the full-scale study, but it would increase the possibility of successful 

outcomes.  

Research instrument 

Within this study, the instrument was established by inheriting essentials of the study 

conducted by Vieira et al in 2009 in Brazil and further supplemented by study of Cao & Zhang 

in 2011 in the US. The underlying reasons for this selection were that 

(1) the components within the instrument of these researches were constructed by a 

thorough literature review and verified in terms of validity and reliability by profound research 

process. 

(2) the measurement was continuously employed in many recent studies on supply chain 

collaboration with minor modification. 

(3) the instrument in form of a questionnaire was modified with suitable length in order for 

the respondents to completely accomplish the questionnaires. 

The measurement was initially recalled from the past literature review item by item, then 

consulted by the experts in both academic and practical position from university and business 

enterprise respectively. The instrument was established with 32 items using five-level Likert 

scale with 1 – strongly disagree and 5 strongly agree. Figure 1 illustrated in detail the research 

instrument employed in this study. 

Figure 1: Measurement of Supply Chain Collaboration 

  Codes Items   Codes Items 

Strategic Element 17 
TE- 

JA1 

Our firm and supply chain partners keep the 
joint involvement in logistics processes 

1 SE1 
Our firm and supply chain partners share 
knowledge about other difficulties and 
strategies 

18 
TE- 

JA2 

Our firm and supply chain partners share 
the availability of technical support 

2 SE2 
Top management of our firm and supply 
chain partners involved in logistics projects 

19 
TE- 

JA3 

Our firm and supply chain partners share 
facilities and equipment (Information 
systems, networks…) 

3 SE3 
Our firm and supply chain partners share the 
commitment in the collaboration with partner 

20 
TE- 

JA4 

Our firm and supply chain partners jointly 
involved in conferences and lectures 
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  Codes Items   Codes Items 

4 SE4 
Our firm and supply chain partners share the 
expectation to strengthen the relationship 
over time 

21 
TE- 

JA5 

Our firm and supply chain partners 
involved in joint planning of logistic budget 

5 SE5 
Our firm and supply chain partners share 
agreement on the goals of logistic 
collaborative activities (quality, time, cost) 

22 
TE- 

JA6 

Our firm and supply chain partners jointly 
plan logistic demand forecast 

6 SE6 
Our firm and supply chain partners share the 
understandings the importance of 
collaboration in logistic activities 

23 
TE- 

JA7 

Our firm and supply chain partners jointly 
involved in inventory management 

Tactical Element 24 
TE- 

JA8 

Our firm and supply chain partners jointly 
participate to solve problems 

7 
TE- 

IS1 

Our firm and supply chain partners exchange 
relevant information 

25 
TE- 

JA9 

Our firm and supply chain partners co-
develop systems to evaluate and publicize 
each other’s performance  

8 
TE- 

IS2 

Our firm and supply chain partners exchange 
timely information 

26 
TE- 

JA10 

Our firm and supply chain partners share 
the cost 

9 
TE- 

IS3 

Our firm and supply chain partners exchange 
accurate information 

27 
TE- 

JA11 

Our firm and supply chain partners share 
risks occurred in the supply chain 

10 
TE- 

IS4 

Our firm and supply chain partners exchange 
complete information 

Interpersonal Element 

11 
TE- 

IS5 

Our firm and supply chain partners exchange 
confidential information 

28 IE1 
Our firm and supply chain partners have 
frequent contacts on a regular basis 

12 
TE- 

IS6 

Our firm and supply chain partners share 
information on tracking, delivery, and 
destination data 

29 IE2 
Our firm and supply chain partners have 
open and two-way communication 

13 
TE- 

IS7 

Our firm and supply chain partners share 
information of vehicle need/availability 

30 IE3 
Our firm and supply chain partners have 
informal communication 

14 TE-IS8 
Our firm and supply chain partners share 
information in demand forecast 

31 IE4 
Our firm and supply chain partners have 
many different channels to communicate 

15 
TE- 

IS9 

Our firm and supply chain partners share 
information on the inventory information & 
policy 

32 IE5 
Our firm and supply chain partners 
influence each other’s decisions through 
discussion rather than request 

16 
TE- 

IS10 

Our firm and supply chain partners keep the 
communication openness to solve 
contingencies 

  

Modified from Vieira et al, 2015; Cao & Zhang, 2011; Vieira et al, 2009 

Sampling and Data Gathering 

The main objective was to discover the initial general understandings of the recent degree 

of collaboration among Danang enterprise, thus the study would approach as many enterprises as 

possible with no constraint. 

In addition, the literature review in business research method revealed no specific figure 

that required for the sample collection in the pilot study. Within this study, questionnaires were 

issued via email to 80 managers from the randomly selected list of 52 firms in Danang, based on 

the report of the General Statistical Office in Vietnam in 2016. The response rate was 53.75% or 

43 responses over 80 questionnaires issued, from 29 firms. The screening for missing value and 

the unpopular tokens was processed on 43 responses with 11 of these answers excluded.  
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4. Results 

Sample description 

The sample was described on the criterion including the firm's sector, the size of the firms. 

Regarding the size of the firms, 44.83% of the sample was small size, 31% was medium size and 

the rest of the sample – was large enterprises. In terms of sectors, there were 19 firms from the 

service sector, 7 manufacturers and 3 agricultural enterprises. 

Strategic element 

In terms of strategic element, 87.5% of responses suggested that their firms shared the 

“Agreement on the goals of logistic collaborative activities (quality, time, cost)” with their 

partners. Over three fourth of the managers in the survey advised that their firms committed 

themselves in collaborating with their partners and expected the long-term relationship in 

operation. Over 65% of firms surveyed indicated the involvement of top management in logistics 

project and the understandings about the role of collaboration in logistics. Of the managers in the 

survey, less than half of the responses demonstrate the knowledge about their partner's 

difficulties and strategies.  

Table 1: Descriptive Analysis on Strategic Element 

  Items Mean 
Standard 
Deviation 

Strongly 
Agree 

Agree 
Neither 

Agree or 
Disagree 

Disagree 
Strongly 
Disagree 

1 SE1 3.13 1.52 28.13% 18.75% 6.25% 31.25% 15.63% 

2 SE2 3.88 1.26 43.75% 21.88% 18.75% 9.38% 6.25% 

3 SE3 4.06 1.32 56.25% 18.75% 6.25% 12.50% 6.25% 

4 SE4 4.28 1.02 59.38% 18.75% 12.50% 9.38% 0.00% 

5 SE5 4.59 0.87 78.13% 9.38% 6.25% 6.25% 0.00% 

6 SE6 3.88 1.16 37.50% 28.13% 25.00% 3.13% 6.25% 

Tactical element 

Information sharing component 

In cases of information sharing component, over 87% of respondents indicated that their 

enterprises exchange information with their collaborators on a relevant, timely, accurate and 

complete basis.  Only 9.38% of firms surveyed, illustrated the sharing of confidential 

information. Firms in the survey shared the information on “tracking, delivery & destination 

data”, “the contingencies in logistics” “vehicle need/ availability”, “demand forecast”, with 

their partners with 96.88%, 87.5%, 62.5% and 65.63% respectively. Information on inventory 

and related policy was minor in comparison with other types of shared information with less 

than 22%. 
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Table 2: Descriptive Analysis of Tactical Element – Information Sharing  

  Items Mean 
Standard 
Deviation 

Strongly 
Agree 

Agree 
Neither 

Agree or 
Disagree 

Disagree 
Strongly 
Disagree 

    (5) (4) (3) (2) (1) 

1 TE-IS1 4.75 0.51 78.13% 18.75% 3.13% 0.00% 0.00% 

2 TE-IS2 4.47 0.72 56.25% 37.50% 3.13% 3.13% 0.00% 

3 TE-IS3 4.56 0.72 68.75% 18.75% 12.50% 0.00% 0.00% 

4 TE-IS4 4.56 0.80 71.88% 15.63% 9.38% 3.13% 0.00% 

5 TE-IS5 1.69 1.06 0.00% 9.38% 15.63% 9.38% 65.63% 

6 TE-IS6 4.78 0.75 87.50% 9.38% 0.00% 0.00% 3.13% 

7 TE-IS7 3.59 1.50 40.63% 21.88% 6.25% 18.75% 12.50% 

8 TE-IS8 3.63 1.60 43.75% 21.88% 9.38% 3.13% 21.88% 

9 TE-IS9 1.97 1.45 9.38% 12.50% 6.25% 9.38% 62.50% 

10 TE-IS10 4.50 1.22 81.25% 6.25% 3.13% 0.00% 9.38% 

Joint action component 

Regarding the joint action component, firms and their partners illustrated the joint 

participation in logistics operation and problem-solving with 71.88% and 68.75% consecutively. 

In deliberation with upper mentioned joint activities, the other types of participation were 

remarkably lower. Of the enterprises investigated, less than 16% of responses indicated the 

“sharing facilities & equipment” and “involvement in inventory management”. Only 18.75% of 

firm surveyed, recorded the involvement in training and budget planning, while 28.13% of the 

respondents notified the joint action of co-developing the means of performance evaluation. In 

addition, “joint planning of logistic demand forecast”, sharing cost & risk, and joint support in 

technical issues were employed by 50%, 46.88%, and 43.75% respectively of firms surveyed 

with their partners.  

Table 3: Descriptive Analysis on Tactical Element - Joint Action 

  Items Mean 
Standard 
Deviation 

Strongly 
Agree 

Agree 
Neither 

Agree or 
Disagree 

Disagree 
Strongly 
Disagree 

1 TE-JA1 3.88 1.41 46.88% 25.00% 9.38% 6.25% 12.50% 

2 TE-JA2 2.69 1.62 15.63% 28.13% 6.25% 9.38% 40.63% 

3 TE-JA3 1.72 1.33 6.25% 9.38% 9.38% 0.00% 75.00% 

4 TE-JA4 1.94 1.50 15.63% 3.13% 3.13% 15.63% 62.50% 

5 TE-JA5 2.13 1.48 15.63% 3.13% 9.38% 21.88% 50.00% 

6 TE-JA6 2.75 1.70 18.75% 31.25% 0.00% 6.25% 43.75% 

7 TE-JA7 1.75 1.39 12.50% 3.13% 0.00% 15.63% 68.75% 

8 TE-JA8 3.69 1.77 56.25% 12.50% 3.13% 0.00% 28.13% 

9 TE-JA9 2.63 1.60 25.00% 3.13% 15.63% 21.88% 34.38% 

10 TE-JA10 3.34 1.47 34.38% 12.50% 18.75% 21.88% 12.50% 

11 TE-JA11 3.22 1.58 34.38% 12.50% 12.50% 21.88% 18.75% 
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Interpersonal Element 

In terms of interpersonal element, less than a third of firms in the survey responded the 

informal communication with their partner, while another formal form of communication with 

their partners was significantly employed by more than 80% of firms investigated. Additionally, 

firm in the sample and their partners recorded a significant degree of "frequent contact" and 

"two-way communication" with 68.75% and 90.63% respectively. 68.75% of firms in the study 

also indicated the discussion approach in influencing their partner. 

Table 4: Descriptive Analysis on Interpersonal Element 

  Items Mean 
Standard 
Deviation 

Strongly 
Agree 

Agree 
Neither 

Agree or 
Disagree 

Disagree 
Strongly 
Disagree 

28 IE1 4.03 1.20 50.00% 18.75% 21.88% 3.13% 6.25% 

29 IE2 4.44 0.76 56.25% 34.38% 6.25% 3.13% 0.00% 

30 IE3 2.81 1.35 12.50% 18.75% 31.25% 12.50% 25.00% 

31 IE4 4.28 0.85 50.00% 31.25% 15.63% 3.13% 0.00% 

32 IE5 3.69 1.49 40.63% 28.13% 6.25% 9.38% 15.63% 

5. Conclusions 

Discussion 

Regarding the strategic collaboration aspect, firms in the study have their shared 

understandings on the importance of collaboration in logistics as well as somewhat initiation of 

activities on the strategic level such as the involvement of top management in establishing the 

common goals and collaborative project. However, the acknowledgment on each other 

difficulties and the orientation of future growth was not as significant as it should be. The 

empirical evidence suggested that trust, reciprocity which resulted in the higher degree of 

collaboration (Aharonovitz et al, 2018) was preceded by the mutual understanding on partner’s 

difficulties and strategies (Vieira et al., 2015). 

In terms of tactical element, while the information sharing among supply chain actors were 

significantly distinguished (excluded the confidential information), the joint actions of firms 

surveyed were recorded with a relatively lower degree, especially in cases of inventory 

management and sharing facilities & equipment. Concerning the interpersonal element, it has 

been revealed that firms in the research maintained a significantly high degree of formal 

communication with their supply chain partner with the openness, two – way conversation via 

channels with myriad alternatives. However, the informal communication was not put in the 

concentration by firms surveyed. 

Limitations 

This study was inherited the essential of framework employed by previous researches in 

the context of developed economies, with larger firm’s size. Additionally, although the 

framework in this study was partially modified in terms of interpersonal element and was 
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assured by reviewing the literature and in-depth discussions with academic experts in the field, 

the validity, and reliability of the instrument should be deliberated with a cautious process in 

order to successfully accomplished in the full-scale study. 

In this study, the discussion on supply chain collaboration in logistics was limited 

regarding the depth of collaborative relationship among supply chain actors as each type of 

relationship would be realized in a different context of activities, which in turns required 

different ways to estimate the collaboration. 
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Abstract: This study aims to present the results of the factors influencing organizational 

commitment among pharmacists in the context of organizations in Vietnam. Based on  the 

primary data sample collected from 300 pharmacists in professional organizations (universities, 

hospitals, pharmaceutical companies, drug store chains), the results show that organizational 

commitment is significantly dependent on perceived job satisfaction and leadership styles by 

pharmacists. The predictors of organizational commitment among pharmacists in organizations 

were significant differences. Human resource management system of each organization must be 

aware of different predictors that affect organizational commitment of pharmacists in their 

respective organization and from there, come up with appropriate managerial implications. 

Keywords: job satisfaction; leadership style, organizational commitment, pharmacist, 

SEM. 

 

1. Introduction 

For all professional and nonprofessional organizations, organizational commitment is an 

important research topic of human resource management, having both practical and theoretical 

implications. Organizational commitment behavior plays an important role in supporting and 

promoting employment outcomes of human resources in the organizations. The pharmaceutical 

industry is operating with many different organizations such as pharmaceutical companies, 

hospitals, universities, drug store chains, then different workplace options among pharmacists 

will lead to the unstable status of pharmaceutical human resources in these organizations. 

Understanding the predictors of organizational commitment among pharmacists, organizations 

can initiate the interventions when the problem exists. 

Organizational commitment has been the subject of several studies, have received a great 

attention from administrators, researchers, and many conceptualizations and measures have 

been proposed and tested in the prediction of employees’ commitment in organizations 

(Becker, 1960; Mowday, Steers & Porter, 1979; O'Reilly & Chatman, 1986; Meyer & Allen, 

1991). The current reality shows that organizations in the pharmaceutical industry are facing 

the departure of good employees who are not committed to the organization and empirical 

research on the commitment of pharmacists in organizations has not been focused. Therefore, 
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the factors that influence the behavior of pharmacists in organizations need to have empirical 

research to identify and analysis. 

This study aims to analyze the factors that influence organizational commitment behavior 

of pharmacists in organizations in Vietnam based on the structural equation model approach. The 

structure of the article consists of five parts: (i) introduction, (ii) review of literature, (iii) 

research methodology, (iv) results and discussions and (v) conclusions. 

2. Review of literature 

Organizational commitment 

Organizational commitment reflected in efforts to complete the task, is proud to be a 

member of the organization and loyalty to the organization. When the persons’ extraneous 

interest exists in consistency line, it becomes a commitment (Becker, 1960). Organizational 

commitment is a degree of attachment to the organization is called commitment (O'Reilly & 

Chatman, 1986). It has three major components: (i) a strong belief in the organization and 

acceptance of the organizations’ goals, (ii) a willingness to expert considerable effort on behalf 

of the organization, and (iii) a definite desire to maintain organizational membership (Mowday, 

Steers & Porter, 1979). 

Major three dimensions of commitments are complaining, identification and moral 

(O'Reilly & Chatman, 1986). Organizational commitment is a psychological contract that 

describes the employees’ relationship to the organization and is meaningful for decisions to 

continue or stop being a membership of the organization, which focused on the three 

psychological states of commitment: (i) Affective commitment means that the employee wants 

to stay in the organization from their sincere feelings, (ii) Continuance commitment refers to 

the perception of the involved costs when leaving the organization, they realize that it has no 

chance of finding a better job, and (iii) Normative commitment of personal responsibility or 

the ethical standards they pursue to work in the organization (Meyer & Allen, 1991). Defines it 

as a positive evaluation of organization and purpose of work is toward the goal of the 

organization (Sheldon, 1971). Describes it as support, giving affection for the organizational 

goals and values, the role of the employee is to work for the pure goals and values related to 

the organization (Buchanan, 1974). 

There have been many efforts from research to identify factors that explain the 

organizational commitment behavior among pharmacists in the organizations. Various research 

has been done to understand factors that trigger employees to stay in the organization (Maslow, 

1943; Herzberg & Mausner, 1959; Becker, 1960; Mowday, Steers, & Porter, 1979; O'Reilly & 

Chatman, 1986; Meyer & Allen, 1991). 

Job satisfaction 

Theories of Maslow (1943), Herzberg, Mausner and Snyderman (1959) emphasized the 

important work to meet the different needs of employees such as pay, career advancements, 

work, environment, co-worker which influence their behavior in the organization, satisfaction 

and commitment. Job satisfaction is a good feeling an individual perceives toward their job 
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(Stajkovic & Luthans, 1998). Numerous studies have been done to see the positive link between 

job satisfaction and the level of organizational commitment (Mobley, Griffeth, Hand, & 

Meglino, 1979; Knoop, 1995; Brown & Leigh, 1996; Savery & Syme, 1996; Moser, 1997; 

Irving, Coleman & Cooper, 1997; Currivan, 1999; Firth, Mellor, Moore & Loquet, 2004; Tella, 

Ayeni, & Popoola, 2007; Zhang, Lee & Zou, 2010; Enache, Sallán, Simo, & Fernandez, 2013; 

Saha, 2016). Job satisfaction and commitment finally leads to lower the employee turnover (Lee 

& Miller, 1999). 

Hypothesis H1a: Perceived income and equity positively influence on organizational 

commitment of pharmacists in the organizations. 

Hypothesis H1b: Perceived career advancement positively influences on organizational 

commitment of pharmacists in the organizations. 

Hypothesis H1c: Perceived job characteristics positively influence on organization 

commitment of pharmacists in the organizations. 

Hypothesis H1d: Perceived working environment positively influences the degree of 

commitment of the Pharmacist in the organizations. 

Hypothesis H1e: Perceived co-worker relationship positively influences organizational 

commitment of pharmacists in the organizations. 

Leadership styles 

Bethel (1995) argues that leadership has a strong ability to affect employee. Leadership is 

divided into two types transactional and transformational leadership (Bass, 1997). Hellriegel and 

Slocum (2006) explain that transactional leadership based on three primary components; 

contingent reward, active management by exception and passive management by exception. 

Tichy and Devanna (1986) presented characteristics regarding the estimation of transformational 

leadership, including qualities, courage, openness, values, learning and ability of visionary. 

Leadership style is also reflected in the level of interest of an employee in a higher position for 

an employee in a lower position in an organization (Currivan, 1999). Leadership styles include 

the attitude, interest, words, gestures, actions that superiors or administrators are for their 

employees. When employees feel well treated, they receive the attention, support, sympathy and 

appreciation from their superiors, they will strive for the work and desire to contribute more to 

the organization (Currivan, 1999; Scheweizer & Petzelt, 2012). Purvanova, Bono, and 

Dzieweczynski (2006) explained that transformational leadership played a very important role in 

creating job commitment. Akinboye (2005), Lo, Ramayah and Min (2009) explained that 

positive behavior of leaders helps in creating motivation and employee commitment. Swanepoel, 

Eramus, Van Wyk and Scheck (2000) describe the organizational commitment is encouraged 

with the leadership style for the successful implementation of business strategies to achieve the 

organizational goal. 

Hypothesis H2: Perceived leadership styles positively influence the level of commitment of 

pharmacists in the organizations. 
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3. Research methodology 

Structural equation modeling (SEM) was used to estimate parameters. There are 36 items 

in measure the variables of the research model (see Table 2). All items are measured by 5-point 

Likert scales, which were 5 – strongly agree, 4 – agree, 3 – not sure, 2 – disagree and 1 – 

strongly disagree. 

Hair, Black, Babin &Anderson (2010) indicated that the sample size must be at least 100 in 

order to use the Exploratory Factor Analysis (EFA). In addition, for Confirmatory Factor 

Analysis (CFA) and Structural Equotion Model (SEM), Anderson and Gerbing (1988) suggested 

a sample size at least 150 to obtain parameter estimates of practical use. Bentler & Chou (1987) 

proposed that the ratio of a sample size to the number of free parameters may be able 5:1 under 

normal theory, especially when there are many indicators of latent variables. According to 

Tabachnick and Fidell (2013), 300 cases or more provide a significant sample size for factor 

analysis. In this study, the authors use a sample of 300 pharmacists were selected by non-

probability sampling methods (convenience sampling technique) at some large hospitals, 

universities, pharmaceutical companies and drug store chains in Ho Chi Minh City and Dong Nai 

province. Demographic collection below has shown the diversity of the sample (see Table 1). 

Table 1. Differences in demographics among pharmacists between organizations 

Variable  Organizations 

 All Universities Hospitals 
Pharmaceutical 

Enterprises 
Drug store chains 

Gender Male = 48.3%; 
Female = 51.7% 

Male = 51.7%; Female 
= 48.6% 

Male = 49.4%; 
Female = 50.6 

Male = 45.8%; 
Female = 54.2% 

Male = 46.9%; 
Female = 53.1% 

Age* < 25 = 24%; 25-34: 
40.7%; 35-44: 
21.7%; >44 = 13.7% 

< 25 = 1.4%; 25-34: 
59.7%; 35-44: 22.2%; 
>44 = 16.7% 

< 25 = 25.9%; 25-34: 
34.6%; 35-44: 
25.9%; >44 = 13.6% 

< 25 = 38.6%; 25-
34: 28.9%; 35-44: 
21.7%; >44 = 10.8% 

< 25 = 28.1%; 25-
34: 42.2%; 35-44: 
15.6%; >44 = 
14.1% 

Experience* <1 year: 19.3%; 1-3 
years: 28.3%; 3-5 
years: 34.3%; >5 
years: 18% 

<1 year: 11.1%; 1-3 
years: 26.4%; 3-5 
years: 36.1%; >5 
years: 26.4% 

<1 year: 23.5%; 1-3 
years: 28.4%; 3-5 
years: 29.6%; >5 
years: 18.5% 

<1 year: 22.9%; 1-3 
years: 21.7%; 3-5 
years: 45.8%; >5 
years: 9.6% 

<1 year: 18.8%; 1-3 
years: 39.1%; 3-5 
years: 23.4%; >5 
years: 18.8% 

Income* <250$ = 20.7%; 250 
- 400$ = 30.3%; 
400-500$ = 31.3%; 
>500$ = 17.7% 

<250$ = 1.4%; 250 - 
400$ = 23.6%; 400-
500$ = 41.7%; >500$ 
= 33.3% 

<250$ = 27.2%; 250 
- 400$ = 33.3%; 400-
500$ = 29.6%; 
>500$ = 9.9% 

<250$ = 32.5%; 250 
- 400$ = 22.9%; 
400-500$ = 31.3%; 
>500$ = 13.3% 

<250$ = 18.8%; 
250 - 400$ = 
43.8%; 400-500$ = 
21.9%; >500$ = 
15.6% 

Total 
observations 

300 72 81 83 64 

* indicate significant at the 5% level of Chi-square tests. 

4. Results and discussions 

Reliability and Validity 

Maximum Likelihood Estimation (MLE) is used for determining goodness of fit of the 

model. The estimation results confirmed that the model is sufficiently compatible with the data 

refer to relative indicators: Chi-square = 1424.650, df = 558, p = 0.000 (<0.05) was still 

acceptable due to the large sample size, Chi-square/df = 2.553 (Segars & Grover, 1993); GFI = 
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0.800, TLI = 0.848, CFI = 0.865 (Bentler & Chou, 1987; Segars & Grover, 1993; Chin & Todd, 

1995), and RMESA = 0.072 (Taylor, Sharland, Cronin, & Bullard, 1993; MacCallum, Browne, 

& Sugawara, 1996; Segars & Grover, 1993). 

The reliability and validity of indicators in the model are tested by system of criteria. As 

can be seen from Table 2, the lowest Cronbach’s alpha value is 0.792, exceeding the cut value of 

0.70 recommended (Nunnally & Burnstein, 1994; Hair, Black, Babin & Anderson, 2010). The 

composite factor reliability coefficients of the constructs ranged from 0.798 to 0.964, which met 

the standard of 0.70 as suggested by Fornell and Larcker (1981). 

Convergent validity was estimated by factor loading. The value of Kaiser-Mayer-Olkin 

(KMO) was 0.878 (between 0.5 and 1.0) which means that data is significant for conducting a 

factor analysis. All loadings of variables are higher than the 0.50 (see Table 2). According to 

Hair, Black, Babin, and Anderson (2010), loadings ± 0.50 or greater are considered practically 

significant. 

Table 2. Results of factor analysis and reliability tests 

Items    Question                                                                                                                                       
Factor 
loading 

Income and Equity (Cronbach's Alpha = 0.878; CR = 0.881; AVE = 0.541)  

IE1      I am completely satisfied with income policies. .803 

IE2 I am completely satisfied with reward policy. .726 

IE3 I get a good bonus when completing assigned work. .700 

IE4 Wages are paid fairly among employees in the organization. .697 

IE5      I am well aware of the salary, bonus and welfare policies. .635 

IE6      I was paid well for my efforts. .565 

Leadership Styles (Cronbach's Alpha = 0.887; CR = 0.832; AVE = 0.647)  

LS1 My superiors are very close, friendly to me. .910 

LS2 I am completely satisfied with the leadership style at the organization. .783 

LS3 My superiors often encourage me in the workplace. .694 

LS4      I have always respected by superiors. .685 

LS5      I have always been treated fairly. .633 

Co-worker Relationship (Cronbach's Alpha = 0.851; CR = 0.833; AVE = 0.551)  

CR1 I am completely satisfied with the relationship with colleagues in the organization. .887 

CR2 My colleague regularly gives advice on work as needed. .733 

CR3 My colleagues always coordinate well together to complete the work assigned. .713 

CR4 Colleagues always happy, friendly. .702 

CR5     My colleagues are trustworthy. .657 

Working Environment (Cronbach's Alpha = 0.864; CR = 0.964; AVE = 0.547)  

WE1 At work, I have the equipment and tools needed to work smoothly. .788 

WE2 The workplace in the organization is comfortable and friendly. .758 

WE3 I work in a comfortable, clean and airy workplace. .723 

WE4  I am completely satisfied with the work environment at the organization. .675 

WE5     At work, the organization provides an environment I can focus on working. .564 
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Items    Question                                                                                                                                       
Factor 
loading 

Job Characteristics (Cronbach's Alpha = 0.792; CR = 0.798; AVE = 0.527)  

JC1 I feel that my work is very interesting. .691 

JC2 The job is suitable with my ability and specialist. .668 

JC3 I am completely satisfied with the job characteristics of the organization. .640 

JC4      I feel active in my work. .565 

Career Advancement (Cronbach's Alpha = 0.818; CR = 0.816; AVE = 0.550)  

CA1   I am completely satisfied with the training and development policies of the organization. .738 

CA2      I am supported on training time to improve my skills. .679 

CA3    I have always created opportunities for advancement, personal development by the organization. .658 

CA4      I am well aware of the policies to be trained and developed. .631 

Organizational Commitment (Cronbach's Alpha = 0.882; CR = 0.81674; AVE = 0.608)  

OC1      I intend to make a long-term commitment to the organization. .781 

OC2      I feel proud to be working in the organization. .764 

OC3    I will stick with the same organization, although there are other places where the offer is relatively 
attractive. 

.732 

OC4      I will encourage acquaintances to work in this organization. .717 

OC5      I am pleased to have chosen this organization to work. .702 

OC6     I am willing to sacrifice personal rights when needed to help the organization / work group. .670 

OC7    I am willing to do my best to improve my skills so that I can contribute more to the organization. .660 

The average variance extracted for each construct is at 0.527 or higher, exceeding the 0.5 

benchmark, which refer to the discriminate validity is adequate (Fornell & Larcker, 1981). In 

addition, discriminate validity is confirmed if the diagonal elements are significantly higher than 

the off-diagonal values in the corresponding rows and columns. The diagonal elements are the 

square root of the AVE score for each construct (see Table 3). 

Table 3. Correlation 

 
Income 

and 
Equity 

Leadership 
Styles 

Co-worker 
Relationship 

Working 
Environment 

Job 
Characteristics 

Career 
advancement 

Organizational 
commitment 

Income and 
Equity 

1       

Leadership 
Styles 

0.459 1      

Co-worker 
relationship 

0.382 0.441 1     

Working 
Environment 

0.575 0.544 0.375 1    

Job 
Characteristics 

0.528 0.291 0.334 0.465 1   

Career 
Advancement 

0.560 0.443 0.299 0.520 0.349 1  

Organizational 
Commitment 

0.666 0.634 0.578 0.632 0.572 0.560 1 
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Hypothesis Testing 

The estimation results show that theoretical models are quite consistent with market

appropriate theoretical models: Chi

(Kettinger, Lee, & Lee, 1995); GFI = 0.789, TLI = 0.837, CFI = 0.854 (Chin & Todd, 1995; 

Segars & Grover, 1993) and RMESA = 0.075 (Taylor, Sharland, Cronin, & Bullard, 1993) and 

can be used to test the relationship has raised expectation and assumptions in the model.

Figure 1. Structural equation modeling of organizational commitment among pharmacists

Critical ration (C.R.) and P value were used to test the significance of hypotheses. C.R 

should be greater than 1.960 based on the significance level of 0.05. Table 4 sho

coefficients along with their bootstrap values, and C.R.

Table 4. Showing path coefficients along with their bootstrap values, C.R

 Path 

H1a Income and Equity 
Organizational Commitment 

H1b Perceived career advancement 
Organizational Commitment 

H1c Job characteristics 
Organizational Commitment 

H1d Working environment 
Organizational Commitment 

H1e Co-worker relationship 
Organizational Commitment 

H2 Leadership Styles 
Organizational Commitment 

The estimation results show that theoretical models are quite consistent with market

appropriate theoretical models: Chi-square = 1498.178; df = 563; Chi-

); GFI = 0.789, TLI = 0.837, CFI = 0.854 (Chin & Todd, 1995; 

and RMESA = 0.075 (Taylor, Sharland, Cronin, & Bullard, 1993) and 

can be used to test the relationship has raised expectation and assumptions in the model.

Structural equation modeling of organizational commitment among pharmacists

Critical ration (C.R.) and P value were used to test the significance of hypotheses. C.R 

should be greater than 1.960 based on the significance level of 0.05. Table 4 sho

coefficients along with their bootstrap values, and C.R. 

Showing path coefficients along with their bootstrap values, C.R

Original 
Estimate 

Sample 
Mean 

S.D S.E C.R.

.117 .115 .004 .076 1.976

.139 .143 .003 .068 2.456

.281 .284 .003 .061 5.428

.184 .187 .003 .061 2.962

.234 .230 .002 .050 5.183

.251 .250 .003 .054 5.176

The estimation results show that theoretical models are quite consistent with market data, 

-square/df = 2.661 

); GFI = 0.789, TLI = 0.837, CFI = 0.854 (Chin & Todd, 1995; 

and RMESA = 0.075 (Taylor, Sharland, Cronin, & Bullard, 1993) and 

can be used to test the relationship has raised expectation and assumptions in the model. 

 

Structural equation modeling of organizational commitment among pharmacists 

Critical ration (C.R.) and P value were used to test the significance of hypotheses. C.R 

should be greater than 1.960 based on the significance level of 0.05. Table 4 shows the path 

Showing path coefficients along with their bootstrap values, C.R 

C.R. Result 

1.976 Supported 

2.456 Supported 

5.428 Supported 

2.962 Supported 

5.183 Supported 

5.176 Supported 



553 

In this study, 200 times analyzed by the Bootstrap method was conducted in order to test 

the stability of the estimates for the parameters. The results show that the difference from the 

initial estimate method does not have a significant difference compared to the estimates by 

bootstrap methods. All the difference in the estimates is not significant statistically. So the 

model estimates of reliability are guaranteed for the verification of model assumptions in this 

research. 

As Table 4, Perceived income and equity has a significant effect on Organization 

Commitment with a path coefficient of 0.117. Perceived career advancement has a significant 

effect on Organizational commitment with a path coefficient of 0.139. Perceived job 

characteristic has a significant effect on Organizational Commitment with a path coefficient of 

0.281. Perceived working environment has a significant effect on Organizational Commitment 

with a path coefficient of 0.184. The Perceived co-worker relationship has a significant effect on 

Organizational Commitment with a path coefficient of 0.234. Finally, Perceived leadership style 

has a significant effect on Organizational Commitment with a path coefficient of 0.251. All six 

hypotheses were supported in this study. 

In addition, the authors perform a multi-group structural analysis, among different 

organization to find differences between organizations. The results of a multi-group structural 

analysis shows that, Perceived income and equity, Perceived career advancement and Perceived 

job characteristics significant influence organizational commitment among pharmacist’s 

attachment in universities. For hospitals, Perceived leadership styles, Perceived co-worker 

relationship, Perceived job characteristics and Perceived career Advancement significant 

influence organizational commitment of pharmacists. Perceived co-worker relationship, 

Perceived leadership styles, Perceived working environment and Perceived job characteristics 

significant influence organizational commitment of pharmacists in pharmaceutical enterprises. 

Perceived working environment and Perceived co-worker relationship significant influence 

organizational commitment of pharmacists in drug store chains. 

Table 5. Results of multi-group structural analysis 

 Organizations 

 
Universities Hospitals 

Pharmaceutical 
enterprises 

Drug store chains 

Estimate C.R Estimate C.R Estimate C.R Estimate C.R 

Income and Equity .396 2.492 .142 1.405 .034 .259 .049 .193 

Perceived career 
advancement 

.348 2.387 .151 1.654 .005 .052 .042 .211 

Job characteristics .291 2.871 .202 1.989 .323 3.486 .238 1.271 

Working 
environment 

.002 .022 .116 1.047 .284 1.723 .586 2.819 

Co-worker 
relationship 

.101 1.173 .409 3.260 .182 2.021 .302 2.888 

Leadership Styles .068 .907 .204 1.998 .306 2.646 .024 .212 
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Results show that Perceived leadership styles and Perceived job satisfaction have a positive 

effect the organizational commitment among pharmacists. Among different organizations, 

predictors have a different affect organizational commitment among pharmacists, both in the 

content and degree. The results in this article are appropriate to the previous finding and conform 

with the theoretical models. 

5. Conclusions 

The study was done in the context of the organizational commitment of pharmacists in 

organizations in Vietnam. The research results show that there are six factors affecting on 

organizational commitment of the pharmacists: Perceived Income and Equity, Perceived career 

advancement, Perceived Job characteristics, Perceived Working environment, Perceived Co-

worker relationship, and Perceived Leadership Styles. The predictors of organizational 

commitment among pharmacists in organizations were significant differences. Human resource 

management system of each organization must be aware of different predictors that affect 

organizational commitment of pharmacists in their respective organization and from there, come 

up with appropriate policies. 
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Abstract: Towards sustainable development, many enterprises in the world have been 

using Environmental Cost Management Accounting (ECMA) to measure, trace, analyse and 

report environmental cost information for making internal decisions. Besides, many researches 

have also applied institutional theory to identify the factors that influence ECMA application in 

enterprises to provide recommendations with aimed at helping enterprises promote ECMA 

practice. However, the study of ECMA in Vietnam has not been popular yet and has many 

restriction. From research gap, the study is conducted to research the factors that influence 

ECMA application in brick manufacturing enterprises in Thanh Hoa province based on the 

institutional theory. By using quantitative methods, the study found that all three factors 

including “Coercive pressure of the government”, “Normative pressure”, “Memitic pressure” 

have the positive relationship with the level of ECMA application. The results help the study 

make recommendations to integrate ECMA into their accounting systems in the enterprises. 

Keywords: environmental costs, environmental cost management accounting (ECMA), 

institutional theory, brick manufacturing.  

 

1. Introduction 

In the process of international economic integration, Vietnamese companies are facing 

many challenges including environmental issues. It is fact that business activities of companies 

are causing negative impacts on the environment and this will reduce their image, prestige and 

performance efficiency. In order to integrate more deeply into the world and regional economies 

as well as to achieve the goal of sustainable development, companies need to control and prevent 

negative environmental impacts. This can only be solved by linking environmental information 

into company's accounting system. 

At present, in the world a large number of companies collect, use and report on 

environmental costs. This reflects a significant change over the past two decades (Rikhardsson et 

al., 2005; Ahmad, 2012). Environmental impacts have resulted in significant increases in 

environmental costs when regulations become increasingly stringent, such as environmental 

penalties, waste disposal costs, pollution prevention and management costs, investment costs of 
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producing environmentally friendly products (Niap, 2006). Therefore, to manage and control 

environmental costs, companies needs to collect, analyze and provide environmental costs.  

Although ECMA is considered a useful tool in measuring, analyzing and providing 

environmental cost information for managers to make decisions with the goal of sustainable 

development. However in Vietnam, ECMA has not been popular yet and is a new field in both 

research and practice. In particular, there is no study of ECMA in brick manufacturing 

enterprises - a production sector that has significant negative impact on the environment. Thus, 

the paper focuses on researching the factors that influence ECMA application in brick 

manufacturing enterprises in Thanh Hoa province based on institutional theory. The author have 

chosen Thanh Hoa because it is considered one of the leading provinces of the country about 

producing construction materials in general and brick in particular. The results help the study 

make recommendations to integrate ECMA into their accounting systems in the enterprises. 

2. Theoretical background 

* Institutional theory in management accounting 

Through institutional mechanism, social norms and rules are acceptable and  have strongly 

impacts on the behaviors and decisions of the actors in society. DiMaggio & Powell (1983) 

argue that corporate governance decisions are significantly influenced by three institutional 

mechanisms: coercion, norm and imitation. In particular, the coercive mechanism reflects 

mandatory legals and enforcement regulations; the normative mechanism refers to values and 

social beliefs shared among organizations, while the imitative mechanism indicates that when an 

activity or social relationship is accepted in a organization field, member organizations tend to 

behave in an acceptable way (Qian & Burritt, 2008). According to Jalaludin & cộng sự (2011), 

previous studies have examined the relationship between institutional theory and management 

accounting practice such as of Siegel et al. (1997), Hussain & Hoque (2002), Arnaboldi & 

Lapsley (2003), Sila (2007). 

Normative pressure on management accounting practice is also mentioned in the study by 

Siegel et al. (1997). Siegel et al. (1997) argue that in order to practice the best accounting 

system, accountants need to be trained to increase awareness, skills and experience. The study by 

Hussain & Gunasekaran (2002) conducted the investigation in Finnish financial and banking 

institutions. They link the three pillars of institutional theory such as coercive, normative and 

imitative pressure to measure non-financial activity. The results indicate that government 

enforcement pressure is the most influential factor followed by normative pressure and imitative 

pressure.  

In addition, the study by Hussain & Hoque (2002) finds that the design and use of 

operational metrics in four Japanese banks was influenced by coercive and normative pressure. 

Coercive pressure arises from regulatory by the state bank, accounting standards, and regulatory 

requirements, institutional social policy while normative pressure comes from senior managers 

and professionals in the organization (cited in Jalaludin et al., 2011,542). Or Arnaboldi & 

Lapsley (2003) show that with the coercive pressure of the government, in late 1990s, as part of 
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the UK's modernization policy, state-owned enterprises in Scotland were encouraged to use the 

ABC approach in their accounting systems. 

Sila (2007) investigates the role of mimetic pressure on the practice of total quality 

management (TQM) in service and manufacturing companies in the United States. The results 

show that both state-owned and foreign-owned companies apply TQM system. This raises the 

important role of institutional pressure in the structure, process and practice of the companies. 

Moreover, Sila (2007) finds that these companies imitated TQM practices in order to gain 

legitimacy in the eyes of stakeholders (cited in Jalaludin et al., 2011).   

* Institutional theory in ECMA 

In the early 1980s, many studies have shown the usefulness of institutional theory in 

organizational sustainability (Jennings & Zandbergen, 1995), in environmental management 

(Delmas & Toffel, 2004). ) and in environmental management accounting (Chang, 2007). 

However, according to Mathews (2000), since the mid-1990s, the studies focus on environmental 

finance accounting more than on environmental management accounting. Although the past 

decade, we witnessed the development of ECMA tools (such as full cost accounting, material 

flow cost accounting, life cycle cost accounting, etc) and there are a increasing number of 

organizations that integrate environmental costs into their decision-making, there is a lack of 

institutional theoretical insights for ECMA development (Chang, 2007). Only  few empirical 

studies are available such as Bouma & Van der Veen (2002), Burritt (2004), they apply 

institutional theory to exploit changes in the institutional environment affecting to measure 

environmental costs in organizations (Jalaludin et al., 2011). 

Chang (2007) also argues that the institutional context in which awareness of the 

environment increasingly has influenced managerial operations of EMA in general and ECMA 

in particular. If there is strong expectation in the institutional context of an organization that 

ECMA needs to perform, the organization must act consciously or unconsciously in accordance 

with the wishes of the society. Therefore, Qian & Burritt (2009), Jalaludin et al. (2011), Jamil et 

al. (2015) developed ECMA adoption in relation to three institutional pillars including: coercive 

pressure of the government, normative pressure and mimetic pressure. 

(1) Coercive pressure of the government 

This pillar reflects the legal provisions providing power and rules for the organizations  

when selecting and explaining information (DiMaggio & Powell , 1983). According to 

Namakonzi & Eno Inanga (2014), the key role of government is to establish laws, regulations, 

standards and policies towards sustainable development. Thus, the government can help 

organizations recognize the benefits of integrating EMA into their internal governance decisions 

(Doorasamy, 2014). Many countries such as Denmark, Sweden and Norway have enacted 

accounting law to require companies to disclose information related to environmental 

performance (Setthasakko, 2010). 

Coercive pressure of government can make organizations change their behavior (Granlund 

& Luka, 1998). One study reveals that government agencies can see visiblly the impacts of 
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organization's environmental performance (Delmas & Toffel, 2004; Hoffman, 2001). ISO14001 

certification is more popular in Europe than in the America because of the many incentives 

offered by the European government. Similarly, mainly due to the promotion of the Japanese 

government, environmental accounting practices are applied with an increasing number of 

companies. In addition, Porter (1991) acknowledges that more stringent environmental 

regulations will lead to innovative approaches to boost the competitiveness of the business (cited 

in Godschalk, 2008, 252). Legal changes to the environment have laid mandatory institutional 

rules regarding the impact of business activities on the environment. Jennings & Zandbergen 

(1995) applied the institutional theory to explain the concept and definition of ecological 

sustainability of the organization and suggested that coercive pressure was the main factor for 

achieving sustainable development goals. Several studies have demonstrated that government 

pressure is a strong influence on the application of environmental management systems (EMS) 

and ECMA practice (Qian & Burritt, 2008). The first hypothesis is proposed: 

Hypothesis 1: Government’s coercive pressure is positively relationship with ECMA 

application in Vietnamese brick production companies. 

(2) Normative pressure 

Normative pressure arises primarily from professionalism which can occur through 

education and professional development (DiMaggio & Powell, 1983). Education and 

professional development are the foundations of values and habits within a specific field. The 

result of education and professional development is that trained staff will have a say in 

influencing and legalizing the habits and activities of the organization where they work. 

Professional behavior can be transmitted through two channels. One channel is education and the 

other channel is the building and expansion of professional networks within organization (Qian 

& Burritt, 2008). Thus education and professional development are very important factors for the 

development of ECMA (Jalaludin et al., 2011). 

A comprehensive ECMA system will emphasize the involvement of professionals in the 

relevant departments and the link between their expertise. ECMA practice requires a team with 

skills in accounting and environmental management. As the more robust, the more closely the 

connectivity from individuals directly holding the management accounting and environmental 

management functions becomes, the greater the applicability of ECMA in Vietnamese brick 

manufacturing enterprises is.  

In addition, the professional association for ECMA and its network represent the 

development of ECMA in the organization. If the organization participates in an association 

network, the organization will access to the concept, standard framework for ECMA. As as 

result, discussions and negotiations are proposed, learning and development issues are adopted 

and change the behavior of the organization is appeared. For example, environmental 

management accounting networks (EMAN) provide a platform for communication between 

different professionals whose may relate to the development and promotion of ECMA. Members 

from different industries in the network can convey the message of wanting to pursue eco-
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efficiency in the organization. When new ideas and standards of ECMA are initiated by member 

experts, the old institutional rules are lost, and changes and innovations are tested and 

propagated throughout the expert community (Qian & Burritt, 2008). A study by Jalaludin et al. 

(2011) showed that the accounting association was a strong factor in promoting the production of 

ECMA. The second hypothesis is suggested: 

 Hypothesis 2: The normative pressure is positively relationship with ECMA application 

in Vietnamese brick production companies. 

(3) Mimetic Pressure 

Scott (1995) argues that when behaviors or social relationships are acceptable in one area, 

members tend to behave in ways that are acceptable or attentive by other members (cited in Qian 

& Burritt, 2008, 242). This mechanism is called mimetic process which emphasizes the effects of 

social relationships and behavior networks. This network creates an internal area in which the 

organizations participate and interact each other (DiMaggio & Powell, 1983). The result of the 

discussion is that interactions patterns between organizations are defined by the shared system. 

When there are enough actors in the field that the organization works in the same way, then the 

concrete action is institutionalized and other members must choose imitation as a safety and 

effective strategy (DiMaggio & Powell, 1983) or to gain a competitive advantage (Fernando & 

Lawrence, 2014). 

When organizations are able to mimic the behaviors of other organizations that are closely 

linked to them (DiMaggo & Powell, 1983; Covaleski et al., 1996), they tend to being monitored 

by organizations having similar size, type or geographic location. Jennings & Zandbergen 

(1995,) argue that if practice appears to be worth or accredited standards (green market 

development, waste recycling) then the organization will mimic other rather than suspicion about 

the value and standard of that practice. Therefore, the organization is ready to choose concepts 

and practices related to sustainable development. 

Similarly, if ECMA concepts and methods are considered widely available in a particular 

area, organizations in the field are more likely to imitate other organizations to adopt ECMA 

concepts and methods. Therefore, the development of ECMA may be encouraged by 

environmental imitation. When the application of ECMA concepts and methods becomes a key 

issue and is considered legitimate in an organizational field, these concepts and methods can 

easily be institutionalized (Qian & Burritt, 2008).  

Therefore, the next hypothesis is developed: 

Hypothesis 3: Mimetic pressure is positively relationship with ECMA application in 

Vietnamese brick production companies. 

3. Research methodology  

The objective of the study was to measure the impact level of factors on ECMA 

application at brick production enterprises in Thanh Hoa province. Therefore, submitting 

questionnaires is the main method of collecting information in the research. The observational 
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variables reflecting the impact factors and the level of ECMA application are designed according 

to the likert score of which 1 is absolutely not applicable, 5 is absolutely applicable. 

The questionnaire was sent to the managers of 52 brick production enterprises in Thanh 

Hoa province in the period from 2016 to 2017 such as Director, Deputy Director, Environmental 

Manager and Head of Management Accounting. 

The results obtained 145 valid votes of 41 brick production enterprises. With the 

quantitative method, the responses in the questionnaire were processed by SPSS 22.0 software 

for reliability testing, Exploratory factor analysis, correlation analysis, regression analysis. 

4. Research results 

4.1. Verifying the reliability 

4.1.1. Verify the reliability of the factors affecting the level of ECMA application 

When verifying the reliability of the observed variables reflecting the factors which impact 

on the level of ECMA application, the results show that the Cronbach's Alpha coefficient is 

equal to 0.841> 0.6. In addition, Corrected Item-Total Correlation is greater than 0.3 and 

Cronbach's Alpha if Item Deleted is greater than 0.6. It is proved that the above variables are 

reliable. (see in table 4.1) 

Table 4.1. Verify the reliability of the observed variables  

about the level of ECMA application 

Observed variables Corrected Item-Total Correlation Cronbach's Alpha if Item Deleted 

GCP1 .605 .816 

GCP2 .558 .820 

GCP3 .547 .821 

GCP4 .480 .828 

NOP1 .662 .810 

NOP2 .390 .838 

NOP3 .485 .828 

MIP1 .553 .821 

MIP2 .472 .829 

MIP3 .581 .818 

Source: Result from SPSS 22.0 software  

4.1.2. Verify the reliability of the factors affecting the level of ECMA application 

The result from SPSS 22.0 software shows that Cronbach's Alpha coefficient of 7 observed 

variables on the ECMA application is 0,858. Otherwise, all observed variables has Corrected 

Item-Total Correlation greater than 0.3 and Cronbach's Alpha if Item Deleted greater than 0.6. 

Therefore, all observed variables are accepted and have high reliability. (see in table 4.2) 
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Table 4.2. Verify the reliability of the observed variables  

about the level of influent factors 

Observed variables Corrected Item-Total Correlation Cronbach's Alpha if Item Deleted 

ECMA1 .630 .838 

ECMA2 .599 .841 

ECMA3 .497 .854 

ECMA4 .695 .829 

ECMA5 .526 .851 

ECMA6 .761 .821 

ECMA7 .697 .827 

Source: Result from SPSS 22.0 software  

4.2. Exploratory factor analysis 

* Exploratory factor analysis for independent variables (factor impacting on ECMA 

applycation) 

Results from SPSS software point that KMO coefficient is by 0.811 (> 0.5), Bartlett's test 

has Sig value of 0.000 (<0.05), a explaination variance of 71.776% (>50%), load factors are 

greater than 0.5 and the variables observations form the three factors. Thus, factorial analysis for 

independent variables is appropriate (see in table 4.3). 

Table 4.3.  Total Variance Explained of independent variable 

Component 

Initial Eigenvalues 
Extraction Sums of Squared 

Loadings 
Rotation Sums of Squared 

Loadings 

Total 
% of 

Variance 
Cumulative 

% 
Total 

% of 
Variance 

Cumulative 
% 

Total 
% of 

Variance 
Cumulative 

% 

1 4.149 41.485 41.485 4.149 41.485 41.485 2.543 25.426 25.426 

2 1.849 18.494 59.980 1.849 18.494 59.980 2.421 24.208 49.634 

3 1.180 11.796 71.776 1.180 11.796 71.776 2.214 22.142 71.776 

4 .610 6.104 77.880       

5 .545 5.450 83.329       

6 .475 4.749 88.078       

7 .336 3.363 91.441       

8 .307 3.075 94.516       

9 .282 2.820 97.336       

10 .266 2.664 100.000       

Source: Result from SPSS 22.0 software  
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Table 4.4. Factor analysis for independent variables 

Rotated Component Matrixa 

 

Component 

1 2 3 

GCP1 .771   

GCP2 .758   

GCP3 .739   

GCP4 .716   

NOP1  .881  

NOP2  .869  

NOP3  .784  

MIP1   .835 

MIP2   .819 

MIP3   .798 

Source: Result from SPSS 22.0 software  

* Exploratory factor analysis for dependent variables (ECMA application level) 

Factor analysis for the dependent variable gives the result: KMO coefficient is equal to 

0.846 (>0.5), Bartlett's test with Sig = 0.000 (<0.05), a explaination variance of 54,956% 

(>50%), load factors are greater than 0.5, the observation variables form a factor (see table 4.3).  

Table 4.5. Exploratory factor analysis for dependent variables 

Observed variables Load factors 

ECMA1 .846 

ECMA2 .806 

ECMA3 .798 

ECMA4 .744 

ECMA5 .710 

ECMA6 .637 

ECMA7 .617 

Source: Result from SPSS 22.0 software  

4.3. Regression analysis 

The Table 4.6 show that the variables are related in the same direction (the correlation 

coefficient is positive). The result points that GCP factor correlate with ECMA application the 

most strongly (0.738), followed by NOP (0.529). MIP is the factor which is the weakest 

correlation with level of applying ECMA (0.518). 
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Table 4.6. Correlation between variables 

Correlations 

 ECMA GCP NOP MIP 

Pearson Correlation ECMA 1.000 .738 .529 .518 

GCP .738 1.000 .369 .498 

NOP .529 .369 1.000 .269 

MIP .518 .498 .269 1.000 

Sig. (1-tailed) ECMA . .000 .000 .000 

GCP .000 . .000 .000 

NOP .000 .000 . .001 

MIP .000 .000 .001 . 

Source: Result from SPSS 22.0 software  

4.4. Regression analysis 

Table 4.7 shows that ANOVA test has Sig of 0.000 (<0.05) so it can be concluded that the 

regression model is appropriate. 

Table 4.7. ANOVA test 

ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 25.015 1 25.015 171.260 .000b 

Residual 20.887 143 .146   

Total 45.903 144    

2 Regression 28.522 2 14.261 116.516 .000c 

Residual 17.380 142 .122   

Total 45.903 144    

3 Regression 29.486 3 9.829 84.418 .000d 

Residual 16.417 141 .116   

Total 45.903 144    

a. Dependent Variable: The level of ECMA application 

b. Predictors: (Constant), Coercive pressure of the government 

c. Predictors: (Constant), Coercive pressure of the government, Normative pressure 

d. Predictors: (Constant), Coercive pressure of the government, Normative pressure, Memitic pressure 

Source: Result from SPSS 22.0 software  

The author conducted regression analysis with all variables by the Stepwise method 

(giving each variable at the same time until the best model) (see table 4.8). Of which, model 3 is 

considered the best model. The all three factors (GCP, NOP,MIP) impact on ECMA application 

because their p-value is equal to 0.000 (<0.05). At the same time, the VIF coefficient of 4 

variables is less than 10 meaning that model 3 does not have multi-collinearity. 
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Table 4.8.  Regression results 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. 

95.0% Confidence Interval 
for B 

B Std. Error Beta 
Lower 
Bound 

Upper 
Bound 

1 (Constant) 1.600 .110  14.522 .000 1.382 1.818 

GCP .714 .055 .738 13.087 .000 .606 .822 

2 (Constant) 1.002 .151  6.653 .000 .704 1.299 

GCP .608 .054 .628 11.311 .000 .502 .714 

NOP .230 .043 .297 5.353 .000 .145 .315 

3 (Constant) .654 .190  3.441 .001 .278 1.030 

GCP .533 .059 .551 9.097 .000 .417 .649 

NOP .217 .042 .281 5.155 .000 .134 .301 

MIP .144 .050 .168 2.877 .005 .045 .244 

Source: Result from SPSS 22.0 software  

Regression equation: 

ECMA = 0.654 + 0,533*GCP + 0,217*NOP + 0,144* MIP 

Standardized beta represents the impact level of the factors on ECMA application. 

“Government pressure” is the factor which have an effect on the application of ECMA the most 

strongly (standardized beta of 0.533), followed by  ‘normative pressure’ factor (standardized 

beta equal to 0.217). Remaining factor ‘mimetic pressure’ impact the most weakly on ECMA 

application (0,144).  

In table 4.9, Adjusted R2 in model 3 is equal to 0.635 which means that the above model 

explains 63.5% change in the level of ECMA application.  

Table 4.9. Model Summary 

Model Summaryd 

Model R 
R 

Square 
Adjusted 
R Square 

Std. Error 
of the 

Estimate 

Change Statistics 
Durbin-
Watson R Square 

Change 
F Change df1 df2 

Sig. F 
Change 

1 .738a .545 .542 .382 .545 171.260 1 143 .000  

2 .788b .621 .616 .350 .076 28.653 1 142 .000  

3 .801c .642 .635 .341 .021 8.278 1 141 .005 1.355 

a. Predictors: (Constant), Coercive pressure of the government 

b. Predictors: (Constant), Coercive pressure of the government, Normative pressure 

c. Predictors: (Constant), Coercive pressure of the government, Normative pressure, Memitic pressure 

d. Dependent Variable: The level of ECMA application 

Source: Result from SPSS 22.0 software  
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5. Conclusion 

The results demonstrate that government pressure, normative pressures, and memitic 

pressures are all factors influencing the application of ECMA in brick manufacturing enterprises 

- case study in Thanh Hoa province. Therefore, in order to promote the application of ECMA in 

brick production enterprises, the proposals were made including: 

5.1. On the brick production side 

* Training and professional development for management accounting department  

To practice ECMA, it is required that the management accounting department have a 

thorough understanding of the EMCA. Raising awareness and understanding about 

environmental management is a very important mechanism for developing ECMA in brick 

production enterprises. Therefore, a standard definition of the environmental costs as well as the 

ECMA standard framework should be understood from the management accounting department. 

Management accounting department also needs to consider non-traditional activities such as 

researching on manufacturing processes, treating and managing waste activities in the factories. 

Training and professional development not only creates opportunities for interaction among 

members in management accounting department but also facilitates the knowledge exchange 

with other departments and increases the understanding about the importance of sustainable 

development. 

* Improve the connection between accounting and environmental management 

By coordinating between the management accounting and environmental management 

departments, information is provided sufficiently for reviewing environmental costs in decisions 

relating to financial analysis, investment appraisal, product pricing, product research and design. 

This is also supported by research results that the more closed the connection between the 

accounting department and the environmental management is, the higher the level of ECMA 

application in brick production enterprises is. Therefore, a team of professionals should be 

established including environmental managers and management accountants, cost controllers to 

get a complete picture of the environment problems and related costs.  

5.2. On the government side 

The quantitative study emphasizes that the higher the coercive force of the government for 

managing and controlling environmental costs is, the higher the level of ECMA application in 

brick production enterprises is. Therefore, the government should have guides, mechanisms and 

policies to promote them applying ECMA, as follows: 

- Develop theoretical frameworks for ECMA, establish environmental accounting 

standards. 

- Set up accounting principles of environmental costs to manage and account consistently 

for enterprises in the sector. 
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- Agree on the format of the environmental cost report and provide specific guidances on 

how environmental information should be presented in the reports. 

- Support researches related to the connection between ECMA and environmental reports, 

environmental management systems and national environmental accounting. 

5.3. On the other stakeholder side 

The Association plays an important role in business activities of enterprises. A number of 

associations such as the Association of Building Materials, Vietnam Ceramics Association was 

established with the aim of creating a healthy business environment for its members, finding 

initiatives to increase the resources effectiveness and reduce environmental impact. The 

Auditing and Accounting Association helps to improve the professional quality, develop 

management accounting system for enterprises, integrate with accounting associations in the 

region and in the world to develop a modern accounting system for economic management 

needs. Therefore, professional associations should set regulations and policies to help 

enterprises to adopt ECMA, detail:  

The association should encourage researches on ECMA and incorporate ECMA into 

specific courses relating to calculate environmental costs, make environmental reports, and 

assess environmental performance. Besides, the association develops exchange mechanisms such 

as organizing seminars and  conferences, announcing on the media, disseminating information to 

realize the benefits of promoting ECMA and increasing the importance of ECMA in the 

commune. Relevant topics which need to be addressed including: Identify environmental costs 

and potential investment risks; Evaluate the potential costs incurred in implementing 

environmental activities; Research on financial assessment related to environmental issues; 

Solve the conflict between EMA and traditional accounting; Fund research projects on ECMA. 
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Abstract: This research is conducted for investigating how customer perception of CSR 

policy affects loyalty when clothing retailers stores in Hanoi use social discount communication. 

To test the hypotheses, we carried out a quantitative study with 389 respondents, used structural 

equation modelling and performed multi-group analysis. The results show a positive direct effect 

of CSR policy on loyalty and indirect effect through the mediation of customer trust and store 

image. This research also indicates that the effect of CSR on loyalty is stronger when clothing 

retailers stores in Hanoi use social discount communication than when they do not. However, 

social discount communication decreases the effect of CSR on customer trust in the clothing 

retailers stores in Hanoi and on store image. These results underline the contrasting effects of 

CSR when combined with social discount messages. We discuss the theoretical and practical 

implications of these findings. 

Keywords: Corporate social responsibility, store image, customer trust, loyalty, social 

communication 

 

1. Introduction 

Over the past years, corporate social responsibility (CSR) has been a main focus for 

academics and businesses (Lombart and Louis, 2014; Öberseder et al., 2013). CSR is a universal 

concept, which refers to international standards, guidelines to operate in an economic, social and 

environmentally responsible manner. Since the first definition formulated by the OECD in 1976 
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for multinational companies, this notion has become a major issue for organizations when 

considering the impacts of their business strategies on the relationships with their stakeholders 

and on society. In 2010, International standard ISO 26000 has defined CSR as the ability of an 

organization to “identify and accept responsibility for the impacts of their decisions and activities 

on society and the environment through transparent and ethical behaviour that contributes to 

sustainable development”. The World Bank (WB), "CRS is the commitment of businesses to 

contribute to sustainable economic development through improved quality of life for workers 

and their family members; for the community and the whole society, in a way that benefits both 

the business as well as the general development of society ".The International Institute 

Sustainable Development (IISD) and The European Commission also underline the important 

benefits of such a policy for firms, which are: “cost savings, greater productivity and quality, 

improved financial performance, enhanced brand image and reputation, increased sales and 

customer loyalty, improved their abilities to innovate, etc”. 

In the academic literature, the strategic benefits of CSR on financial performance have 

already been demonstrated. CSR activities (environmental programs, ethical products or social 

actions) contribute to a better evaluation of companies (Brown and Dacin 1997; Öberseder et al., 

2013, Ho, 2018). The positive effects of CSR to retail companies have also been highlighted. 

Prior studies have underlined a positive relationship between CSR policy and customer loyalty 

through different mechanisms (Ailawadi et al., 2013; Lombart and Louis, 2014; Pérez and Del 

Bosque, 2015, Nguyen, 2016). Supporting a CSR activity also affects intangible resources such 

as trust, an important mediating variable (Pivato et al., 2008; Vlachos et al., 2009, Sweeney 

2009), reputation and corporate image (Caroll and Shabana, 2010, Sweeney 2009). Trust and 

overall evaluation of the store are better if consumers perceive CSR (Van Herpen et al., 2003; 

Kang and Hustvedt, 2014). Through cause marketing, companies are able to illustrate that they 

can do good for both, themselves and stakeholders, and in turn generate favorable outcomes 

(Caroll and Shabana, 2010; Vanhamme et al., 2014, Ho 2018). 

However, these studies did not account for discount practices that are now increasingly 

used by retail companies (Nem, Formart, Seven am, etc.). Facing strong competition from hard 

discounters, mass clothing retailers stores offer discount products in their stores to increase sales, 

but also to adapt to customer decreasing purchasing power. But, can they use social discount 

communication to strengthen the effects of their general CSR policy? The aim of this research is 

to understand how customer perceptions of CSR affect loyalty to the retailer and whether social 

discount communication moderates the relationships between CSR policy, trust, store image and 

customer loyalty. 

This study based on previous studies to giving our theoretical framework and the main 

concepts, then develop a series of research hypotheses. After we detail our research methodology 

and present the results, which derived from testing our measurement and structural model. In 

conclusion, we highlight the theoretical and practical implications of this research, as well as 

some limitations and directions for further studies. 
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2. Literature Review 

A moderating effect is “a variable that alters the direction or strength of the relation 

between a predictor and an outcome” (Frazier et al 2004, p. 116). A central issue to CSR and the 

consumer literature is the presence of factors that moderate consumer reactions to CSR. Firstly, 

it is important to note that the ‘one size does not fit all’, proposed by Bhattacharya and Sen 

(2004, p. 11) reported a significant heterogeneity amongst consumer reactions to CSR. For 

example, several personal trait variables are likely to affect the strength of consumer reaction to 

a company’s level of CSR (Mohr & Webb 2005). One such trait is ‘conscience consumerism’, 

with the idea being that consumer concerns with issues of CSR will take into account their 

purchase and consumption behaviour (Smith 2008). Mohr and Webb (2005) found only partial 

support for the moderating influence of socially responsible consumer behaviour on the 

relationship between CSR and company evaluation. 

Relationships between stakeholders and companies also impact on consumer reactions to 

CSR. This relationship is categorized into four main types including identification, commitment, 

trust and satisfaction, ranging from the strongest to the weakest (Bhattacharya et al. 2009). For 

example, Curras-Perez et al. (2009) identified that consumer identification with the company 

plays a role when evaluating a company. The more consumers identify themselves with a 

company, the more positively they gauge it. Further, Vlachos et al. (2009) found that consumers’ 

trust of CSR mediates “that is a variable that explains the relation between a predictor and an 

outcome (Frazier et al. 2004, p. 116)” the relationship between consumers’ perceived CSR and 

their reaction to CSR. Customer satisfaction also mediates the association between CSR and 

company market value (Luo & Bhattacharya 2006). 

Lastly, cross-cultural factors also influence consumer perceptions of CSR, with culture 

being noted as one of the most significant factors influencing ethical decision making (Rawwas 

et al. 2005). Consumer perceptions of CSR have been reported as varying from nation to nation 

due to the demands of consumers in CSR issues being dependent on the cultural setting of the 

country (Katz et al., 2001). For example, Maignan’s (2001) survey of consumer perceptions of 

CSR in Germany, France and the United States demonstrated differences that could be related to 

culture. European consumers (Germany & France) were found to be more likely to actively 

support responsible business than their United States counterparts. 

In summary, although CSR’s ability to affect consumer behaviour has been extensively 

explored, particularly through adopting an experimental approach, there is a lack of empirical 

investigation into consumer responses to CSR in the marketplace. Furthermore, the link between 

CSR’s impact and consumer behaviour shows contradictory results. More importantly, as there 

are numerous factors that can moderate consumer reactions to CSR, these issues have left aspects 

of the understanding of the CSR-consumer relationship unclear. Thus, there is a need to 

investigate consumer reactions to CSR in the marketplace in order to achieve a more externally 

valid understanding of the forces determining consumer responses to CSR activities 

2.1. Moderating Role of Social Discount Communication 

Recent studies have underlined the importance of addressing the conditions under which 

CSR communication is effective (Vanhamme et al., 2015). In line with Carroll (2008), we define 
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social discount communication as the use of CSR communication based on a discount 

positioning to create or strengthen the feeling that the company is mindful of the social 

consequences of its conduct, while simultaneously seeking to maximize profitability. Cause 

marketing, considered like a form of CSR action, is a well-known strategy which allows to 

companies to pursue their economic goals and satisfy the needs of society, especially for basic 

human needs and desires (Vanhamme et al., 2012; Carroll and Shabana, 2010). Previous research 

has mentioned that the success of cause marketing comes from the convergence between 

economic and social motives. CSR is a key element for a company to share values and satisfy the 

priority issues of its stakeholders (Du et al., 2010). 

Our study focused on a CSR campaign with two main characteristics: economic and 

discretionary (cause-related). Indeed, while discount areas allow clothing retailers stores to 

increase retail sales, the association with charities to help the poor and low-income consumers is 

cause related. For instance, in Hanoi, Viet Nam, NEM has the best price image due to its 

communication on low prices and is very active to CSR actions among Vietnamese retailers. 

Recently, Andrews et al. (2014) have emphasized the effectiveness of using moderate discount 

coupled with cause-related activities. On this basis, we hypothesize that CSR policy, through 

social communication in the store, enhances the relationship between perceived CSR and 

customer loyalty. 

Furthermore, the type of cause, the consumer-cause identification (Vanhamme et al., 2012; 

Chernev and Blair, 2015), the beneficiary of the CSR activity (self-interest of retailer versus 

society) and the level of contribution from the retailer (Van Herpen, 2003; Chernev and Blair, 

2015) play a central role in consumers’ positive perceptions. When cause marketing, in relation 

to the interest of society, requires effort from the retailer and is aligned with consumers’ moral 

values, the benefits for the company are higher (in terms of trust, evaluation and image). 

Observing in stores that the retailer supports a social cause related to its mission and its 

seemingly sincere motives, consumers can attribute positive inferences and high CSR to the 

retailer, thus improving its trust and image.  

2.2. Research Hypotheses 

H1. Consumer evaluations of retailer CSR have a positive influence on consumer loyalty. 

H2. (a) Consumer evaluations of retailer CSR have a positive influence on consumer trust, 

which (b) influence consumer loyalty to the retailer. 

H3. (a) Consumer evaluations of retailer CSR have a positive influence on store image, 

which (b) influence consumer loyalty to the retailer. 

H4. The effect of consumer evaluations of retailer CSR on loyalty is stronger when 

clothing clothing retailers stores use social discount communication than when they do not. 

H5. The effect of consumer evaluations of retailer CSR on consumer trust in the retailer is 

stronger when clothing retailers stores use social discount communication than when they do not.  

H6. The effect of consumer evaluations of retailer CSR on store image is stronger when 

clothing clothing retailers stores use social discount communication than when they do not. 
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3. Research Methodology 

3.1. Data Collection and research design 

For this study, we targeted a large city in northern Vietnam - Hanoi, where retailing is 

critical to the local economy, with the goal of investigating a homogeneous sample in terms of 

consumption patterns and geographic area. The questionnaire was designed and distributed direct 

and online (Google docs). To test the moderating effect of social communication, we created a 

scenario (experimental vignette methodology), following Aguinis and Bradley (2014). We 

established a control group (no reference to social discount communication) and a scenario 

(social discount communication), giving it the following message: “Imagine the following 

situation. You are doing your shopping in retailer X, and you discover a new type of discount 

area selling specific clothing products at very low prices, operated in collaboration with a local 

charity association, to help the poor and low-income consumers”. 

Participants in the survey were aged at least 25 and fully in charge of their household 

purchases of clothing products. They indicated the retail store where they shop most often, which 

ensured their familiarity with the store. Overall, we collected 389 usable questionnaires, divided 

between the control group (n=193) and the social discount communication group (n=196). The 

participants reported shopping quite frequently each season with the focal retail store. 

3.2. Measurement and Analysis 

We developed the survey instrument on the basis of a comprehensive review of the 

relevant literature. Other than demographic information and trust, we measured all the variables 

using Likert scales (1= “strongly disagree” to 5 = “strongly agree”), operationalized with well 

established measurement scales. Appendix 1 presents all the measurement items and their 

sources. The data analysis was based on partial least squares (PLS) path modelling, which is 

appropriate for this research for several reasons. Compared with covariance-based structural 

equation modelling (SEM), PLS is preferable if the researcher is primarily concerned with 

predicting the dependent variable (Reinartz et al., 2009). 

 

Figure 1: Research Model (Srinaruewan, 2013) 

4. Research Results 

The participants reported shopping quite frequently each season with the focal retail store 

(30% two or three times, 62% more than four times). They also reported their long relationship 

with the store (20% three to five years, 43% more than five years). These distributions imply 
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good knowledge of the focal retail store on the part of the participants. Overall, respondents were 

well distributed across socio-demographic categories (i.e. age, gender, income, and education). 

4.1. Psychometric Properties of Measurement Scales 

We used four criteria to assess the convergent validity and internal consistency of the 

constructs: item loading, communality (R2), reliability indicators (ρ and α), and average variance 

extracted (AVE). All item loadings between an indicator and its underlying construct factor were 

greater than .5 (criterion for factor loadings of salient variables). The reliability value of all 

constructs exceeded the .7 criterion, and the AVE values were above the recommended threshold 

of .5, in adequate support of convergent validity (Fornell and Larcker, 1981). Because the AVE 

for each construct was greater than the square of the interconstruct correlations, we confirmed 

that all constructs fulfilled the requirements for construct discriminant validity (Fornell and 

Larcker, 1981). 

4.2. Results and Hypotheses Testing 

A bootstrapping estimation verified the statistical significance of each path coefficient. The 

explained variance (R2 = .43) in the dependant variables and p-values of the regression 

coefficients (t-test) showed the explanatory power of the model. In Figure 2, we show that CSR 

has a positive effect on customer loyalty (γ = .263, p<.01) in support of H1. For the indirect 

effects, we computed the product of the direct effects using bootstrapping in line with Cheung 

and Lau (2008). We uncover a significant effect of retailer CSR on trust in the retailer (γ = .516, 

p<.01), which has a significant influence on customer lotalty (γ = .338, p<.01). The product of 

these effects is significant (γ = .16, p<.01), indicating a mediating role of trust in the retailer, as 

predicted in H2. Retailer CSR also exerts a significant effect on store image perceptions (γ = 

.462, p<.01), which significantly influence customer loyalty (γ = .239, p < .01). The product of 

these effects also is significant (γ = .10, p<.01), in support of H3. 

 

Figure 2: Results on Direct and Indirect Effects 
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To assess the moderating effect of social communication, we carried out a multiple group 

analysis with Smart PLS (Henseler and Fassott, 2010). The results of our estimation based on the 

bootstrapping estimates showed that the effect of retailer CSR on loyalty is stronger for the 

social discount communication scenario (γ = .396, p<.01), than in the absence of social discount 

communication (γ = .092, p>.05), in support of H4. However, the effect of retailer CSR on trust 

in the retailer is stronger in the absence of social discount communication (γ = .596, p<.01) than 

in the case of social discount communication (γ = .431, p< .01). Similarly, the effect of retailer 

CSR on store image is stronger in the absence of social discount communication (γ = .589, 

p<.01), than in the case of social discount communication (γ = .377, p<.01). 

                           (a)                                                                        (b) 

 

Figure 3: Moderation effect of social discount communication 

(a) Control model (absence of discount); (b) Social discount model (with a charity) 

5. Implications 

This research investigated the direct and indirect effects of retailer stores CSR on customer 

loyalty. It also highlights the moderation effects of social discount communication on the 

relationships investigated. Several implications, theoretical and managerial, can be drawn from 

the findings of this study. 

5.1. Theoretical Implications 

First, this research provides consistent support to previous studies for the positive direct 

effects of perceived CSR on loyalty (Bhattacharya and Sen, 2003; Ailawadi et al., 2013, Nguyen, 

2016). A second contribution is that our results emphasize the importance of the role of 

mediating variables in the social responsibility–performance relationship. Previous studies 

highlighted the positive influence of CSR on loyalty through trust (Brown and Dacin, 1997; 

Pivato et al., 2008; Stanaland et al., 2011). Our results also highlight the mediating role of store 

image. Third, our findings add to existing research by suggesting that social discount 

communication affects the relationship between CSR and customer loyalty. For a company, the 

positive effect of its social initiative is greater when in relation to its key stakeholders’ priority 

issues (Du et al., 2010). As far as we know, this research shows first that the effect of CSR on 
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loyalty is stronger when clothing retailers stores social discount communication than when they 

do not. The win– win outcome through this CSR activity has been perceived by consumers 

(Carroll and Shabana, 2010; Du et al., 2010). In line with the results of an experiment in the 

Hanoi retailing sector in Viet Nam to propose both low prices and CSR initiatives doesn’t 

constitute for the retailer a risk to reduce the sales. However, we found that social discount 

communication decreases the effect of CSR on customer trust in the retailer and on store image. 

These results underline the contrasting effects of CSR when combined with social discount 

messages and confirm findings of previous research (Vanhamme et al., 2012; Du et al., 2010; 

Chernev and Blair, 2015). To reinforce trust and store image, consumers need to be exposed to 

sincere messages from clothing retailers stores about their motives and the non-profit 

organization. Another explanation should come from the cause type and scope on consumer– 

cause identification (Vanhamme et al., 2012). 

5.2. Practical Implications 

The implications for managers are that their CSR policy has short and long-term benefits, 

both on performance and social (in terms of trust and image). To engage in a good behavior for 

their stakeholders, particularly for consumers, positively influences consumer loyalty. Second, 

our results emphasize the mediating roles of trust in the retailer and store image perceptions on 

the relationship between perceived CSR policy and its performance. Trust and image play a role 

in forming and managing consumer relations. Third, our results also have implications for the 

communication of CSR activities. The combination between CSR and social discount 

communication should be used carefully as it has both positive and negative effects on key 

outcome variables (customer loyalty, customer trust and store image). By implementing a social 

discount space in clothing store, retail clothing stores could emphasize the specific benefits 

provided to customers with the CSR campaign (e.g. discount prices), the economic added value 

of the campaign. However, to develop trust and a better store image, we recommend that 

clothing retailers stores facilitate identification of CSR actions in the store by introducing sincere 

signals on their cause marketing. For instance, by underlining that their CSR campaigns are 

intended to help poor people and low-income customers, clothing retailers stores can convince 

customers that their actions are cause-related (morally justified). Firms should demonstrate how 

they create value not only for society but also for customers, especially when the macro 

economic situation is tough. 

However, our results expand the growing body of CSR but several limitations inherent in 

this research can provide several future research directions. First, we conceptualized perceived 

CSR as a whole construct (one-dimensional). Similar to Lai et al. (2010), we thus cannot specify 

the effects of different dimensions of CSR activities (e.g., economic, social, environmental) on 

consumer trust, image and loyalty. Additional studies also should explore the facet that prevails 

(influence the most). Second, our research focused on Hanoi, Viet Nam. An extension might 

replicate this study in other developing countries, to provide a cross-cultural investigation 

(Pham, 2018).  
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Appendix 1. Items Measurement and Sources 

Variable Measurement Sources 

1. Retailer 
corporate social 
responsibility 

CSR1. Retailer X is very concerned with environment protection.  

CSR2. Retailer X is very concerned with the local community.  

CSR3. Retailer X offers locally manufactured products.  

CSR4. Retailer X is fair with others.  

CSR5. Retailer X cares about clients’ rights. 

Adapted from Lai et al. 
(2010) 

2. Consumer 
trust in the 
retailer 

Trust1. (At the beginning of the questionnaire) Please try to judge how much 
trust you have in Retailer X [1 = “low”; 5 = “high”].  

Trust2. (At the end of the questionnaire) Taking into consideration all 
aforementioned items, how much trust do you have in Retailer X? [1 = “low”; 
5 = “high”] 

Adapted from Rampl et 
al. (2012) 

3. Store image 
perceptions 

Layout:  

Lay1. Physical facilities are visually appealing  

Lay2. Store layout is clear  

Lay3. It is easy to find articles in promotion in the store  

Merchandise:  

March1. Products are available when I need them  

March2. Store offers high quality merchandise  

March3. Store offers broad assortment  

Service:  

Serv1. Employees are knowledgeable  

Serv2. Employees are courteous  

Serv3. There is no problem with store X when I return articles 

Adapted from Semeijn 
et al. (2004) 

4. Loyalty 
toward the 
retailer 

Loy1. I consider myself loyal to Retailer X. 

 Loy2. Retailer X would be my first choice 

 Loy3. I will not buy elsewhere if Retailer X is available to me.  

Loy4. I intend to continue to shop with Retailer X. 

Adapted from Yoo and 
Donthu (2001); Lai et 
al. (2010). 



583 

b8-s5 

 

THE EFFECTS OF SUPPLY CHAIN INTEGRATION ON COST 

REDUCTION IN VIETNAMESE TIMBER ENTERPRISES 

Van Pham 

Department of Business Administration, National Economic University 

vanpham.qtkd@gmail.com 

Hue T.M. Nguyen 

Vietinbank 

minhhue2203@gmail.com 

Huyen T. Nguyen 

National Economic University 

huyenqtdnneu@gmail.com 

Mai T.T. Do 

National Economic University 

maidtt.neu@gmail.com. 

 

Abstract: With the increasing growth of global market, competition does not only happen 

among individual companies, but also among entire value chains. This situation has encouraged 

the integration of many business entities in the same supply chain, especially among 

manufacturers, suppliers and customers. Good supply chain integration can provide many 

competitive advantages that enables all participants to develop and succeed. While widespread 

successful implementations of supply chain integration have been reported, there are still limited 

research about the effects of supply chain in particular industries in Vietnam. Therefore, in this 

paper, we will examine the effects of supply chain integration on cost reduction performance in 

Vietnamese timber enterprises. The results show that an effective supply chain integration helps 

to reduce production cost in timber enterprises. In addition, a good and long-term relationship 

with suppliers can provide timber enterprises lower costs and better quality. In contrast, 

customer integration has no significant impact on the cost reduction of timber manufacturers. 

Keywords: cost reduction, collaboration, customer integration, supply chain integration, 

supplier integration. 

 

1. Introduction 

Global economic integration promises to bring many benefits of boosting trade, attracting 

more investment and removing barriers due to the advantages of an open market. At the same 

time, it also increases competition pressure among enterprises. In addition, the Fourth Industrial 

Revolution sets the critical needs for more investment in machinery and automation in the timber 

industry to reach the total revenue of $22 billion in the next 5-10 years. However, most small and 

medium enterprises in our country are developed from small-scale production models of 
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households and cooperative groups which have many existing limitations in management ability, 

equipment and technology. The connection among enterprises within one industry is still weak. 

In timber industry, enterprises in Vietnam and especially in Hanoi mainly have small and 

medium scale. Most of them depend heavily on the policy on the supply chain or logistics, and 

don’t actively improve their capacity and quality by themselves. In the other hand, the timber 

industry has a relatively large and complicated supply chain which includes many businesses, 

from wood suppliers to manufacture companies, distributors and customers. Consequently, the 

cost-effectiveness of the supply chain is essential to help the timber industry to achieve 

outstanding growth. In a high competitive environment, supply chain integration is considered as 

a strategy that improves productivity and business results. The supply chain integration is a mean 

to help businesses achieve business efficiency and special competitive advantages (Bowersox et 

al., 1999; Lee, 2000; Tan, 2001).  

In this research, we have examined the role of supply chain integration in the supply chain as 

well as cost reduction of production in the timber industry. We have used the pilot questionnaire to 

collect the responses from 150 middle managers in timber enterprises in Thach That, Hanoi within 2 

weeks. After being reviewed, 132 questionnaires are chosen to analyze in our research.  

2. Literature review 

2.1. Cost reduction 

In the manufacturing economy, economic sectors that are operated under the market mechanism 

and enterprises have to face high competition. To win the competition, any enterprise needs to reduce 

production costs as reducing cost can help to increase profit. Costs of production are expressed in 

money of all expenses consumed by enterprises in a period to produce and consume products. 

According to Dooley (1991), "The total cost of production is the sum of all the costs incurred in 

producing a given output." Another definition by Dooley (1991), “the average cost of production is the 

total cost per unit of output”. In other words, the average cost of production is the total cost of 

production divided by the total number of production units. So a lower average cost-per-product will 

bring competitive advantages for enterprises. In a research about the supply chain integration, Holcomb 

et al. (2011) sums up and points out the benefits that a cost reduction in supply chain integration can 

bring, which include cutting cost, increasing flexibility and optimizing inventory. 

Some other studies on the effects of supply chain integration on cost reduction also show 

good effects on business operations, such as distribution, quality, flexibility and cost (Devaraj et 

al., 2007; Flynn et al., 2010; Rosenzweig et al., 2013). In the domestic timber industry, the high 

cost of production reduces the competitiveness of exported products. Therefore, the research 

team will focus on reducing the cost of production in the enterprise on the basis of total cost of 

production, cost per product, distribution, quality, flexibility. 

2.2. The supply chain integration (SCI) 

2.2.1. The supply chain integration and related views 

Dyer's Perspective: Creating competitive advantages from integration among enterprises 
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The first view, initiated by Dyer and Singh (1998), provides insights into how close 

collaboration among businesses can become a competitive advantage. This theory’s main finding is 

that the important resources to achieve high performance are not only limited within the business 

itself but also larger. The key resources of the business stemming from the linkage among businesses 

will be the creation of specific strategic assets, specific investments in relationships, knowledge 

sharing, and additional resources and management mechanisms to improve efficiency. An enterprise 

can do so by creating specific strategic assets through combining with its partner’s assets (Klein, 

Crawford and Alchian, 1978). The particular investment in a relationship is a type of investment in 

location, physical assets and human assets among allied companies and partners. The sharing of 

knowledge involves exchanging and exploiting information frequently in a cooperative relationship 

among enterprises or from customers to enterprises. Partner coalition will bring special resources to 

the alliance, thus makes the resources become more complex and difficult to replicate than before 

and helps businesses achieve competitive advantages. Thanks to the above assets, the entire chain of 

business relationships can generate profits and bring benefits to every member. Based on that, 

business productivity of companies is also increased. 

Barney's Perspective: Creating Competitive Advantage from Enterprises’ Resources  

Sustainable competitive advantages are becoming more and more important in the business 

establishment and management. Enterprise resources include all assets, organizational structure, 

enterprise characteristics, information, and knowledge and so on. These resources provide enterprises 

the ability to grasp and control to improve the business efficiency (Daft, 2016). However, not all 

resources can help businesses to achieve competitive advantages, and some resources can hinder the 

creation of competitive advantages (Barney, 1991). A resource is considered to be capable of 

creating a sustainable competitive advantage for an enterprise when it has the four following 

attributes: Value, Rare, Imitated, and Difficult to be Substituted (Barney, 1991).  

From two above perspectives, it is obviously that linkage inside enterprises and among 

business partners (or supply chain integration) is a resource that can help businesses gain 

competitive advantages, thereby improve productive efficiency. 

2.2.2. The concept of supply chain integration  

The concept of supply chain integration can be inferred from the concept of supply chain 

management. Cooper et al. (1997) emphasizes the importance of managing internal relationships 

and relationships among organizations by integrating product flows and two-way information 

such as management and operation. Lummus and Vokurka (1999) use similar terms and define 

that supply chain management coordinates and integrates all related activities, from 

manufacturing to customer, into a continuous process. Such definitions emphasize the 

importance of integrating flow of products, services, and information among enterprises in 

managing supply chain effectively. Through these above concepts, supply chain integration is 

defined as the importance of managing two-dimensional integrated flows in the supply chain.  

Some other studies suggest that supply chain integration is a close co-operation and internal 

management of the firm's strategy, tactics and operations (resources, funds, and information flows) 
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and the linkage with material suppliers. Good supply chain integration will help to increase 

products’ value and fulfill the needs of customers at the lowest cost and fastest pace (Monczka and 

Morgan, 1997). In this study, activities to create the link with suppliers (including shared training, 

confidence building, joint measurement systems, commitment or trust in provider capacity) is quite 

consistent with the study of Flynn et al. (2010) "Supply chain partnerships with partners in the 

supply chain and processes inside and outside the enterprise". According to Flynn (2010), linking 

the supply chain is a strategy that can help a company gain competitive advantages. 

Basing on those studies, the main concept of supply chain integration in this research is (1) 

Sharing information sharing, (2) Resources and (3) Building long-term business relationships 

among enterprises and between enterprises and (4) Business relationships among their partners 

in the same supply chain.  

2.2.3.  Aspects in Supply Chain Integration:  

From the perspective of Vickery et al. (2003), supply chain integration includes three 

components: the supplier, the customer and the cross - functional group. In another analysis of 

Dong et al. (2001), supply chain integration is divided into four components: exchanging 

electronic information network, sharing cost forecast with suppliers, sharing plans, reducing 

costs to suppliers and developing providing system. The general focus of these studies is the 

range of external factors, and the main objects in the connections among enterprises, suppliers 

and customers. These studies have provided the theoretical basis to develop other research about 

supply chain linkage among enterprises, customers and suppliers.  

After a lot of consideration, in our research, we have divided supply chain integration into 

three aspects, including the internal integration, customer integration and supplier integration 

according to Flynn’s study (2010). Customer and supplier integration is often referred to as 

external linkage, which shows the level of collaboration among a manufacturer and its external 

supply chain entities to develop strategies or synchronize organizational processes (Stank et al., 

2001). Customer integration is collaborating with key customers to create core competencies. 

Supplier collaboration relates to linking core competencies of suppliers (Bowersox et al., 1999). 

Internal integration focuses on activities within the manufacturer. That is the extent to which the 

manufacturer structures its organizational strategies, implements and synchronizes its process to 

meet its customers’ requirements (Cespedes, 1996). 

3. Theoretical model development 

The theory of supply chain integration and related perspectives are the theoretical basis to 

develop our hypothesis. The supply chain integration would represent for the link among 

enterprises, which allows enterprises to share their knowledge, supplement their resources, 

improve their management system and cut costs. 

3.1.  The relationship between Customer integration and cost reduction performance  

The customer integration is defined as a core competency derived from the coordination of 

all key customers in the supply chain, which helps to improve the quality of service. Customer 
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integration represents for cooperating closely, sharing information with key customers, providing 

enterprises necessary knowledge of market strategies and opportunities to operate more 

efficiently. The close relationship between customers and manufacturers improves the accuracy 

of demand forecast, reduces needed time on designing products, scheduling production and 

inventory and fulfill customers’ needs better. It also helps enterprises to reduce more costs, 

create greater value, and respond more quickly to new needs from customers. In addition, 

customer integration has both direct and indirect impact on customers’ satisfaction (Homburg 

and Stock, 2004), which motivates enterprises to develop and innovate.  

Based on these studies, we propose the following hypothesis: 

 H1: Customer integration has positive effects on cost reduction 

3.2.  The relationship between Internal Integration and cost reduction performance  

Internal integration involves the establishment of relationships that facilitate the sharing of 

information (Lee, 2000; Barratt & Barratt, 2011) and collaboration among functions and 

departments within the enterprise (Bagchi et al., 2005). Internal integration is defined as 

“departmental collaboration, information sharing activities in processes and systems that are 

connected and synchronized" (Schoenherr and Swink, 2012, p100). In general, internal 

integration involves the collaboration among different functions of an enterprise, such as 

operations, logistics, marketing, and sales, to accomplish the goals of the supply chain. By 

integrating functions, all processes are connected, leading to reduce barriers (Flynn et al., 2010). 

As a result, enterprises can implement restructuring and cost optimization.  

So we propose the hypothesis:  

H2: Internal integration positively impacts cost reduction 

3.3.  The relationship between Supplier Integration and Cost Reduction Performance  

Devajar et al. (2007) finds that supplier integration has positive effects on performance. 

The integration and information sharing with suppliers provides enterprises critical knowledge of 

suppliers’ processes, capabilities and limitation. Basically, supplier integration helps companies 

to closely integrate their supply with internal operations and external needs. Cousins and 

Menguc (2006) show that the integration positively impacts the supplier's communication. 

Supplier integration often includes partnerships, cooperation activities, planning meetings and 

information sharing systems. Therefore, good supplier integration helps enterprises to update 

information quickly, which assures smooth production processes. Moreover, supplier integration 

helps enterprises to optimize their production processes, minimize business cost and meet the 

needs of customers. A perspective based on competitive resources argues that supplier 

collaboration, as a competitive advantage which is difficult to be duplicated and replaced, can 

improve the efficiency and productivity of the enterprise (Grant, 1996).  

In addition, better supplier relationship can bring lower costs for both the company and its 

suppliers. In a study of Narasimhan and Das (2001), supplier integration involves gaining 

advantages in cost, quality, delivery and technological advantage. Das et al. (2006) confirms that 
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vendor integration reduces transaction cost, negotiates, monitors and collects information 

through internal and external groups. From the above studies, we propose the third hypothesis:  

H3: Supplier Integration positively impacts on cost reduction performance 

Beside these three main hypotheses, during our research, we also find out that some factors 

within the enterprise also affect the production performance. Therefore, we have proposed to put 

these factors into the controlling category. 

Customer 
Integration

External 
Integration

Supplier 
Integration

Cost Reduction

Depend factors

 

Figure 1: Theoretical framework 

4. Methodology 

4.1. Research design  

This study uses quantitative data from timber enterprises in Thach That - Hanoi as the 

input to examine the impact of integration supply chain in reducing production costs. The 

research team uses a pilot questionnaire to collect responses from enterprises, which are 

collected from a large number of enterprises’ record and documents. The questionnaire consists 

of three parts. Part 1 covers general information of the enterprise. Part 2 covers the collaboration 

of enterprises with its supply chain entities and Part 3 covers the reduction of production costs.  

Firstly, the questionnaire is developed in English, then it is translated into Vietnamese by 

another person. After that, it is translated again into English by another person to check the 

possible differences in the meaning caused by different language. Based on this checking step, 

we verifies our questions.  
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The answers are taken from middle managers of chosen enterprises, who have good 

knowledge and close relationships with their customers and suppliers. The research team receive 

the agreement of 150 managers to join the survey. After sending the questionnaire to these 

managers, the research team collected 120 responses in the next 2 week, with a response rate of 

about 80%. For those who did not respond, they were reminded again by telephone and an 

additional 20 questionnaires were collected after two more weeks. The total number of received 

questionnaires was 140. After removing 8 slips with missing data, the team collected 132 

questionnaires. The process of collecting and choosing questionnaire included these following 

steps: (1) Building activities, (2) Screening, (3) Assessing the reliability, (4) Building 

confidence, and (5) Testing the final hypothesis.  

The final research was made through the following stages: (1) Designing the research 

sample, (2) Collecting information from the questionnaire, (3) Analyzing the data using SPSS- 

statistics 20 through factor analysis and regression analyzes to identify the factors and values 

affecting on the timber supply chain in Hanoi, and how they affect. 

Main factor Sign Variable References 

Customer Integration 
(KH) 

 

 

KH1 Our key customers continuously exchange 
information with us 

 

 

 

Annan et al. (2016) 

 

Ou et al. (2010) 

 

KH3 Information which was shared is accurate 

KH4 The way to share information is clear 

KH7 The factory of our company is located near 
our customers’ receiving location 

KH13 My company and buyers share the same long-
term benefits 

KH14 My company process regular customer 
satisfaction evaluation. 

Internal Integration 

(NB) 

NB2 The information in the company is recorded 
and stored accurately. 

Ou et al. (2010) 

 

NB3 The information in the company is recorded, 
stored and updated in continuously 

NB4 The information in the company is fully 
recorded and stored 

Supplier Integration 

(CC) 

CC4 My company provides clear standards of 
wood quality and auxiliary materials 

Annan et al. (2016) 

 

 

 

Ou et al. (2010) 

 

CC5 Besides prices, my company and suppliers 
share our main trust and production capacity 
on each other. 

CC6 My company and suppliers both want to have 
long-term business collaboration 

CC7 Our suppliers gain long-term benefits from 
providing materials o my company. 

Production results 

(KQ) 

KQ1 Total cost of production tends to decrease Schmenner (1998) 

KQ2 Cost of production for a unit decreases. 

KQ4 The quality of the product remains stable with 
the lower defect rate 

4.2. Measurement  

The reliability rate is evaluated by using exploratory factor analysis (EFA) and Cronbach 

alpha coefficient. About the measurements, the effects of supply chain integration has been 
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evaluated through 4 factors with 16 variables as shown in Table 3. Each variable will be 

measured by the 7-point Likert scale. The range of frequency is from 1 – completely disagreed to 

7 – completely agreed. The results of the EFA Discovery Factor Analysis show that customer 

integration the customer's attention to the customer information sharing, and building long-term 

relationships. Sharing information in internal integration helps the flow of information in the 

business smooth and updated. In contrast, in supplier integration, there is more interest in 

building long-term collaboration. The test of KMO and Barlett's shows that sig = .000 and high 

KMO coefficient (.644> 0.5), so EFA results are accepted in this study.  

The results of Cronbach's Alpha about the scales of supply chain integration show that 

these scales have reliable Cronbach's Alpha rating. All scales meet the reliability standard (0.6 < 

Cronbach alpha < 0.95). 

5. Results 

The results of the model shows that 27.6% of the variation of the dependent variable was 

explained by 3 independent variables. In using group data, if the regression coefficients of the 

independent variables are less than or equal to 0.05, independent variables are able to explain the 

dependent variables. But the sig of the customer factor was 0,310 so this variable could not 

explain the independent variables. The coefficient VIF is less than 2 so there is no 

multicollinearity.  

According to the SPSS 20, there are three factors, including the labor, the internal 

integration and the supplier integration, that can affect the reduction of total production costs and 

production cost per unit of product. The labor factor shows how the quantity of labor can affect 

production costs. The second factor is the internal integration in sharing accurate and updated 

information. The last factor is the supplier integration in establishing a long-term relationship. 

Among these three factors, the regression model shows that supplier integration has the biggest 

impact, with the coefficient β5 = 0.297. The internal integration is the second with β4 = 0.197. 

The quantity of labor has lower result with β2 = -0,182. 

6. Conclusion  

From the study, supply chain integration has a positive impact on cost reduction of an 

enterprise. 

The link between suppliers and enterprises in building long-term relationships significantly 

reduces production costs, product quality is stable while the rate of defected products is low. 

This result is quite understandable because when the enterprise gives their suppliers clear criteria 

for timber quality, good quality wood will bring high quality products and decrease defected 

ratio. Choosing suppliers based on their capacity also helps improve the quality of timber. In 

addition, building long-term relationships with suppliers will help cut costs of some steps in the 

next purchase. The development of business relationships leads to reduced costs for both the 

enterprise and its suppliers. 

Conversely, customer integration has no significant impact on productivity, particularly in 
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terms of cost reduction. The finding results are consistent with the study of Devaraj (2007), 

which suggests that customers and productivity do not have a significant relationship. Sharing 

information as well as creating long-term relationships with customers will impact more in the 

output of the business. Customer integration will help enterprises to understand more about their 

customer, therefore, can fulfill the customers’ needs. This, in turn, helps to improve sales, 

distribution, customer service, and service levels and customer satisfaction. 

The results of the model also show that the larger the enterprise is, the higher cost the 

enterprise has. This finding is understandable because the increase in labor means the cost of 

salaries and benefits also increase. 
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Abstract: Investor relation (IR) is a part of importance strategy management at the 

company. In the field of specialization, IR specialists need both financial and communication 

skills to achieve IR effectiveness. Overview of traditional and modern IR, analyze aspects related 

to IR and assess its impact on business operations in particular and the stock market in general. 

Experience building legal framework to regulate IR activities in some countries around the 

world. The study makes some recommendations that contribute to improving IR’s knowledge and 

skills, establishing a transparent, sustainable and effective financial environment in Vietnam. 

Keywords: investor relation, Vietnam stock market 

 

1. Introduction 

Along with the structural changes of the capital markets, there are changes in the speed and 

method of the information transmission, this trend will continues in the future. In any 

environment, the challenges of attracting and maintaining IR is always on the top of the 

company. Effective IR performance must include financial, communication and marketing in 

order to effectively control the flows of information to investors, shareholders and other 

stakeholders. Effective IR not only saves on marketing and management time but also provides a 

reasonable valuation for the company’s shares, reduces funding costs, and provides strategy 

investor base, which help company undergo hard times.IR becomes a key factor for the company 

to stabilize and grow. Accordingly, the article presents systematic way of dealing with IR, 

introducing the concept of IR changes over time. Identify the most important IR objectives as 

well as address the imperative aspects of its approach. 

2. Literature review of IR 

The term IR is used to describe the continuous operation of a company in an investment 

community, communication environment. IR is part of the life of the stock market. IR is 

expressed in various forms such as holding meetings with investors, annual report on mass media 
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to communicate to shareholders, investors and other stakeholders about company such as 

business performance, corporate governance, financial situation and prospection of company. 

According to James E. Post, Lee E. Preston, Sybille Sachs (2002) argue that shareholders 

or investors benefit from company without direct responsibility for the operation of company, 

term as well as limited participation in the work of the business. 

Theo Ellis (1985), IR is a holistic process communicates with the investor community, 

explains the challenges and opportunities in the future, discusses currentstrategies, and 

implements efficiency in the past of the company. IR connected or linked between CEOs and 

financial community (Miller, 1991). Beside, traditional functions are announcement and 

maintain IR. Nowadays, IR includes public relation activities (PR), roadshow tools… 

Developing capital market are oriented getting public investors, so that the market or company is 

not sufficiently transparent and safe, it’s difficult to attract investors (Marinkovic, 2007). The 

important information is always available to investors at the right time, either directly or via the 

website, and the mass media is continuously maintained with potential shareholders and 

investors, it has become a daily habit if company wantto complete equally in the domestic 

market but also in the global market (Beogradskaberza, 2007). 

IR is enhancing the synergy of communication and financial skills needed for IR 

professionals. The responsibilities of IR professionals are not limited to disclosure of mandatory 

information required by law (NIRI 2010, LSE 20101). The responsible for managing financial 

integration, communication, roadshow and compliance with securities law is aimed at 

communicating effectively between the business and financial community, contributing to the 

equity valuation of company. Definition of NIRI (2003) “investor relations is a strategic 

management responsibility that integrates finance, communication, marketing and securities law 

compliance to enable the most effective two-way communication between a company, the 

financial community, and other constituencies, which ultimately contributes to a company’s 

securities achieving fair valuation”. The definition seems to embrace the key aspects of the 

activities carried out by IR professionals. However, it is important to differentiate between the 

conditions in which IR can function – compulsory (legal) and optional (self-regulatory). Thus, 

the scope of activities carried out by IR professionals may differ and involve: (1) the 

basic/obligatory scope of activities; and (2) the self-regulatory/optional scope of activities. The 

first – the basic, minimum level – means complying with legal requirements and fulfilling the 

duty of at least one-way communication with shareholders. 

Allen (2002) argue that IR can bring competitive advantage to company by improving 

investor understanding of the company. Miller and Skinner (2015) noted that recent 

developments in technology  and communications have dramatically changed the way IRs are 

completed, requiring professionals in the field to develop new strategies that fit the new scene. 

IR must include shareholder action to corporate social responsibility and improve shareholder 

legality (Uysal, 2014). 

                                                 
1 NIRI- American National Investor relations Institute, LSE-London Stock Exchange 
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Picture 1.  IR objectives and financial disclosure 

Source: LSE 

IR not only creates awareness and understanding  of the company in the the investment 

community, but also makes it easy to access capital, liquidity and fair equity. The important of 

IR increased sharply during the financial crisis of the early 21st century, when public companies 

were forced to comply with the disclosure requirements of Erron’s sudden collapse in 2001-

2003, was so unexpected was that the company sent no disturbing signals, that affected mainly 

American companies. On the contrary, its financial statements showed high profits, and the value 

of its assets was measured in billions of dollars, which also influenced the company’s share price 

that grew at an impressive rate. 

It can be said that IR is all the information disclosure activities of companies with invetors, 

in order to satisfy supply and demand information for parties related, specifically:   
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(i). Providing investors with the most accurate and up to date information on the business. 

It helps investors to understand deeply the business activities and make timely investment 

decisions; 

(ii). To build cooperative relations on the basis of common  interests with investors;  

(iii). Receive feedback from investor community about position of company, strategies and 

initiatives of the company in creating and maintaining value;   

(iv). To help company holding the psychology of the investor community, create favorable 

conditions for senior management to have more time to perform tasks; and specially become a 

face of the company when ít contact with investors, analysts and journalists… 

3. IR regulation in some countries 

In the world, IR not only important for listed companies but not also for securities 

companies. In the Korean stock market, IR is considered as an indispensable activity and one of 

the responsibilities of the securities companies. Many studies show that IR has confirmed its role 

through significant contributions and positive support for financial appraisals in the US and 

Europe. In Asia, IR has been widely used, the demand for accurate and up-to-date information 

from investors and analysts, providing information through new channels such as the Internet 

and the increasingly important role of regulatory regulators and the government. In order to 

ensure proper play, the role of IR is increasingly important and indispensable. In developed 

countries, by law, communication of information to investors must ensure fairness and 

compliance. Specifically: 

In the UK - The London Stock Exchange (LSE), issued on February 1, 2010, requires all 

listed companies to promptly disclose business information. In addition, the LSE asks the 

Financial Services Authority (FSA), the independent regulator of the financial services industry 

in the UK, to issue a manual on regulations including clearing rules and transparency (Disclosure 

and Transparency Rules (DTRs), which refers to the content of information disclosure on the 

Internet (regulation DTR2.3) to promote the timely and fair disclosure of information in the 

market. In particular, DTR2.3 requires the issuing organization to have its own website. 

According to the FSA regulations, information disclosure services (RIS) must be posted 

simultaneously on the website before the end of the next business day, as from the time RIS 

informs. In addition, DTR6.3.5 requires that the securities company must have annual and semi-

annual financial statements within 5 years of its website. 

Japan - The Tokyo Stock Exchange (TSE) requires issuers to disclose information through 

the Timely Disclosure Network (TDNet), a network databases provided by TSE. This implies 

that one of the conditions that is approved for listing is that listing organization must become a 

member of the TDNet, the basic database center that provides timely and accurate information to 

the Securities markets. Press releases, newspapers, financial reports and other statistical 

indicators. This provision also shows that the TSE is not related to the issuer's own website but 

uses a centralized strategy that allows the integration of IR information on all organizations 
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listed on the TSE in the SE's database. . In June 2015, TSE began to apply the Code of corporate 

governance as a framework for reforms aimed at enhancing the ability of Japanese firms in the 

international marketplace. Change the investor's perception and environment in the stock market. 

To be effective, the TSE requires listed companies to reform their corporate governance and 

promote dialogue within the IR. 

Singapore - The iFAST2 undertakes to disclose information and make it available to the 

public in a complete, timely and accurate manner in accordance with the listing requirements of 

Singapore Exchange Securities Trading Limited (SGX-ST). Singapore Corporate Governance 

Code 2012 and Securities and Futures Act (CAP 289). This is to ensure that all investors have 

access to business information, including business strategies, financial performance, corporate 

governance, etc. at any time. All published information is simultaneously sent to SGX via 

SGXNET and on the IR website of the business. In cases where the disclosed information is to 

be evaluated, the enterprise shall make appropriate notices related to the investor through 

SGXNET3 and the website of the enterprise. By the end of 2017, an IR survey of listed 

companies would assess the quality and effectiveness of the IR website, resulting in about 9% of 

the 711 website has no IR website. This result shows that not all businesses invest properly in IR. 

Only when enterprises meet the factor of depth and quality of information according to the actual 

situation on the market can establish a firm relationship with the investor community, thereby 

building Trust the IR department at your business. 

4. Vietnam and the IR trend 

4.1. IR situation  

In Vietnam, IR activities are in the formative phase, need more time and investment to 

develop strongly. This is one of the reasons leading to the financial communication activities are 

fuzzy and limit the process of approaching investors of Vietnamese enterprises. 

Result of the survey results of the IR Awards program this year (2018), there are 266 

listing companies of the total 686 listing companies in 2017. Listing companies reached 38,78% 

- the highest rate in 07 years. This growth indicates that the listing organization has adapted well 

to the changes compared to the disclosure rules. 

  

                                                 
2 Based on Fintech,  provide investment products and services to consulting firms, financial institutions, 

banks, media, multinational firms and investors, not only Singapore but also Asian and Europe. 
3 SGX system that allows listing companies, issuers and other financial constitutions to send message to the 

SGX from anywhere in the world safely, accurately and efficiently. 
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Picture 2. Standard information disclosure of listing companies (2012-2018) 

Source: Vietstock&FiLi 

The effort to maintain IR is a way for companies to build a transparent image in the public. 

The better the IR, the better the ability to retain shareholders and facilitate the mobilization of 

new capital to expand business. Previously, many companies did not pay much attention to IR, 

merely implemented the regulations on information disclosure, but lacked the multi-dimensional 

interaction with investors, analysts and the press. Companies lacking their own IR department or 

IR staff have no knowledge of financial markets, and the relationship between companies and 

investors is rather loose.  

According to the development trend of the stock market, investors also have the 

requirements of the disclosure must be transparent and timely. In order to meet requirement from 

shareholders, investors, besides fulfilling the mandatory disclosure obligation, many companies 

have been directed towards professional IR, through the active disclosure of information, holding 

meetings investors, analysts, and the media ... IR departments in a number of companies are 

equipped with the skills to respond flexibly, handle the crisis of corporate communications. It 

helps to evaluate the stock price more fully, more accurately. 

The legal framework, basic rights and obligations of shareholders in accordance with 

Article 114, Article 115 of the Law on Enterprises, the Law on Securities and its guiding 

documents. In 2017, the Government issued Decree 71/2017/ ND-CP (Decree 71) and the 

Ministry of Finance issued Circular 95/2017/BTC (Circular 95) on corporate governance 

applicable to public companies. Decree 71 and Circular 95 demonstrate the determination of the 

Government and market regulators to disseminate and develop good corporate governance 

practices. It is the core platform for improving the quality of goods on the stock market. Decree 
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71 specifies a number of rights and obligations of shareholders in order to ensure the principle of 

fair treatment and to ensure the interests of shareholders. Accordingly, public companies shall 

disclose information through the following: 

(i). Annual reports, websites and other publications of organizations subject to disclosure;  

(ii). Information disclosure media of the SSC include: the SSC's system of receiving 

reports and disclosure of information, portals and other publications; 

(iii). The information disclosure facilities of the Exchanges include the system of receiving 

reports and information disclosure, the website of Exchanges, the electronic display panel at 

Exchanges; 

(iv). The information disclosure media of the VSD; 

(v). Other mass media as prescribed by law; 

(vi). The documents and reports sent to the SSC and Exchanges shall be in the form of 

documents and forms of electronic data using digital signatures under the guidance of the SSC 

and Exchanges; 

(vi). In cases where the SSC and Exchanges implement the system of receiving reports and 

information disclosure through online portals, the form of information disclosure of subjects 

disclosing information prescribed in Circular 52/2012/ TT-BTC. The guidance on disclosure of 

information on the securities market shall be implemented in accordance with the guidance of 

the SSC and Exchanges; 

A public company must set up a website within six (6) months from the date of becoming a 

public company; a securities company or fund management company must set up a website 

within six (6) months from the date of issuance and officially operate; The bond issuer must 

make a website before making a public offer of bonds. The website must have a separate column 

on investor relations, including disclosure of the company charter, internal management 

regulation (if any), prospectus (if any) and All information must be published periodically, 

irregularly and required by the provisions of this Circular. Subjects of disclosure of information 

must notify the SSC and Exchanges and publicly disclose the website address and any changes 

related to this address within three (03) working days from the date of completion the 

establishment of a website or a change of address on this site. 

4.2. Limitations 

It can be seen that IR has made remarkable progress, but in the market, many businesses 

still have the status of information disclosure such as not publicly disclose information to 

shareholders; or just meet regularly with institutional investors, analysts ... when the need to 

mobilize new capital to do IR. In addition, the "hide" of negative information sometimes also 

occurs because companies lack of active to share the risks and challenges that companies are 

facing, causing profit to decline and offer solution will be implemented to mitigate that 

negative impact. 
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According to State Securities Commission (SSC), there are 126 administrative decisions 

were issued by SSC (in that 75 organizations and 51 individuals) in 2016. In 2017, 349 decisions 

on sanctioning administrative violations in the securities and securities market were issued. The 

number of violations was increased by 2.6 times compared to 2016. The first 4 months of 2018, 

this figure is 62 cases of violations, accounting for more than 30% of total violations in 2017. 

Most of the violations of this law related to the manipulation of securities prices, false 

transactions, violations in the regime of reporting, disclosure of information ... all violations have 

a great impact on rights and interests of  investors, especially the small investors. 

In addition, the uncertainty in the IR for public companies in general and the stock market 

in particular. Rights and interests of investors have been violated, which is due to the fact that the 

system of legal regulations protecting investors is not really tight and effective. Taking into 

consideration the system of legal provisions on protection of investors in the Vietnam stock 

market, there are some problems as follows: 

Firstly, the legal regulations are scattered in many different legal documents such as the 

Law on Securities, the Law on Enterprises, the legal documents such as circulars, decisions ... 

these regulations are sometimes overlapped lack of consistency, uniformity Establishing and 

issuing a unified legal document on the protection of investors helps to create a solid legal basis 

for IR activities to be more transparent and effective - one of the last remedies Also when the 

legitimate rights and interests of investors are violated. 

Secondly, the regulations on protection of investors only stop in line with the regulation of 

domestic market behavior and lack of compatibility with international practices. In particular, 

compliance to the objectives and principles recommended by the International Securities 

Commission (IOSCO)4. 

IOSCO recommends that the members of the stock market management bodies should 

"building a fair, transparent market, protect investors and reduce systemic risk". In order to 

achieve this objective, the strict system of securities laws should be developed, the disclosure 

requirements must be sufficient and transparent, corporate governance, good risk management, 

IR activities must be multi-dimensional. 

5. Some recommendations 

In the current trend of  integration, the business of companies inevitably attract investment 

capital, IR is all information disclosure activities of company with investors, to satisfy supply 

and demand Information is beneficial for both parties. In order to meet the requirements of 

attracting investment capital, companies, especially listed companies, need to invest in the 

systematic development of the IR strategy. Compamies should set aside their own interface on 

the IR website with the following main contents: 

                                                 
4 IOSCO has conducted in-depth research in many countries with developed stock markets around the world 

to develop and issue the best practices in market management and development. 
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Firstly, the company information includes updating information on the business activities 

from the investment perspective; challenges, strategies and visions in the country and the world, 

competitor information (if needed). 

Second, the financial information, including: transparency of important financial 

information in the financial statements; summarize the financial situation at least 3-5 years; 

financial and nonfinancial financial indicators and indicators (these can be downloaded as excel 

files); Some of the information not displayed on the balance sheet such as brand name, capital, 

human resources, dividend history ... can display links to the detailed data warehouse. 

Third, shareholder information: size, type, source of shares, founding shareholders; 

General meeting of shareholders, share price information including current price, the past is 

comparable with other companies in the same industry; Full information, address/contact method 

of IR department. 

In the long term, investors will be more cautious and their demand for accurate and 

transparent information of listed companies will be higher and more rigorous. Investors will also 

find ways to work directly with the management, who decide in the companies. The decisive 

value of the IR operation will be gradually increased to ensure a balance between investor 

expectations and companies preparedness. The role of IR staff is also more useful when 

providing and responding to the board of director with relevant information and opinion from 

investors, analysts and other influential individuals, focus on creating value for the company. 

The advantage will be that companies take advantage of opportunities to actively approach 

investors through IR activities. In a market where every business is competing fiercely to pull 

investors, investor confidence is an important factor for them to decide whether to invest in the 

company or not. 
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Abstract: This study aims to define the relationship between ownership structure and the 

level of nonfinancial information disclosure by companies listed on the Hanoi Stock Exchange 

(HNX). To evaluate the nonfinancial information disclosure level, the unweighted disclosure 

index method was used. The disclosure indices of a company were prepared with 61 items base 

on the circular 155/BTC, the circular 200/BTC and the system of Vietnamese accounting 

standards (VAS). And The regression method was used to determine the relationship between 

ownership structure and the level of non-financial information disclosure. The paper has been 

conducted on the sample of the annual reports in 2016 of 267 companies listed on the Hanoi 

Stock Exchange. Findings indicated that (1) The extent of the nonfinancial information disclosure 

in 2016 was average (58.3%), (2) Ownership structure including government ownership and 

institution ownership are related to the level of non-financial information disclosure. 

Keywords: disclosure; nonfinancial information; nonfinancial disclosure; mandatory 

disclosure; ownership structure; 

 

1. Introduction 

Nonfinancial information is information that is not being measured, disclosed in currency 

unit. Nonfinancial information if classified according to the legal nature of the nonfinancial 

information including mandatory and voluntary nonfinancial information disclosure. 

Nonfinancial information has become increasingly important role in accounting information 

systems. It has the potential to add significant value, but also challenges. The challenges has 

related to nonfinancial information including identifying what it is, why it may be used, where it 

is appropriate to use, and how assurance activities may be conducted (Michael Fraser, 2012).  

Accounting reports, annual reports of reputable companies and groups are ranked by the 

trust rating ranking organizations about more transparency and useful information to help the 

information users judge reliably value corporate finance in the future, the accounting reports 

often disclosed much nonfinancial information.  
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In Viet Nam, previously, the disclosure of non-financial information was usually voluntary 

and had not guidelines to disclosure the type of information. On October 5th, 2015, the Ministry 

of Finance issued Circular No. 155/2015/TT-BTC (Circular 155) superseding Circular 

52/2012/TT-BTC regarding information disclosure on securities market. The circular 155 

requires listed companies to report on their impacts on the environment and society. Therefore, 

the study of relationship between ownership structure and the level disclosure of non-financial 

information is necessary 

2. Theoretical and Analytical Framework  

2.2. Theoretical Framework 

Stakeholder theory 

Stakeholder theory was first described by Dr. F. Edward Freeman, a professor at the 

University of Virginia, in his landmark book, “Strategic Management: A Stakeholder 

Approach.” Stakeholder theory instead argues that there are other parties involved, including (i) 

a primary group, which usually has a formal contract with the company and is is essential for its 

proper functioning (owners, shareholders, employees, unions, customers, suppliers, etc.) and (ii) 

a secondary group which, despite not being directly involved in the economic activities of the 

company and not having a contractual relationship with it, can exercise a significant influence on 

its activity (citizens, competitors, local community, the Government, public, etc.) (Martinez et al, 

2016). Freeman also defined a stakeholder as “any group or individual who is affected by or can 

affect the achievement of an organization’s objectives” (Freeman, 1984: 25). 

“Managerial and positive version of stakeholder theory predicts that management is more 

likely to focus on the expectations of powerful stakeholders. Under this perspective management 

would be expected to provide an account of social and environmental activities to these 

stakeholders” (Kaya, 2016). 

Stakeholder theory also confirms that the existence of a business requires the support of 

stakeholders and must be approved by them. The activities of the business will be adjusted to 

achieve that approval. The disclosure is seen as a type of dialogue with businesses and 

stakeholders. Therefore, the expectation that there will be existence the relationship between 

ownership and the level of nonfinancial information disclosure. 

Agency theory 

The agency theory was developed by Jensen and Meckling (1976), which explains the 

relationship between principals as shareholders and agents as company’s managers. In this 

relationship, shareholders (principals) delegates managers (agents) to perform work. Agency 

theory addresses problems that arise due to differences between the goals or desires between 

shareholders (principals) and managers (agents). Between shareholders and managers exist 

benefit conflict (agency problem). Shareholders expect good executive managers to increase 

stock value. Executive managers pursue the goals different from shareholders' and the benefit 

conflict arises. 
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According to the agency theory, the separation between the ownership and management of 

enterprises in large size, the managers that the persons directly run the activities of enterprises, 

actively grasp the information of enterprises and can maximize their benefits but can hurt the 

benefit of shareholders. From this, there will be the existence between the ownership and the 

level of nonfinancial information disclosure. 

2.2. Analytical Framework and Hypothesis 

Ownership structures have been studied in various aspects of prior researches (e.g. 

ownership concentration, government ownership, family ownership, foreign ownership, 

institutional ownership and managerial ownership) (Ta, 2014). A firm’s ownership structure may 

reflect the level of sophistication of its various owners. The communication between the firm and 

its owners may also differ depending on matters such as the ownership structure (Hannu, 1997). 

Accordingly, the paper examines three important ownerships in Vietnam’s capital market, 

including government ownership, foreign ownership and institutional ownership, the same of the 

research of Ta (2014). 

Government ownership 

Many papers stated that the level of disclosure information will be weakened by the 

presence of state ownership (Ta, 2014).  Government-owned companies tend to be less 

competitive compared to privately owned companies (Hawashe, 2014), so that the companies 

have no pressures the disclosure. The study of Skouloudis and et al (2013) showed that existence 

the relationship between government ownership and the level of nonfinancial information 

disclosure. However, the study of Hawashe (2014), Ta (2014), Pham and Do (2015) showed that 

there was not the relationship between government ownership and the level of nonfinancial 

information disclosure. This lead to the first hypothesis as follows:  

H1: There is a relationship between government ownership and the level of nonfinancial 

information disclosure. 

Foreign ownership 

“Agency theory argues that in a diffused ownership environment, companies have more 

incentives to provide additional financial and non-financial information in their annual reports 

to reduce agency costs and information asymmetry (Ho and Wong, 2001). It could be argued 

that companies with a greater number of shareholders might be expected to have more 

information in their annual reports, than those companies with a smaller number of 

shareholders” (Hawashe, 2014).  

The study of Hawashi (2014), Ta (2014) showed that there were not the relationship 

between foreign ownership and the level of nonfinancial information disclosure. However, the 

study of Pham and Do (2015) found that there was the relationship between foreign ownership 

and the level of nonfinancial information disclosure. Therefore, the second hypothesis is 

constructed as follows: 
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H2: There is a relationship between foreign ownership and the level of nonfinancial 

information disclosure. 

Institutional ownership 

Institutional investors play an important role, hold a large proportion of capital in a 

company (Ta, 2014). Firms with concentrated ownership structure may have less nonfinancial 

information disclosure. The controlling shareholders are able to monitor the behavior of 

management and have access to all the relevant information and thus do not necessitate 

additional disclosures (Khan et al, 2014). Institutional ownership plays the major shareholders in 

concentrated firms have incentives to monitor the behavior of the management, implying less 

principal to agent problem, and consequently less need for the corporate disclosures in addition 

to the requirements.  

The study of Khan et al (2014) showed that it had the relationship between institutional 

ownership and the level of nonfinancial information disclosure. However, the study of Ta 

(2014), Pham and Do (2015) found that there were the relationship between institutional 

ownership and the level of nonfinancial information disclosure. Therefore, the third hypothesis is 

established: 

H3: There is a relationship between institutional ownership and the level of nonfinancial 

information disclosure. 

Table 1: Hypotheses Description 

Hypotheses Description Predicted signs 

H1 There is a relationship between government ownership and the level of nonfinancial information 
disclosure 

+/- 

H2 There is a relationship between foreign ownership and the level of nonfinancial information 
disclosure 

+/- 

H3 There is a relationship between institutional ownership and the level of nonfinancial information 
disclosure 

+/- 

3. Research methodology 

3.1. Measure dependent variable 

The author has chosen the unweighted disclosure index method in order to identify the 

disclosure level of nonfinancial information such as prior researches of Skouloudis et al (2013), 

Hawashe (2014), Ta (2014), Pham and Do (2015). The method analyses each category using a 

“1, 0” scoring methodology. If there is information of subcategories, these subcategories will 

gain a score of 1, whereas a score of 0 will be awared if no information subcategory is disclosed. 

Therefore, the non-financial information disclosure index is calculated according to the 

following formula: 

NFIDj = ∑ ���
��
���  

Where: 

- NFIDj: Total of non-financial informationa disclosure of company j, và 0 ≤ NFIDj ≤ 61 
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- dij = 1 if subcategory is disclosed  

- dij = 0 if no information subcategory is disclosed 

- n: The number of non-financial information items are disclosed. 

The disclosure indices of a company was prepared with 61 items base on the circular 

155/BTC, the circular 200/BTC and the system of Vietnamese accounting standard (VAS). The 

items are disclosed in annual reports, sustainability reports. The table 2 is a list of chosen non-

financial information as the following:  

Table 2: Catagories of non-financial information items in the disclosure index 

Categories of disclosure  No. of items 

General non-financial information 19 

Environmental information 8 

Social information 7 

Corporate Governance 18 

The other non-financial information 9 

Total 61 

Source: Circular No. 155/BTC, Circular No. 200/BTC and VAS 

3.2. Research Model:  

Based on theoretical framework, regression model designed to test the relationship 

between ownership structure and the level of nonfinancial information disclosure is as follows: 

NFID = β0 + β1GovOWN + β2 ForOWN + β3 InsOWN + Ɛ 

Table 3: Proxies for Explanatory Variables 

Variable Name Description Variable Type  Measure method 

NFID Disclosure of non-financial information Quantitative  

GovOWN Government Ownership Quantitative Stock owned by State or State-
Institutional Investors 

ForOWN Foreign Ownership Quantitative Stock owned by Foreign Investors 
(%) 

InsOWN Institution Ownership Quantitative Stock owned by other domestic 
Institutional Investors (%) 

β Partial regression coefficient   

Ɛ The error of the model   

3.3. Selection of Sample  

The study covers 267 out of 376 companies, listed on Hanoi stock exchange (HNX) in 

Vietnam’s Stock Market. The sample period in this study is only for the year ending on 

December 31, 2016. The study requested 267 annual reports and the other reports which 

accessed by companies’ website.  
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The sample of non-financial companies will be presented in details as follows: 

Table 4: Sample selection 

Total listed companies on HNX on December 31, 2016  376 

Less: Number of financial listed companies (25) 

 Number of companies newly listed after January 1st, 2016 (14) 

 Number of companies which annual report arenot available (29) 

 Number of companies have the outliers data (41) 

Sample 267 

Source: Author 

4. Results and discussions 

Table 5: Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

NIFD 267 .246 .869 .56204 .136220 

GovOWN 267 .0 98.5 14.291 22.6532 

ForOWN 267 .0 47.4 5.412 8.5229 

InsOWN 267 .0 99.7 28.883 30.0746 

From the descriptive statistics in Table 5, the mean value of non-financial information 

disclosure index is 56.2%, whereas the highest value of non-financial information disclosure 

index is 86.9%, and the lowest value is 24.6%.  

Table 6: Analysis of Variance 

ANOVAb 

Model Sum of Squares df Mean Square F Sig. 

1 Regression .396 3 .132 7.652 .000a 

Residual 4.540 263 .017   

Total 4.936 266    

a. Predictors: (Constant), InsOWN, ForOWN, GovOWN 

b. Dependent Variable: NIFD   

The results of analysis of variance in table 6 show that the significance value is 0.000 (Sig 

= 0.000), which is below 0.05. That indicates the presence of a linear relationship between 

dependent variable (NFID) and independent variables (GovOWN, ForOWN, InsOWN) 
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Table 7: Coefficientsa
 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients t Sig. 

Collinearity Statistics 

B Std. Error Beta  B 

1 (Constant) .519 .012  41.833 .000   

GovOWN .001 .000 .140 2.295 .023 .940 1.064 

ForOWN .001 .001 .062 1.039 .300 .987 1.013 

InsOWN .001 .000 .200 3.279 .001 .941 1.063 

a. Dependent Variable: NIFD 

To test the relationship between the independent variables and NFID, all the variables have 

been put into the multiple regressions. Table 7 states the regression results of the relationship 

between government ownership, foreign ownership, institution ownership and the level of non-

financial information disclosure. It shows there are two variables with significantly positive 

relation with NFID, including GovOWN (sig = 0.023 < 0.05) and InsOWN (sig = 0.001 < 0.05). 

Based on the outcome above the standardized regression equation stand for: 

NFID = + 0,14 GovOWN + 0,2 InsOWN + Ɛ 

The coefficient, β1 for independent variable government ownership (GovOWN) is equal to 

0.14 and shows that the level of non-financial information disclosure is significantly and positively 

associated with government ownership measured by Stock owned by State or State-Institutional 

Investors (GovOWN). This means that if the variable GovOWN increases by one unit, NFID index 

increases by 0.14 units, ceteris paribus. Hypothesis 1 has been accepted (sig < 5%). 

The coefficient, β3 for independent variable institution ownership (InsOWN) is equal to 0.2 

and shows that the level of non-financial information disclosure is significantly and positively 

associated with institution ownership measured by Stock owned by other domestic Institutional 

Investors (%) (InsOWN). This means that if the variable InsOWN increases by one unit, NFID 

index increases by 0.2 units, ceteris paribus. Hypothesis 3 has been accepted (sig < 5%). 

The foreign ownership variable (ForOWN) is lack of statistical significance to show its 

impact on the annual reports’ information disclosure in our multivariate analysis and hence 

Hypothesis 3 could not be supported. 

5. Conclusion 

The aim of the paper examines the relationship between ownership structure and the level 

of non-financial information disclosure by the listed companies on the Hanoi Stock Exchange 

(HNX).  

Findings indicate that companies disclose 56.2% in average. The explanatory analysis had 

shown that the government ownership measured by stock owned by state or state institutional 

investors (GovOWN) and institution ownership measured by stock owned by other domestic 

institutional investor (InsOWN) have the positive and significant effect on the level of non-

financial information disclosure of companies listed on HNX. However, the foreign ownership in 

terms of ForOWN has not the relationship with the level of nonfinancial information disclosure.  
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Abstracts: Operation Risk is inherent in every commercial bank, however little attention 

was paid by Vietnamese Commercial banks to embed Operational Risk management together 

with Credit Risk management or business planning strategies. The aim of this paper is gauging of 

Operational Risk in Vietnamese Commercial banks on two folds, one through analyzing the 

implementation of additional Capital charge for Operational Risk following Basel 2 in banks, 

and two identifying determinants of Operational Risk in the case of Vietnam. The study adopted 

Approaches of Basel 2 to analyze compliance CAR for managing Operational Risk in 

Commercial banks of Vietnam. The paper investigates whether Bank-Specific and 

Macroeconomic perspectives, plays a significant influence on the banks' Operational Risk. The 

study revealed that capital charge for Operational Risk as it was found that CAR has a negative 

effect on the Operational Risk. 

Keywords: operational risk, CAR, bank characteristics 

 

1. Introduction 

The Operational Risk concept has been highly visible in overall banking activities. All 

financial institutions, in particular, bank industry, are vulnerable to damages resulting from 

operational failures that can erode customer confidence and even unexpectedly end the 

institutions’ life. A brief look at bank failures prior and post Global Economic meltdown in 2007 

revealed that collapse of banks was driven partially by prominent operational losses. To see the 

implications of Operational Risk events, the devastating loss of Arthur Anderson’s reputation 

after the Enron scandal can be a noticeable sample. Other instances, such as the damage of 

Barings Bank due to Nick Leeson’s fraud trading operation, or UBS incurred an operational loss 

up to US$100 million caused by a trader’s fraudulent behavior, point out the inherent complexity 

of this risk and the need for Operational Risk Management. 
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These events hence revealed that even banks operate under a supposedly sophisticated Risk 

Management system are not safe and able to fall victim of Operational Risk which by definition, 

is “the risk of extreme losses resulting from inadequate or failed Internal processes, People, and 

Systems or from External events, excluding strategic & reputational risks” (BIS, 2001).  

There has been a series of statistics regarding Operational Risks with the idea to improve 

and correct measurements methods. In regard to mathematical concepts and a numerical 

application, Karam (2014), Correa & Raju (2009), and Chalupka & Teply (2008) introduced 3 

approaches of Basel regulatory law: The Basic Indicator Approach (BIA); The Standardized 

Approach (SA); and The Advanced Measurement Approach (AMA). 

Generally, they exploited the application of the AMA, in principle, opened to proprietary 

models, and claimed AMA as the most appropriate approach in evaluating Operational Risk. 

However, it must be accepted that the method has not been easy to address due to the complexity 

of models. 

In addition to the mathematical method, evidence from previous empirical studies has 

sought to confirm the effect of Bank-Specifics and Macro-Environmental perspectives on 

operational loss exposures as Chernobai et al. (2011), Moosa et al. (2011), and Prokop & 

Pakhchanyan (2013). Although taking several different views of Operational Risk, they use loss 

events concepts to identify Operational Risk exposure. However, the estimation of operational 

losses is very difficult for banking sector because of lack of operational loss data.  

For a directional supposition of intention on this study, the following problems have been 

also identified: Implementation in additional capital charges for Operational Risk of Vietnamese 

Commercial banks; Impacts of Operational Risk capital requirement on Capital Adequacy Ratio 

(CAR); Risk quantification and mitigation. 

Therefore, this study seeks to fill the existing research gap by drawing extensively from 

this paper in measuring Operational Risk capital charge following Basel II, and answering the 

core research question, whether there exist a relationship between Operational Risk and Bank-

Specifics & Macro Environmental perspectives in Commercial banks in Vietnam. 

The research questions provided the direction of the paper and what to expect at the end of 

it. Two research questions were developed and were used in formulating the hypothesis of the 

paper: How much capitals Vietnamese Commercial banks need to reserve for the consistent 

Operational Risk?; What is the relationship between Operational Risk and Bank-Specific, as well 

as Macro Environmental perspectives in Vietnamese Commercial banks?  

The rest of this paper is organized as follows: Session 1 provides an introduction to the 

topic. Session 2 presents the measure of Operational Risk, application to Vietnamese banks to 

calculate additional capital charge accounting for Operational Risk and its impact on the CAR. 

Session 3 presents the framework to determine the factors that influence to the Operational Risk. 

Then, demonstrate econometric models based on to evaluate the influence of Profitability, 

Corporate Governance, Bank Size and Macro variables on banking Operational Risk. In the last 
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section, a conclusion and implications have been drawn following the findings and several 

recommendations for further research opportunity have been presented. 

2. Literature review  

Cost to Income ratio as a proxy to Operational Risk 

The Cost to Income (CTI) ratio of a bank is a key financial measure, particularly important 

in valuing banks. This ratio is commonly referred as an efficiency index by analysts, given its 

extent of the cost incurred in generating each dollar of income. The numerator comprises all non-

interest (operating) expense, such as staff costs, occupancy, information technology, tax fees, 

legal fees, and other operating expenses. The denominator covers net interest income, fee 

income, trading income, and other. This ratio is relatively sensitive to both volatility of cost and 

income, hence, it need interpreting carefully. 

There is strong academic literature about the Cost to Income ratio in the financial industry. 

Most of the discussion about CTI ratio is about productivity and efficiency in banks, including 

assessments of the rating agencies (Hussain 2014).  

The usually held belief claims that high CTI ratio is equivalent low productivity and low 

efficiency and vice-versa. Francis (2004) observes that there is an inverse relationship between 

the Cost to Income ratio and the bank profitability. Asher (1994) mentions that CTI is the 

attention of bank equity analysts when estimating relative efficiency in the sector. Ghosh et al. 

(2003), also observe an expected negative relation between CTI ratio and efficiency. The 

research displays that CTI ratio is negative and strongly significant in all estimated equations, 

which specifies that more efficient banks generate higher profits.  

CTI ratio also has been valuable in the assessment of bank capital requirement towards 

Operational Risk. Tripe (1998) demonstrates how an Operational Risk capital charge can be related 

to volatility in the Cost to Income ratio, using a multiple of the standard deviation of the ratio.  

There is limited research which has been done on determinants of operational loss on 

Bank-Specifics and economic environment perspectives, which could be attributed to lack of 

operational loss data. Since loss events incur costs for banks and require holding capital as a 

cushion against loss, the measure of the Operational Risk can be considered to operating expense 

which incurs in carrying out a bank's day-to-day activities. This research is based on basic 

concepts developed from the empirical study of Correa & Raju (2009), Chernobai et al. (2011), 

Moosa et al. (2011), and Prokop & Pakhchanyan (2013). 

Correa & Raju (2009) demonstrate an alternative for pricing Operational Risk. They define 

that the Operational Risk capital charge under the aforementioned approaches has shown relation 

to the volatility in the Cost to Income ratio. 

Chernobai et al. (2011) provide a comprehensive analysis of the Bank-Specifics and macro 

environment variables that determine the occurrence of the Operational Risk events based on 925 

operational losses among 176 US financial institutions from Algo First Database. They report 

that there is attribution of internal control weaknesses in most operational losses. 
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Moosa et al. (2011) show unemployment rate is positively related to operational loss 

severity among US firms through

Database.  

Prokop & Pakhchanyan (2013) based 

loss events in financial institutions in German

significantly positive association between regulatory capital and GDP growth and operational 

losses. 

3. Methodology 

This paper chooses the following model to assess factors that have influence to Operational 

Risk.  

3.1. Theoretical Framework 

           

3.1.1. Bank’s Profitability 

In relation to an association between bank’s Profitability a

two distinct schools of thoughts. One argues that more profitable banks devote more resources to 

the control of Operational Risk to eliminate operational loss (Chernobai et al. 2011). However, 

the second school of thought con

Operational Risk loss events due to the presence of moral hazard. For instance, employees might 

be intended to defraud when average returns are high (Jin and Myers, 2006). It leads to increase 

in loss events and poor Internal Control. Chernobai et al. also identified the literature on earnings 

manipulation and accounting restatements relevant to Operational Risk. 

This paper chooses to the previous

common measures to profitability and expects to see a negative association with Operational 

Risk. 
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3.1.2. Bank Corporate Governance  

Corporate Governance is clearly related to Operational Risk, simply because it’s 

controlling function in the monitoring of operations (Manab et al., 2010 & Okehi, 2014). Young 

(2006) argues that the organizational structure ensures specific roles and responsibilities for 

effective Operational Risk Management. Chernobai et al. (2011) select Internal and External 

Corporate Governance as Firm-Specific determinants of Operational Risk because they have 

revealed consistency between the role of management and accountability in implementing Risk 

Management controls. Findings of Ashbaugh-Skaife et al., 2007; Doyle et al., 2007; and 

Elbannan, 2009 for this issue are also useful to explain the relationship between effective 

Corporate Governance and strong Risk Management.  

Fundamental dimensions of Corporate Governance are classified into two principal 

categories: Internal-External Governance. The Internal Corporate Governance (ICG) is related to 

monitor and control of an organization’s management (Llewellyn and Sinha, 2000, Dao & 

Hoang, 2012). In the specific case of banking segment, independent internal audits, management 

structure, and ownership structure are principal mechanisms to determine the quality of bank 

governance (Davoren & Media).  

Besides, regulation system, which controls managerial behavior in making decisions that 

are relevant to improving Risk Management, is an External form of Corporate Governance. 

Regulation of the banking system is normally supervised by Central Bank, as lender of last resort 

role and monetary policy objectives to stabilize and generate health of the whole financial 

system. Moreover, External control mechanisms are controlled by the intervention of 

international supervisory bodies, such as International Monetary Fund (IMF) or the World Bank. 

These objectives include adequate debt management and legal compliance.  

While distinguishing between Internal Corporate Governance and External Corporate 

Governance, Chernobai et al. (2011) argue that External Corporate Governance could play a role 

besides of the intuitive relation between Internal Corporate Governance and Internal controls. 

Followings are Bank-Specifics characteristic related to Internal Corporate Governance: 

Board Size 

The specific Corporate Governance variables used by Chernobai et al. (2011) include 

broad characteristics such as the number of board members. Pfeffer (1972) and Klein (1998) 

consider that a large Board Size could devote more efforts and resources to improve Operational 

Risk control and prevent potential loss. These studies indicate that a large board would 

effectively support and guide institution’s management due to an organizational culture and a 

complex of the corporate environment (Klein, 1998).  

These characteristics may imply that Board Size should enhance Internal Control and 

reduce operational loss. 
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Shareholder Characteristics 

This study takes state ownership as a proxy for Shareholder Characteristics, as the almost 

top of Vietnamese Commercial banks have state ownership, including CTG (64.46%), VCB 

(71.11%), BIDV (95.28%) and Agribank (100%) (Tran, Ong, & Weldon, 2015).  

Vu (2013) analyzes that the growth of ownership partly helps not only SBV enforce and 

monitor efficiently banking system, but also individual bank to handle loss event because of 

making a decision under direct supervisory of the center bank, having available financial 

resources, and ensuring provisions for loss and capital adequacy indicators. This implies that 

state-owned banks control Operational Risk efficiently and limit loss events happened. 

Supervisory Board 

Supervisory Board members are examined very often in empirical studies. According to 

the mandate of the Basel Accord, banks in the survey report that high-level oversight of 

Operational Risk is performed by its board of directors, the board of management and 

supervisory committee (BIS, Consultative Document: Operational Risk, 2001).  

In Vietnam, Supervisory Board directly administers two departments: Operational Control 

and Internal Audit. Their major responsibility is to monitor the bank’s compliance with 

provisions of laws and regulations of State Bank of Vietnam and the Government as well as the 

bank’s Charter. Their activities cover the areas of administration and Corporate Governance, 

evaluation of financial reports, Internal auditing, and other issues to ensure the safety, stability 

and efficiency in Vietnamese bank’s operation and Risk Management process.  

Therefore, banks with a higher ratio of supervisory members on the board should have 

lower operational loss incurred, hence, reduce the costs. 

Followings are Bank-Specifics characteristic related to External Corporate Governance: 

Adherence to Regulatory 

There is a close relation between Adherence to Regulatory and Operational Risk in 

banking operation (Nguyen H. T., 2013; Nguyen M. T., 2014). Legal nature requires for the 

implementation of Commercial banks to operate safely and prohibit inaction from the Internal or 

External party (Dao & Hoang, 2012). Moreover, the regulation is an effective tool to enhance the 

role and responsibilities of banks in risk provision. The State Bank of Vietnam (SBV) based on 

regulation to inspect and supervise safety for Commercial banks, as well as, to promote their 

responsibility in the hedging. As such, Vietnamese Commercial banks complying strictly 

regulation would have a lower probability of operational loss exposure and control incurring 

costs in banking activities. 

Basel II Accord stated that banks need to follow the CAR compliance and regulation 

requirement set by financial market to make transparency and market disclosed (BIS, Principles 

for the Sound Management of Operational Risk, 2011). The traditional view suggests a higher 
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Capital Adequacy Ratio (CAR) measure efficient Risk Management, leads lower risk exposure 

because bank put aside more capital for provision loss. 

Alternative tool for External Corporate Governance 

On External Corporate Governance, Okehi (2014) introduced Net Profit Margin (NPM) as 

an External form of Corporate Governance which is considered as a macro prudential approach 

to banking management and controls managerial behavior in making decisions that are relevant 

to improving Risk Management. A high NPM ratio determines the efficient External Corporate 

Governance that is adopted by banks and indirectly defines how risks are accepted and 

controlled by banks.  

3.1.3. Bank Characteristics  

Regarding Bank-Specifics variables, this study uses the total asset to estimate for Bank 

Size which is expected to observe a negative relationship to Operational Risk control through its 

positive association to operational loss since the larger firms are engaged in more complex and 

wide types of business activities.  

Empirical studies can provide an agreed view on a contribution of firm’s size to evaluate 

operational loss. Murphy et al. (2004) explain the hypothesis relation between operational losses 

and firm size in terms of economies of scale and reputation effect. It is also found that some 

connections exist between size and the severity of losses through producing cross-sectional 

regression. The results showed significantly positive relation between the logarithm of losses and 

the logarithm of assets (implying that the relation is nonlinear). The larger banks tend to have 

better Internal risk controls; however, they also have to process a higher trading volume and deal 

with more complex transactions; therefore, are more likely to experience a greater incidence of 

Operational Risk events and a loose of control of Operational Risk (Chernobai et al. 2011 and 

Moosa et al. 2011). 

3.1.4. Macro-Environmental  

Operational Risk is determined not only by Bank-Specifics factors but also by macro-

environmental perspectives factors in which the bank operates. Regarding Macro Environmental 

perspectives, my study uses GDP growth rate, and inflation to study the relationship with 

Operational Risk. Chernobai et al. (2011), Moosa et al. (2011) and Prokop, & Pakhchanyan 

(2013) explain significant results which are consistent with more or less frequent operational loss 

events during booming or recession economy. They suggest that in the busting economy, firms 

have less resource to invest in the improvement of Internal control, hence, increase Internal and 

External fraud whilst in booming economy credit card fraud is common and still push financial 

institutions take more risk. Hence, it is expected that more losses events are incurred in a 

recession because of the limited redundancy their spending cost.  
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Table 1: Summary of hypothesis development and variables measurement 

Variables Definition Measurement Expected sign 

Dependent variable 

 CTI 
Cost to Income 
ratio 

Operating expenses are divided by 
operating income 

 

Explanatory variables  

Bank-Specifics variables 

Profitability ROE(-1) 
Return on equity 
lag 1 period 

Profit after tax /Average total 
Equity 

(+/-) 

Internal 
Corporate 
Governance 

BSIZE Board members 
Number of Director members on 
the Board 

(-) 

State 
Dummy state-
owned bank 

Coded “1” if Representatives of 
State bank of Vietnam holds the 
position on Board and “0” 
otherwise  

(-) 

SUPERVISORY 
Supervisory 
members 

Number of Supervisory members 
on the Committee 

(-) 

External 
Corporate 
Governance 

CAR 
Capital Adequacy 
Ratio  

Total regulatory capital/Total risk-
weighted assets 

(-) 

NPM Net Profit Margin Profit after tax/Operating income (-) 

Bank Size LnTA 
Change in total 
Assets 

The natural logarithm of total assets 
of a commercial bank 

(+/-) 

Macro Environmental variables 

 GDPG 
Gross Domestic 
Product growth rate 

Respect to the same year for each 
bank 

(-) 

 INF Inflation rate 
Respect to the same year for each 
bank 

(+) 

3.2. Sample and Descriptive Statistics 

3.2.1. Sample Selection 

For this study, we use bank financial statement data from either Vietcombank Security & 

VnDirect database, or annual reports obtained directly from 10 Vietnamese Commercial banks. 

The macroeconomic variables are obtained from World Bank data.  In total the sample from 

2008 to 2014 of 10 banks, with each of 9 exogenous variables and 1 endogenous variable from 

the calculation of section 2.  

3.2.2. Model Specification 

As previously discussed, Operational Risk Management of a bank is determined by both 

Bank-Specifics and Macro-Environmental factors. The relationship is studied through 

Regression analyses of pooled cross-sectional and time-series data. In this study, state’s 

ownership dummies are also included to clarify the impact of state’s control on managing 

Operational Risk in Vietnamese Commercial banks. The functional form of this relationship is 

specified for the purpose of this study as: 

����� = �� + �� ∗���(−1)�� + �� ∗������� + �� ∗����� ∗������� + �� ∗

������� + �� ∗����� + �� ∗����� + �� ∗������ + �� ∗���� + ��� ∗��� + ���  
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4. Quantitative Models 

4.1. Descriptive statistics  

The descriptive statistics of Vietnamese bank operational capital charge and of the 

variables mentioned earlier are reported in Table 5. The mean and the median of Cost to Income 

(CTI) ratio of banks are relatively close with 46.8% and 44.19% respectively. This indicates a 

nearly normal distribution of dependent variable data - CTI ratio with the kurtosis of this 

distribution is nearly +3. 

Table 2: Descriptive statistics 

 n Mean Median Max Min Std. Dev. CV 

CTI 70 0.4680 0.4419 0.7319 0.2902 0.1148 0.2452 

ROE(-1) 60 0.1608 0.1611 0.1579 0.0151 0.0733 0.4558 

BSIZE 70 7.7714 8.0000 11.0000 4.0000 1.8663 0.2402 

SUPERVISORY 70 3.5429 3.5000 5.0000 2.0000 0.6298 0.1778 

CAR 70 0.1171 0.1115 0.1943 0.0755 0.0261 0.2229 

NPM 70 0.2834 0.2829 0.5215 0.0200 0.1125 0.3970 

TA 70 207,000 162,000 661,000 18,647 161,000 0.7778 

GDPG 70 0.0576 0.0570 0.0640 0.0520 0.0042 0.0735 

INF 70 0.1109 0.0890 0.2310 0.0410 0.0655 0.5907 

Furthermore, Table 5 shows that Vietnamese Commercial banks in the sample report 

nearly 12% regulatory Capital Adequacy Ratio on average which is over safety level of capital 

requirement ratio (9%) the State Bank of Vietnam set. The average of total assets is 207,000 

billion VND. The banks in this analysis are on average 25 years old. 

These statistics also indicate what level of disparity exists among the cross-sectional 

variables. Looking at Table 5, based on sample data, the result shows a minimum ROE (-1) of 

1.51% and a maximum of 15.79% respectively for the industry, with 0.4558 of the coefficient of 

variation. The coefficient of variation shows the dispersion of cross section ROE (-1) index away 

from the mean, which is estimated to be 16.08%. The lower the coefficient of variation (CV), the 

closer the unit of ROE (-1) index is to the industry average. 

Due to the randomness of cross section variables, most other variables have displayed 

common statistical features in the industry. 

4.1.1. Correlations between explanatory variables 

This study analyzes the relationship between Operational Risk Management and Bank-

Specifics & Macroeconomic covariates after considering correlations between explanatory 

variables. The table in Appendix 3.1 shows the correlation coefficients for all the variables used 

in the basic model. There is a high correlation between LnTA and State*BSIZE (83.20%), but 

the calculated variance inflation factor (VIF) suggests a normal degree of multicollinearity for 

the variables which equal 3.25 less than 10. Hence, this study does not drop any variables before 
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conducting the test with the general model of one dependent variable (CTI) and the 9 main 

independent variables namely: ROE(-1), BSIZE, BSIZE*STATE, SUPERVISORY, CAR, NPM, 

LnTA, GDPG, INF. 

4.2. Regression Models 

4.2.1. Initial regression equations 

In this study, a multiple regression analysis was conducted to test the influence of predictor 

variables. The research used Eviews version to enter and compute the measurements of the 

multiple regressions. The study would employ the regression on explanatory variables based on 

three approaches: Pooled Regression model, Fixed Effect Model, and Random Effect Model.  

From the summary tables in Appendix 3.2, 3.3, 3.4, the following estimated regressions are 

shown in table 6. It presents three patterns of estimates: (i) the General panel Ordinary least 

square model (POOL); (ii) the fixed effect model (FEM); and (iii) the Random effects model 

(REM). To minimize the existence of weak estimators for parameters, it needs to guarantee that 

the right model is chosen, interpreted and analyzed.  

Table 3: Summary of initial regression models 

Independent Variables 

Dependent variable: CTI 

Pool FEM REM 

Coefficient t-Stat Coefficient t-Stat Coefficient t-Stat 

ROE(-1) -0.0504 -0.2871 0.0132 0.0989 -0.0230 -0.1779 

BSIZE -0.0007 -0.1198 -0.0112 -1.6453 -0.0060 -1.0300 

BSIZE*STATE -0.0051 -1.0361 0.0184 1.4235 0.0038 0.5930 

SUPERVISORY -0.0007 -0.0420 0.0441** 2.2792 0.0341* 1.9350 

CAR -1.0405** -2.4402 -0.9895*** -2.7650 -0.9377*** -2.7815 

NPM -0.8763*** -7.4018 -0.9293*** -9.4940 -0.9046*** -9.8747 

LNTA -0.0281 -0.8791 -0.0778*** -2.8812 -0.0686** -2.6558 

GDPG -0.2790 -0.1287 0.6441 0.3968 0.2647 0.1693 

INF 0.0782 0.3483 0.0633 0.3923 0.0712 0.4447 

C 1.4060** 2.5440 2.1624*** 4.5445 2.0336*** 4.4849 

 
R-squared 0.714194 0.892247 0.814336 

Adjusted R-squared 0.662749 0.844941 0.780917 

Firstly, to check whether fixed cross-section effects are necessary for the panel regression, 

this study tests with the Redundancy fixed effect test - Likelihood ratios. The null hypothesis 

is that the fixed effects are redundant, thus, unnecessary. 

4.2.2. Final Model and Interpretation 

The final model is obtained after the test of dropping insignificant variables  

(redundant test), test of functional form, test of errors as Multicolinearity, Autocorrelation and 
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Heteroskedasticity. As the above results that Fixed Cross-section Effects is the final model for 

evaluated, the following new estimated regression (detailed in Appendix 3.5) showed: 

The main regression model: 

Estimated CTI = 1.6825 − 0.8773 ∗CAR −  0.8905 ∗NPM −  0.0456 ∗LNTA 

Adjusted R-squared = 80.0228%, R-squared = 83.7867% 

Further technical explanation of the final equation is as follows: 

��
� =   �.����: The intercept value of about 1.6825  is just a technical number, and has 

no economical meanings. 

��
� = −�.����: The statistical analysis shows the significantly negative relationship 

between Operational Risk (Cost to Income ratio) and Capital adequacy level (CAR). The value 

of estimated = -0.8773 implies that as Capital adequacy ratio increases by 1%, cetaris paribus, 

the estimated Cost to Income amounts would decrease to about 0.8773% on average. 

Nonetheless, it would be better to consider the negative association between two variables rather 

than exact numerical interpretation since this figure is not always true in practice. The p-value ≈ 

0.00 which is evenly smaller than α = 0.01 level shows the significant effect of capital adequacy 

on Operational Risk. 

��
� = − �.����: The empirical result proves that the significantly negative correlation 

Operational Risk (Cost to Income ratio) and Net Profit Margin (NPM). Holding other variables 

constant, Operational Risk is expected to decline by 0.8905% on average. 

��
� = − �.����: The regression finding indicates the significantly negative connection 

between Operational Risk (Cost to Income ratio) and growth of Bank size (logarithm of Total 

Assets). Notably, this relationship is not strong enough like two above explanatory variables: 

CAR and NPM with estimated coefficient of only 0.0456 which mean that a 1% increase in Total 

Assets leads to the descending in Cost to Income ratio by 0.0456% on average, holding other 

variables unchanged. 

The value of F-statistic = 24.5426 is remarkably higher than F-critical (��.���,�,�� =

3.3211) at 5 percent level. Thus, the F-statistics test, which shows the significance of overall 

estimators within the model, is strong enough to support the overall significance of the model.  

The R-squared value of 83.78% means approximately 83.78% of the variation in Cost to 

Income ratio (Operational Risk) can be explained by a change in CAR, NPM, and LnTA. This 

result demonstrates the regression model chosen has quite strong explanatory power. 

In summary, based on the basic step of making statistical analyses, only Adherence to 

Regulatory (CAR), Profit Performance (NPM), and Bank Size (Total Assets) take significantly 

negative effects on the degree of Vietnamese Commercial banks’ Operational Risk (CTI). In 

contrast, bank’s Profitability of period year, Board Size, Ownership Characteristic, Supervisory 

Board and Macroeconomic factors: GPD growth and Inflation demonstrate to be insignificant 
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statistically to explain Operational Risk in Vietnamese Commercial banks and analyzed to drop 

both variables.  

Moreover, with final panel regression model, the study has found out that there is no the 

multicollinearity, the autocorrelation, and heteroscedasticity.  

5. Conclusion 

The essence of this research is to gauge of Operational Risk in Vietnamese Commercial 

banks through analyzing the implementation of additional Capital charge for Operational Risk 

following Basel Accord in banks, and identifying determinants of Operational Risk in the case of 

Vietnam. The findings of the study apparently have several implications for the banking 

industry, bank regulators, and the society. 

The study supports Government or the State bank of Vietnam to realize shortage of CAR 

compliance in Commercial banks. Re-scaling Beta for each business’s Gross Income to fit the 

context of Vietnamese environment shows the necessary for the SBV to force Vietnamese 

Commercial bank to reserve more capital for Operational Risk to remain safe and efficient 

business environments. In general, Capital adequacy needs to cover overall risks in an 

organization instead of only credit risk. Hence, adjustment the capital charge for Operational 

risks is reasonable. However, the figures of CAR in after being adjusted decline meaningfully, 

but some of them appeared below the safe level (9%) instead of all collected banking institutions 

fulfill the minimum compliance of CAR as observed CAR. Hence, it needs the SBV force 

Vietnamese commercial bank to reserve more capital for Operational Risk to remain safe and 

efficient business environments. Moreover, banking regulators should have adjustment and force 

on these banks comply-domestic policy and Basel Regulation to ensure safety for the domestic 

banking system.  

This study is also needed to enhance existing techniques of Operational Risk management 

for holistically adequate control to guarantee the safety of Commercial banks. It also helps 

domestic banks to expose the implications of not appropriately managing the Operational Risk in 

their operation. It is noticeable that the root causes of Operational losses events in Vietnamese 

commercial banks are associated with their non-adherence to regulation, and poor corporate 

governance in their operations instead of adverse economic, or any change in environmental 

situations. 

Hence, Vietnamese Commercial banks need an effective risk management culture to 

advance their management system, focusing on additional capital reserve for Operational losses 

and internal control of cost generated by these losses. To reach this condition, banks are on duty 

construct a top-down control system as a culture that creates the daily administration of the 

Operational Risk. In term of capital adequacy, it is essential for Vietnamese commercial banks to 

build a detailed capital raising roadmap which including capital for Operational Risk, and 

effective investment strategies for the successful application of Basel Accords and the 

sustainable development.  
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The implication, therefore, is that changes in Adherence to Regulation, Corporate 

Governance culture and Bank Size would predict how costs which domestic Commercial banks 

have to suffer due to Operational loss are or lever of Operational Risk. Moreover, fundamental in 

the study is used to recognize the link between the constructs and their effective practice to 

eliminate Operational loss and enhance banks’ performance. The research would also advance in 

protection the finance and banking system from collapse which may negatively affect the 

society. 

In term of future research opportunity, the research should be done on comparison the 

different type of banks to investigate whether type affects the decision of reserving additional 

capital level for Operational Risk. The paper also recommends that a study is to work on the 

determinants of Operational Risk management among Vietnamese Commercial banks. 
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APPENDICES 

Appendix 2.1: The Operational Risk capital requirement: the Standardized Approach  

 
Beta 25.92% 1.69% 0.69% 

  

Year Banks Banking 
Investment 

banking 
Other 

Annual capital 
requirement 

Capital requirement 
under SA 

2014 CTG 4,937.75 9.35 9.55 4,956.65 5,076.72 

2013 

V
ie

ti
n

B
an

k 

5,132.02 7.85 10.26 5,150.13 5,262.36 

2012 5,106.32 8.92 8.14 5,123.38 4,722.36 

2011 5,495.71 10.82 7.03 5,513.56 3,759.17 

2010 3,515.95 5.45 8.73 3,530.13 2,584.30 

2009 2,225.57 2.72 5.52 2,233.81 
 

2008 1,977.23 7.19 4.56 1,988.98 
 

2014 VCB 3,511.18 26.30 12.25 3,549.73 3,338.74 

2013 

V
ie

tc
o

m
B

an
k

 

3,214.88 24.12 6.41 3,245.41 3,368.71 

2012 3,192.33 25.15 3.60 3,221.09 3,124.61 

2011 3,611.40 36.89 (8.66) 3,639.63 2,705.63 

2010 2,491.31 17.81 3.98 2,513.10 2,142.46 

2009 1,941.06 22.22 0.88 1,964.16 
 

2008 1,922.05 25.32 2.74 1,950.11 
 

2014 BIDV 4,833.81 10.76 10.94 4,855.51 4,371.03 

2013 

B
an

k
 f

o
r 

In
v

es
tm

en
t 

&
 

D
ev

el
o

p
m

en
t 

4,254.33 8.44 6.23 4,269.01 4,034.86 

2012 3,977.23 6.71 4.63 3,988.58 3,562.85 

2011 3,835.57 7.26 4.16 3,846.99 2,961.20 

2010 2,843.18 7.16 2.66 2,852.99 2,311.94 

2009 2,171.94 7.49 4.19 2,183.62 
 

2008 1,876.54 15.38 7.28 1,899.20 
 

2014 ACB 1,415.40 3.48 0.34 1,419.22 1,563.04 

2013 

A
si

a 
C

o
m

m
er

ci
al

 B
an

k
 1,336.79 (1.31) 0.22 1,335.70 1,732.60 

2012 1,963.26 (29.05) 0.01 1,934.22 1,720.81 

2011 1,926.86 1.03 (0.01) 1,927.88 1,396.59 

2010 1,293.60 6.38 0.34 1,300.33 1,047.00 

2009 951.41 9.08 1.07 961.55 
 

2008 864.46 14.39 0.26 879.11 
 

2014 MB 1,941.73 2.85 2.35 1,946.93 1,878.46 

2013 

M
il

it
ar

y
 B

an
k 

1,779.11 1.68 4.22 1,785.01 1,736.38 

2012 1,901.50 0.06 1.90 1,903.46 1,497.14 

2011 1,520.38 (0.10) 0.39 1,520.67 1,054.77 

2010 1,064.89 1.56 0.85 1,067.30 688.13 

2009 575.16 (0.58) 1.75 576.33 
 

2008 417.85 2.63 0.26 420.74 
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Beta 25.92% 1.69% 0.69% 

  

Year Banks Banking 
Investment 

banking 
Other 

Annual capital 
requirement 

Capital requirement 
under SA 

2014 STB 1,947.61 4.24 0.92 1,952.76 1,925.88 

2013 
S

ai
g

on
 T

h
uo

ng
 T

in
 B

an
k 1,963.73 (3.44) 0.67 1,960.96 1,869.80 

2012 1,862.20 2.28 (0.56) 1,863.92 1,651.49 

2011 1,784.42 (0.64) 0.73 1,784.51 1,320.81 

2010 1,304.77 0.35 0.93 1,306.05 877.47 

2009 865.59 6.78 (0.50) 871.87 
 

2008 443.02 10.65 0.80 454.47 
 

2014 TCB 1,787.43 0.53 0.03 1,787.99 1,528.15 

2013 

T
ec

h
n

o
lo

g
ic

al
 &

 
C

o
m

m
er

ci
al

 B
an

k
 

1,314.78 4.95 0.12 1,319.84 1,486.74 

2012 1,472.66 3.77 0.21 1,476.63 1,404.93 

2011 1,671.69 (11.68) 3.73 1,663.74 1,185.46 

2010 1,066.50 7.36 0.55 1,074.41 825.11 

2009 814.20 3.82 0.20 818.22 
 

2008 581.61 0.54 0.55 582.70 
 

2014 VPB 1,528.98 (1.64) 0.06 1,527.41 1,194.32 

2013 

V
ie

tn
am

 P
ro

sp
er

it
y

 B
an

k 1,214.84 1.47 0.08 1,216.39 897.31 

2012 839.37 (0.33) 0.12 839.16 603.56 

2011 635.74 0.62 0.03 636.39 402.72 

2010 334.00 1.04 0.09 335.13 249.91 

2009 235.93 0.66 0.05 236.64 
 

2008 177.77 0.14 0.05 177.96 
 

2014 MSB 318.66 6.94 0.63 326.23 430.55 

2013 

M
ar

it
im

e 
B

an
k 

425.84 0.81 0.90 427.54 488.93 

2012 531.31 5.62 0.94 537.88 530.38 

2011 492.85 7.67 0.83 501.36 473.08 

2010 551.36 0.05 0.50 551.91 373.97 

2009 363.23 2.45 0.29 365.97 
 

2008 203.65 0.32 0.05 204.02 
 

2014 VIB 637.14 15.53 0.01 652.67 670.22 

2013 

V
ie

tn
am

 I
n

te
rn

at
io

n
al

 
B

an
k 

544.43 2.96 0.03 547.42 789.88 

2012 807.66 2.84 0.06 810.56 809.44 

2011 1,017.54 (5.94) 0.05 1,011.65 652.13 

2010 602.99 2.98 0.13 606.10 395.40 

2009 334.77 3.79 0.07 338.64 
 

2008 240.55 0.84 0.07 241.46 
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Appendix 2.2: Annual Operational Risk Capital Charge  

and Impact on CAR (the Standardized Approach) 

Year Banks 
Annual capital 
requirement 

Total 
regulatory 

capital 

Observed 
CAR (%) 

Total risk 
weighted assets 

Estimated 
CAR (%) 

%Change 

2014 CTG 4,956.65 59,140.14 10.40% 568,655.22 9.38% -9.825% 

2013 

V
ie

ti
n

B
a

n
k

 

5,150.13 58,411.01 14.20% 411,345.13 12.28% -13.532% 

2012 5,123.38 38,198.33 10.33% 369,780.51 8.81% -14.762% 

2011 5,513.56 33,603.64 10.57% 317,915.26 8.69% -17.816% 

2010 3,530.13 21,427.54 8.02% 267,176.30 6.88% -14.175% 

2009 2,233.81 13,285.21 8.06% 164,828.95 6.89% -14.486% 

2008 1,988.98 13,243.86 12.02% 110,181.86 9.81% -18.410% 

2014 VCB 3,549.73 48,019.16 11.61% 413,601.74 10.49% -9.689% 

2013 

V
ie

tc
o

m
B

a
n

k
 

3,245.41 36,809.35 13.13% 280,345.41 11.47% -12.641% 

2012 3,221.09 44,956.81 14.63% 307,291.96 12.94% -11.585% 

2011 3,639.63 31,214.35 11.14% 280,200.60 9.58% -13.969% 

2010 2,513.10 22,195.79 9.00% 246,619.84 7.98% -11.299% 

2009 1,964.16 17,562.99 8.11% 216,559.73 7.28% -10.183% 

2008 1,950.11 16,713.76 8.90% 187,795.04 7.88% -11.489% 

2014 BIDV 4,855.51 40,591.90 9.47% 428,636.69 8.30% -12.403% 

2013 

B
a

n
k

 f
o

r 
In

v
es

tm
en

t 
&

 
D

ev
el

o
p

m
en

t 

4,269.01 38,775.43 10.23% 379,036.43 8.97% -12.341% 

2012 3,988.58 30,902.21 9.65% 320,230.19 8.35% -13.472% 

2011 3,846.99 27,025.19 11.07% 244,129.97 9.25% -16.456% 

2010 2,852.99 23,725.63 9.32% 254,566.81 8.17% -12.288% 

2009 2,183.62 17,735.52 7.55% 234,907.50 6.76% -10.410% 

2008 1,899.20 14,440.66 8.94% 161,528.61 7.79% -12.814% 

2014 ACB 1,419.22 14,039.72 14.50% 96,825.63 12.25% -15.485% 

2013 

A
si

a
 C

o
m

m
er

ci
a

l 
B

a
n

k
 1,335.70 13,618.25 14.66% 92,893.95 12.43% -15.235% 

2012 1,934.22 13,145.84 13.50% 97,376.61 10.81% -19.890% 

2011 1,927.88 12,255.47 9.25% 132,491.55 7.83% -15.390% 

2010 1,300.33 11,604.17 10.60% 109,473.27 9.23% -12.928% 

2009 961.55 10,393.73 9.97% 104,250.06 8.94% -10.338% 

2008 879.11 7,854.46 12.44% 63,138.75 10.60% -14.824% 

2014 MB 1,946.93 19,166.90 10.07% 190,336.65 8.93% -11.337% 

2013 

M
il

it
a

ry
 B

a
n

k
 

1,785.01 17,599.45 11.00% 159,994.95 9.65% -12.239% 

2012 1,903.46 15,575.19 11.15% 139,687.85 9.53% -14.554% 

2011 1,520.67 10,945.12 9.59% 114,130.59 8.22% -14.277% 

2010 1,067.30 10,287.36 12.90% 79,746.96 11.05% -14.332% 

2009 576.33 7,856.69 12.00% 65,472.41 10.81% -9.913% 

2008 420.74 4,388.89 12.35% 35,537.58 10.76% -12.891% 
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Year Banks 
Annual capital 
requirement 

Total 
regulatory 

capital 

Observed 
CAR (%) 

Total risk 
weighted assets 

Estimated 
CAR (%) 

%Change 

2014 STB 1,952.76 20,531.72 9.87% 208,021.47 8.83% -10.502% 

2013 
S

a
ig

o
n

 T
h

u
o

n
g 

T
in

 B
a

n
k

 
1,960.96 19,004.29 10.22% 185,951.97 9.03% -11.647% 

2012 1,863.92 16,535.95 9.50% 174,062.58 8.38% -11.805% 

2011 1,784.51 16,391.45 11.70% 140,097.86 10.09% -13.735% 

2010 1,306.05 15,011.86 10.32% 145,463.75 9.28% -10.091% 

2009 871.87 11,058.38 10.90% 101,453.05 9.84% -9.700% 

2008 454.47 7,831.77 12.16% 64,406.03 11.17% -8.106% 

 

2014 

2013 

TCB 1,787.99 

1,319.84 

16,932.82 

15,334.03 

15.65% 

14.03% 

108,196.93 

109,294.60 

12.97% 

12.19% 

-17.120% 

-13.115% 

T
ec

h
n

o
lo

g
ic

a
l 

&
 

C
o

m
m

er
ci

a
l 

B
a

n
k

 

2012 1,476.63 14,739.06 12.60% 116,976.64 10.88% -13.629% 

2011 1,663.74 12,857.30 11.43% 112,487.27 9.65% -15.603% 

2010 1,074.41 9,776.81 13.11% 74,575.18 11.11% -15.261% 

2009 818.22 7,804.94 9.60% 81,301.46 8.53% -11.174% 

2008 582.70 6,236.74 13.99% 44,580.01 12.03% -14.044% 

2014 VPB 1,527.41 9,958.40 11.36% 87,661.97 9.33% -17.885% 

2013 

V
ie

tn
a

m
 P

ro
sp

er
it

y
 

B
a

n
k

 

1,216.39 8,621.29 12.50% 68,970.33 10.24% -18.063% 

2012 839.16 7,035.56 12.51% 56,239.50 10.54% -15.720% 

2011 636.39 6,143.61 11.94% 51,453.98 10.34% -13.390% 

2010 335.13 4,688.54 14.66% 31,981.86 12.96% -11.581% 

2009 236.64 2,608.23 15.00% 17,388.21 12.82% -14.539% 

2008 177.96 2,397.97 19.00% 12,620.90 16.15% -14.985% 

2014 MSB 326.23 10,282.09 15.70% 65,490.99 14.78% -5.862% 

2013 

M
a

ri
ti

m
e 

B
a

n
k

 

427.54 9,785.67 10.56% 92,667.33 9.98% -5.453% 

2012 537.88 9,646.14 11.31% 85,288.55 10.48% -7.307% 

2011 501.36 9,619.25 10.58% 90,919.22 9.90% -6.448% 

2010 551.91 6,464.65 9.19% 70,344.40 8.37% -8.931% 

2009 365.97 3,582.86 8.93% 40,121.57 8.02% -10.235% 

2008 204.02 1,947.07 11.96% 16,279.85 10.34% -13.544% 

2014 VIB 652.67 9,688.28 17.70% 54,736.03 15.40% -12.972% 

2013 

V
ie

tn
a

m
 I

n
te

rn
a

ti
on

a
l 

B
a

n
k

 

547.42 8,853.69 18.00% 49,187.17 15.80% -12.213% 

2012 810.56 9,179.68 19.43% 47,244.85 16.00% -17.659% 

2011 1,011.65 9,133.91 14.48% 63,079.49 12.06% -16.699% 

2010 606.10 6,885.47 10.06% 68,444.03 9.06% -9.966% 

2009 338.64 3,086.40 8.67% 35,598.60 7.75% -10.627% 

2008 241.46 2,389.35 10.60% 22,541.02 9.35% -11.809% 
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Appendix 2.3: Estimated CAR summary 

Year Below 8% Between 8% and 9% Between 9% and 10% Above 10% 

2014  BIDV (8.29%) CTG (9.38%) VCB (10.49%) 

  MB (8.93%) VPB (9.33%) ACB (12.25%) 

  STB (8.83%)  TCB (12.97%) 

    MSB (14.78%) 

    VIB (15.41%) 

2013  BIDV (8.97%) MB (9.65%) CTG (12.28%) 

   STB (9.03%) VCB (11.47%) 

   MSB (9.98%) ACB (12.43%) 

    TCB (12.19%) 

    VPB (10.24%) 

    VIB (15.8%) 

2012  CTG (8.8%) MB (9.53%) VCB (12.94%) 

  BIDV (8.35%)  ACB (10.81%) 

  STB (8.38%)  TCB (10.88%) 

    VPB (10.54%) 

    MSB (10.48%) 

    VIB (16%) 

2011 ACB (7.83%)  CTG (8.69%)  VCB (9.59%) STB (10.09%) 

  MB (8.22%) BIDV (9.25%) VPB (10.34%) 

   TCB (9.64%) VIB (12.06%) 

   MSB (9.9%)  

2010 CTG (6.88%) BIDV (8.17%) ACB (9.23%) MB (11.05%) 

 VCB (7.98%)  MSB (8.37%)  STB (9.28%) TCB (11.11%) 

   VIB (9.06%) VPB (12.96%) 

2009 CTG (6.89%) ACB (8.94%) STB (9.84%) MB (10.81%) 

 VCB (7.29%)  TCB (8.53%)   VPB (12.82%) 

 BIDV (6.76%) MSB (8.02%)   

 VIB (7.75%)    

2008 VCB (7.88%)  CTG (9.81%) 

 BIDV (7.79%)  VIB (9.35%) 

    STB (11.18%) 

    TCB (12.02%) 

    VPB (16.15%) 

    MSB (10.34%) 
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Appendix 3.1: Correlation matrix between main independent variables  

and dependent variable 

 
CTI ROE(-1) BSIZE STATE*BSIZE SUPERVISORY CAR NPM LNTA GDPG INF 

CTI 1 
         

ROE(-1) -0.4996 1 
        

BSIZE -0.1859 0.2521 1 
       

STATE*BSIZE -0.2475 0.1152 0.1641 1 
      

SUPERVISORY -0.2347 0.3048 0.3866 0.0438 1 
     

CAR 0.3044 -0.4553 -0.0676 -0.2944 -0.1267 1 
    

NPM -0.7764 0.5812 0.0813 -0.0169 0.2059 -0.4725 1 
   

LNTA -0.2167 0.2705 0.4062 0.8320 0.3061 -0.3494 -0.0469 1 
  

GDPG -0.2765 0.2123 -0.0667 -0.0344 0.0515 -0.1175 0.3303 0.0708 1 
 

INF -0.1374 0.4033 -0.2195 -0.0496 -0.0331 -0.1238 0.2187 0.0040 0.3603 1 

Appendix 3.2: Initial regression model (general OLS) 

Dependent Variable: CTI   

Method: Panel Least Squares   

Date: 05/02/16   Time: 15:39   

Sample (adjusted): 2009 2014   

Periods included: 6   

Cross-sections included: 10   

Total panel (balanced) observations: 60  

Variable Coefficient Std. Error t-Statistic Prob. 

ROE(-1) -0.050356 0.175415 -0.287066 0.7752 

BSIZE -0.000711 0.005932 -0.119811 0.9051 

BSIZE*STATE -0.005139 0.004959 -1.036119 0.3051 

SUPERVISORY -0.000695 0.016538 -0.042000 0.9667 

CAR -1.040528 0.426414 -2.440182 0.0183 

NPM -0.876292 0.118389 -7.401791 0.0000 

LNTA -0.028106 0.031973 -0.879060 0.3836 

GDPG -0.279012 2.168325 -0.128676 0.8981 

INF 0.078187 0.224475 0.348311 0.7291 

C 1.406011 0.552687 2.543953 0.0141 

R-squared 0.714194 Mean dependent var 0.471258 

Adjusted R-squared 0.662749 S.D. dependent var 0.110847 

S.E. of regression 0.064372 Akaike info criterion -2.497255 

Sum squared resid 0.207190 Schwarz criterion -2.148197 

Log likelihood 84.91765 Hannan-Quinn criter. -2.360719 

F-statistic 13.88268 Durbin-Watson stat 0.947545 

Prob(F-statistic) 0.000000    
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Appendix 3.3: Initial regression model (FEM) 

Dependent Variable: CTI   

Method: Panel Least Squares   

Date: 05/02/16   Time: 15:39   

Sample (adjusted): 2009 2014   

Periods included: 6   

Cross-sections included: 10   

Total panel (balanced) observations: 60  

Variable Coefficient Std. Error t-Statistic Prob. 

ROE(-1) 0.013176 0.133207 0.098912 0.9217 

BSIZE -0.011235 0.006829 -1.645267 0.1076 

BSIZE*STATE 0.018441 0.012954 1.423542 0.1621 

SUPERVISORY 0.044113 0.019354 2.279241 0.0279 

CAR -0.989546 0.357877 -2.765045 0.0085 

NPM -0.929264 0.097879 -9.494042 0.0000 

LNTA -0.077773 0.026994 -2.881162 0.0063 

GDPG 0.644055 1.623064 0.396815 0.6936 

INF 0.063303 0.161358 0.392315 0.6969 

C 2.162353 0.475820 4.544474 0.0000 

 Effects Specification   

Cross-section fixed (dummy variables)  

R-squared 0.892247 Mean dependent var 0.471258 

Adjusted R-squared 0.844941 S.D. dependent var 0.110847 

S.E. of regression 0.043649 Akaike info criterion -3.172724 

Sum squared resid 0.078114 Schwarz criterion -2.509515 

Log likelihood 114.1817 Hannan-Quinn criter. -2.913307 

F-statistic 18.86109 Durbin-Watson stat 2.228528 

Prob(F-statistic) 0.000000    
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Appendix 3.4: Initial regression model (REM) 

Dependent Variable: CTI   

Method: Panel EGLS (Cross-section random effects) 

Date: 05/02/16   Time: 16:18   

Sample (adjusted): 2009 2014   

Periods included: 6   

Cross-sections included: 10   

Total panel (balanced) observations: 60  

Swamy and Arora estimator of component variances 

Variable Coefficient Std. Error t-Statistic Prob. 

ROE(-1) -0.023042 0.129541 -0.177871 0.8595 

BSIZE -0.006043 0.005867 -1.030049 0.3079 

BSIZE*STATE 0.003810 0.006424 0.592993 0.5559 

SUPERVISORY 0.034075 0.017610 1.934957 0.0587 

CAR -0.937715 0.337124 -2.781514 0.0076 

NPM -0.904611 0.091609 -9.874707 0.0000 

LNTA -0.068644 0.025847 -2.655799 0.0106 

GDPG 0.264664 1.563348 0.169293 0.8662 

INF 0.071225 0.160148 0.444742 0.6584 

C 2.033558 0.453428 4.484854 0.0000 

 Effects Specification   

   S.D.   Rho   

Cross-section random 0.063669 0.6803 

Idiosyncratic random 0.043649 0.3197 

 Weighted Statistics   

R-squared 0.814336     Mean dependent var 0.127013 

Adjusted R-squared 0.780917     S.D. dependent var 0.091849 

S.E. of regression 0.042991     Sum squared resid 0.092412 

F-statistic 24.36714     Durbin-Watson stat 1.919352 

Prob(F-statistic) 0.000000    

 Unweighted Statistics   

R-squared 0.670567     Mean dependent var 0.471258 

Sum squared resid 0.238817     Durbin-Watson stat 0.742705 
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Appendix 3.5: Final regression model 

Dependent Variable: CTI   

Method: Panel Least Squares   

Date: 05/08/16   Time: 18:13   

Sample: 2008 2014   

Periods included: 7   

Cross-sections included: 10   

Total panel (balanced) observations: 70  

Variable Coefficient Std. Error t-Statistic Prob. 

CAR -0.877254 0.323968 -2.707844 0.0089 

NPM -0.890452 0.071623 -12.43247 0.0000 

LNTA -0.045570 0.015519 -2.936471 0.0048 

C 1.682540 0.314662 5.347131 0.0000 

 Effects Specification   

Cross-section fixed (dummy variables)  

R-squared 0.837843     Mean dependent var 0.467999 

Adjusted R-squared 0.803705     S.D. dependent var 0.114751 

S.E. of regression 0.050841     Akaike info criterion -2.954252 

Sum squared resid 0.147333     Schwarz criterion -2.536674 

Log likelihood 116.3988     Hannan-Quinn criter. -2.788385 

F-statistic 24.54261     Durbin-Watson stat 1.717175 

Prob(F-statistic) 0.000000    
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Abstract: State and foreign ownerships are increasing their role in financial management 

and performance of Vietnamese enterprises under the context of economic integration. 

Meanwhile, financial constraints and investments are two essential elements affecting 

corporates’ financial success. This study investigates the influences of governmental and foreign 

ownerships on financial constraints and investment decisions of enterprises in Vietnam. Using 

regression models for panel data of 657 non-financial firms listed in Vietnam stock market, the 

study reveals that firms with higher amount of state-owned shares exhibit higher levels of 

financial constraints. State ownership also restricts firms’ investments. In contrast, foreign 

ownership helps to reduce the investment – cash flow sensitivity and enhances the firms’ 

investment levels.  

Keywords: financial constraints; foreign ownership; state ownership; investments; Vietnam 

 

1. Introduction 

In context of economic integration and trade liberalization, Vietnam has actively 

participated in economic integration process since 1990s. In 1995, Vietnam officially became a 

member of the Association of Southeast Asian Nations (ASEAN), a milestone for Vietnam’s 

economic integration and development. Next, Vietnam took part in the Asia-Europe Meeting in 

1996 and the Asia-Pacific Economic Cooperation in 1998. Next, Vietnam became a member of 

World Trade Organization in January 2007. 

Vietnam and other ASEAN state members officially formed the ASEAN Economic 

Community (AEC) at the end of 2015. AEC is regarded as a manufacturing and trading hub 

that is dynamic, resilient and highly integrated into the global economy (ASEAN, 2015). One 

highlighted constituent element of AEC is free movement of investments. Following this 

important development, there are numerous opportunities for regional enterprises and global 
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investors to optimize their profits by raising more funds and diversifying their investment 

portfolios. 

State and foreign ownerships are two of the most influential ownership types in Southeast 

Asian countries including Vietnam (Claessens and Yurtoglu, 2013; Witt and Redding, 2013; Van 

Essen et al., 2011). Moreover, under the context of regional and global economic integration, the 

roles of state and foreign investors become more and more critical to the success of the domestic 

companies. For instance, Liang et al. (2015) conclude that after the national governance reform, 

government ownership has stronger effect on globalization process of state-owned non-financial 

Chinese listed companies. Beuselinck et al. (2017) discover that state-owned companies are 

more stable and lose smaller value than other firms during the recent 2008 global financial crisis. 

In term of foreign ownership role, Desai and Forbes (2004) and Kolasa (2010) prove that 

foreign-owned enterprises react better than domestic companies in dealing with the aftermath of 

the 2008 global financial crisis. While state and foreign ownerships are becoming more 

important to companies in the context of global integration, financial constraints and investment 

decisions are the two essential elements affecting firms’ financial success. Therefore, 

understanding how state and foreign ownership affect firms’ financial constraints and investment 

decisions will help companies to decide on the appropriate ownership structures that alleviate 

financial restrictions and to make wise investment decisions.  

Although the influences of state and foreign ownership on firms’ financial constraints and 

investment decisions are investigated widely for developed markets in previous literature, studies 

in Vietnam, however, are limited and incomplete. Therefore, this study explores the effects of 

government and foreign ownership on different financial constraints indexes of Vietnamese 

enterprises. The study also investigates the impacts of state and foreign ownership on 

investment-cash flow sensitivity and investment levels of Vietnamese enterprises. 

2. Literature review 

2.1. Financial constraints and investment decisions 

In 1958, Modigliani and Miller introduced their theorem describing an ideal capital market 

where corporates’ investment decision-making are unrelated to funding options. However, in a 

realistic world, the existence of information asymmetry (Stiglitz and Weiss, 1981; Greenwald et 

al., 1984), agency problems (Bernanke and Gertler, 1989), moral hazard issues (Jensen and 

Meckling, 1976), and transaction costs (Coase, 1937) violate the theorem. As a result, internal 

and external financing are inconvertible sources of funds, which follow the pecking-order theory 

developed by Myers and Majluf (1984). Thus, firms’ financial constraints occur as a normal and 

well-admitted subsequence in imperfect capital markets.  

Financial constraints are identified by different methods such as investment-cash flow 

sensitivity models or by formulated indexes.  

In terms of models, Meyer and Kuh (1957) publish the first study on investment – cash 

flows connectivity as a signal of firms’ financially constrained condition. However, until 1988, 

Fazzari, Hubbard and Petersen formally estimate investment – cash flows relationship as a 

measurement of financial constraints. Fazzari et al. define financial constraints in such a way that 
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if the firms’ external financing costs are higher than internal funding costs, a significant 

influence of cash holdings on investments would exist. In their publication, Fazzari et al. (1988) 

categorize 422 American firms into three classes based on their dividend payments and apply q-

theory framework to assess the relationship between investments and cash flows. The authors 

conclude that the less dividends distributed by the firms due to financial restrictions, the more 

sensitive investment-cash flow relations those enterprises face.  

The sensitivity magnitude between investment and cash flow is adopted widely to 

recognize and assess firms’ financial constraints, Kaplan and Zingales (1997) oppose Fazzari et 

al.’s idea and convince that employing the regressed relationship between cash flows and 

corporate investments as an estimation of financial constraints may lead to misleading results. 

Throughout their paper, Kaplan and Zingales reveal that firms which are sorted in lower 

financially constrained groups have higher levels of investment-cash flow sensitivities than 

groups of companies with greater financing constraints. Moreover, Kaplan and Zingales generate 

a U-shaped figure to indicate the investment-cash flow relations, whereas the reverse transpires 

when the firms are caught in financial distress. 

To address the contradictory findings of Fazzari et al. (1988) and Kaplan and Zingales 

(1997), Cleary et al. (2007) denote that employing different criteria to classify financially 

constrained firms lead to conflicting results. The authors also obtained U-shaped relationship 

between internal fund availability and investments of firms. When not classifying firms into 

different financial constrained levels, the relationship between investment and cash flows truly 

indicates investment decisions of the firms (Bushman et al., 2012). 

Along with the debate on whether the tie-in between investment and cash flow is an 

appropriate measurement of financial constraints, a number of studies have developed modern 

proxies to evaluate firms’ financial constraints. There are currently four indexes of financial 

constraints including KZ index (designed by Lamont, Polk and Saá-Requejo, 2001), WW index 

(named under Whited and Wu, 2006), SA index (created by Hadlock and Pierce, 2010), and 

ASCL index (Mulier et al., 2016). 

Specifically, the KZ index is created by reapplying the original models and samples of 

Kaplan and Zingales (1997) as follows: 

(−1.0019)∗
���� �����

���
+ 0.2826389 ∗� + 3.139193 ∗

�����

����� ������
+ (− 39.3678)∗

��������

���
 + (−1.314759)∗

����

���
        (1) 

where PPE is defined as the Property, Plant and Equipment items on firm’s balance sheet 

of the previous year; Cash flows is the calculated from net profit plus depreciation; Q stands for 

Tobin’s Q (Tobin, 1969) of the firm; Debts is the long-term debts; Cash is a sum of cash and 

short-term investments. Firms with greater KZ Index scores are more likely to experience 

constraints than the firms with lower KZ Index scores.  

Whited and Wu (2006) construct the WW index that consistently associates with firms' 

external finance constraints. Their WW index is calculated as follows: 
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− 0.091��������� − 0.062 ������ + 0.021������ −  0.044�������� +

 0.102������  −  0.035��������       (2) 

where CASHFLOWi is the ratio of cash flow to total assets; DDIVit takes a value of one if 

the firm pays cash dividends and zero otherwise; DEBTit is percentage of long-term debts in total 

assets; SCALEit is the natural logarithm of total assets; INGRit is three-digit sales growth of 

industry that the firm works in; and FIRMGRit is sales growth of individual firm. A large (small) 

value of WW index indicates high (low) level of financial constraints. 

Hadlock and Pierce (2010) suggest that a measure of financial constraints of a firm must be 

solely based on that firm’s characteristics.  Using an ordered logit models based on the detail 

qualitative information of firms from 1995 to 2004, Hadlock and Pierce indicate that the 

financial constraints of a firm will decrease as business grow in scale and has a longer operating 

period. They propose the Scale-Age Index (SA index) as an indicator for financial constraints as 

follows: 

(−0.737 ∗��) +  (0.043 ∗���) – (0.040 ∗������)    (3) 

where firm scale (TA) is determined by the natural logarithm of the firm’s total assets, 

LENGTH is the amount of time counted since the firm’s information was first listed in the 

Compustat system. Generally, firms with high SA index score is likely to be financially 

constrained. 

Recently Mulier et al. (2016) incorporate the financial indicators of KZ index, WW index 

and SA index in their new financial constraints categorization called the ASCL index. According 

to the ASCL index, external funding is dependent on four main factors: age (A), size (S), cash 

flows (C) and leverage (L). Next, the authors simplify the classification as follows: if the firm is 

under industry average in one determinant, the firm gets a score of 1. Otherwise, the firm gets a 

score of 0. A score of 0 in all of the four dimensions indicates a firm is not financially 

constrained, while a score of 4 implies a fully financial constrained firm. Firms with high scores 

need to pay more expensive interest rates and have higher chances of bankruptcy. 

2.2. Effects of  state and foreign ownership on firms’ financial constraints and 

investment decisions 

2.2.1. Influences of state and foreign ownership of firms’ financial constraints 

Different types of corporate ownerships exhibit different impacts on firms’ financial 

constraints. The linkages between government ownership and financial constraints are 

controversial among the past literature. Laeven (2002) suggests that firms’ financial constraints 

decrease when the firms reduce the percentage of state-owned shares. Consistent to Laeven 

(2002), Mykhayliv and Zauner (2013 and 2017) conclude a positive relationship between levels 

of state ownership and firms’ financial constraints. In addition, Lin and Bo (2012) investigating 

the role of government ownership on firms’ financial constraints notice that state ownership has 

no contribution in eliminating firms’ funding barriers on investments of Chinese firms. On the 

other hand, Haider et al. (2017) study the relationships between government ownership and 
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firms’ financial constraints across 81 countries and demonstrate that state-owned businesses 

suffer lower levels of financial constraints in general. With similar result to Haider et al. (2017), 

Yan et al. (2017) state that Chinese private firms bear more internally and externally financing 

constraints than state-owned enterprises. For foreign ownership, Mertzanis (2017) identifies a 

negative binding between foreign-owned shares and financing restrictions of firms in developing 

countries. Furthermore, the author concludes that foreign ownership is a proper predictor of 

firms’ financial constraints in developing economies. 

2.2.2. Influences of state and foreign ownership on corporate investments 

Ownership structure also plays a crucial role in corporate investment behaviours (OECD, 

1999; Chen et al., 2017).  

Regarding the relationship between state ownership and firms’ investments, Mykhayliv 

and Zauner (2013 and 2017) find a significantly negative impact of government ownership on 

Ukrainian firms’ investments. Chen et al. (2016) conclude that government ownership creates 

more severe under-investment conditions. He and Kyaw (2017) also show a negative impact of 

state ownership on corporate under-investment problems.  

The connection between foreign ownership and investments are discussed in both 

developed and developing markets. In Korea, Koo and Maeng (2006) find that the relationship 

between investment and cash flow is lower for firms with higher level of foreign-owned shares. 

Recently, Chen et al. (2017) obtain a large sample of 506 privatized firms from 64 countries in 

different regions (Africa & the Middle East, East and South Asia & the Pacific, Latin America & 

the Caribbean, Europe & Central Asia) to investigate the association between corporates’ 

ownership structures and firms’ investment behaviour.  The authors reveal that foreign 

ownership has an impact on firms’ investment – Tobin’s q sensitivity as well as increases the 

firms’ level of investment efficiency. 

However, studies that investigate the effects state ownership and foreign ownership on 

Vietnamese firms’ financial constraints and investment decisions are limited and incomplete. 

O'Toole and Newman (2012) find that financial constraints decreases in Vietnamese firms in the 

private sector but increases in the state-owned enterprises. Tran and Le (2017) confirm that non-

government enterprises in Vietnam tend to react to investment opportunities better than 

government enterprises when they deal with financial difficulties.  

The considerable gap in the literature, together with the robust integration process in 

Vietnam that enhances the financial conditions and business performance of Vietnamese firms, 

motivates this study. 

3. Methodology 

3.1. Definition of terms 

3.1.1. State ownership and foreign ownership: 

In this study, state and foreign ownership are measured by the percentage of firms’ shares 

held by the government and foreign investors, respectively.  
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The study employs dummy variable for state and foreign ownership as D_STATE and 

D_FOREIGN, respectively.  D_STATE variable takes a value of 1 if the company has more than 

20% of shares owned by the state (La Porta et al., 1999), and 0 otherwise. For D_FOREIGN 

variable, due to the restriction of shares held by foreigners in Vietnam before 2014 which made 

the percentage of foreign owned-share relatively low, the variable takes a value of 1 if the 

company has more than 10% of shares owned by foreign investors, and 0 otherwise.  

3.1.2. Financial constraints indexes: 

This study applies three different proxies of financial constraints including KZ index 

(designed by Lamont, Polk and Saá-Requejo, 2001), WW index (named after Whited and Wu, 

2006), and SA index (created by Hadlock and Pierce, 2010) to measure constrained levels of the 

firms. These three proxies are presented in equation (1), (2), and (3), respectively. The three 

indexes follow different criteria (such as availability of internal source of funds – KZ index; 

external financial constraints – WW index; corporate characteristics including firm size and firm 

age – SA index) to determine the factors that reflect financial constrained condition of the firms. 

Thus the three indexes provide a comprehensive view on financially constrained conditions of 

the firms.  

3.1.3. Investment decisions: 

Following Lin and Bo (2012), this study adopts investment - cash flow sensitivity to 

estimate both financial constraints (Fazzari et al., 1988) and investment decisions of the firms 

(Bushman et al., 2012).  

3.2. Empirical models 

The study employs Fixed Effects (FE) and Random Effects (RE) regression models for 

panel data to investigate the impact of state and foreign ownership on firms’ financial constraints 

and investment decisions.  

• Regression models to test the effects of state and foreign ownership on firms’ financial 

constraints indexes: 

Adapted from Lin and Bo (2012), the study’s models include the following: 

Model 1 using KZ index as the dependent variable: 

���� =  ��� +  ���������� + ������������ + ��������� +  �������� + ��� (M1a) 

���� =  ��� +  ����_������� + ����_��������� + ��������� +  �������� + ��� (M1b) 

Model 2 using WW index as the dependent variable: 

���� =  ��� +  ���������� + ������������ +  �������� + ���  (M2a) 

���� =  ��� +  ����_������� + ����_��������� + �������� + ���     (M2b) 

Model 3 using SA index as the dependent variable: 

���� =  ��� +  ���������� + ������������ + ������������ +  ��������� +

�������� + ������ℎ�� + ���        (M3a) 
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���� =  ��� +  ����_������� + ����_��������� + ������������ +  ��������� +

�������� + ������ℎ�� + ���         (M3b) 

Table 1 defines the variables used in models 1, 2, and 3: 

Table 1: Definition of variables used in model 1, 2 and 3’s equations 

Variables Definition 

KZ score of KZ index of firm  

WW score of WW index of firm  

SA score of SA index of firm  

STATE percentage of state-owned shares of firm  

FOREIGN percentage of foreign-owned shares of firm  

D_STATE dummy variable, =1 if the company has more than 20% of state ownership, 0 otherwise 

D_FOREIGN dummy variable, =1 if the company has more than 10% of foreign ownership, 0 otherwise 

Size firm scale, estimated by the natural logarithm of the company’s total assets of firm  

Age the length the firms are listed on the stock markets 

SalesGR firms’ growth rate of sales of firm  

DDiv dummy variable of firm i at time t, = 1 if the company pays dividend, 0 otherwise 

Lev long-term debts over total assets of firm  

Cash cash over total assets of firm  

ε error term  

• Regression models to test the impacts of ownership structure on corporates’ investments-

cash flow sensitivity 

This study adopts and modifies the models of Lin and Bo (2012) to investigate the 

influence of state and foreign ownership on the investment-cash flow relationship of the firms. 

Model 4:  
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Table 2 defines the variable used in model 4. 

Table 2: Definitions of variables used in model 4’s equations 

Variables Definition 

Inv 
investment of firm → equals to the difference between the fixed assets of current and previous year 
adding depreciation 

K capital stock → equals to total assets of firm  

Q Tobin’s Q of firm → measured by total market value divided by total assets 

SalesGR annual growth rate of firms’ sales 

CF CF denotes cash flow which is the net profit plus depreciation 

Debts total of corporate debts 

∆WC changes in working capital of firm  

STATE percentage of state-owned shares of firm  

FOREIGN percentage of foreign-owned shares of firm  

D_STATE dummy variable =1 if the company’s state ownership > 20%, 0 otherwise 

D_FOREIGN dummy variable =1 if the company’s foreign ownership > 10%, 0 otherwise 

LNTA firm size → equals to the logarithm of total assets 

ε error term  

3.3. Data  

This study uses annual financial and ownership data of 657 non-financial listed firms in 

two Vietnam stock exchanges: Ho Chi Minh stock exchange and Hanoi stock exchange. 

Financial firms are excluded from our study because the normally high levels of debts in 

financial firms are likely the signals of financial distress in non-financial firms (Fama and 

French, 1992), thus investigating both financial and non-financial firms may bring about 

misleading results.   

The data covers a ten year period from 2007 to 2016. A significant development of 

ASEAN in 2007 is the commitment of ten ASEAN states to establish the ASEAN Community 

by 2015. Furthermore in 2007, ASEAN leaders collectively agreed on AEC Blue Print - a 

comprehensive master plan to achieve the complete establishment of ASEAN Economic 

Community in 2015 (ASEAN, 2015). Therefore, 2007 is chosen as the starting year of the study 

period and 2016, one year after the official establishment of AEC, as the ending year of the study 

period.  

Financial data are extracted from Bloomberg and SPEEDA’s database. Ownership data are 

obtained from the firms’ annual reports. 

4. Empirical Results 

4.1. Descriptive statistics 

Table 3 presents the descriptive statistics of  Vietnam non-financial listed firms’ 

characteristics. 
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Table 3: Descriptive statistics of  Vietnam non-financial listed firms characteristics 

  Mean Median Maximum Minimum Std. Dev. 
Jarque-Bera 

Prob. 

KZ -22.97 -1.95 25.41 -10957.7 238.73 0.00 

WW -1.51 -0.55 3.49 -855.60 17.08 0.00 

SA -1.97 -2.02 0.25 -3.59 0.68 0.00 

INV 0.04 0.02 0.75 0.00 0.10 0.00 

STATE 0.28 0.27 1.00 0.00 0.25 0.00 

D_STATE 0.54 1.00 1.00 0.00 0.50 0.00 

FOREIGN 0.11 0.02 1.00 0.00 0.84 0.00 

D_FOREIGN 0.27 0.00 1.00 0.00 0.44 0.00 

AGE 3.93 4.00 16.00 0.00 3.10 0.00 

CASH 0.14 0.08 0.94 0.00 0.14 0.00 

CF 0.10 0.08 0.82 -0.61 0.09 0.00 

DEBTS 0.50 0.53 0.97 0.00 0.22 0.00 

LNTA 3.16 3.10 8.36 -0.44 1.42 0.00 

SALESGR 0.38 0.11 244.45 -0.99 4.88 0.00 

Q 0.52 0.34 9.34 0.00 0.62 0.00 

Table 3 shows the average state-owned (27.6%) and foreign-owned (10.6%) shares of the 

657 non-financial firms listed in Vietnam stock market during the period of 2007 - 2016. The 

average listed years of non-financial firms on Vietnam stock market are 4 years. The mean of 

firm leverage for the 657 non-financial firms is 0.5, thus the debt over equity ratio is 1. The mean 

CASH (cash over total assets) and CF (cashflow over total assets) are 0.14 and 0.1, respectively. 

Table 3 also shows the results of Jarque-Bera test, indicating that all variables in the 

models are not normally distributed. 

4.2. Empirical results 

4.2.1. Model 1: KZ as the dependent variable (KZ index scores) 

Table 4 reports the regression results of Model 1 which tests the effects of state and foreign 

ownership on firms’ KZ financial constraints index score using the FE and RE methods. 

Table 4: Regression Results of Model 1 (Equations M1a and M1b) 

Equation (M1a) Equation (M1b) 

Variables FE RE Variables FE RE 

C -23.879 -62.963*** C -9.209 -45.520*** 

STATE 6.745 17.335 D_STATE -16.089 -5.673 

FOREIGN 2.013 0.825 D_FOREIGN 16.879* 2.278 

SIZE -2.877 7.649** SIZE -5.969 4.840 

AGE 1.985 2.288** AGE 2.255* 2.094** 

*, **, *** represents 1, 5 and 10 % level of significance, respectively 
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Equation (M1a) shows no significant relationship between Vietnam non-financial listed 

firms’ state or foreign ownership variables and KZ index in both FE and RE estimations. In 

equation (M1b), the relationship between D_FOREIGN variable and KZ index is significant at  

10% level in FE estimation, while the effect of D_STATE on KZ index is insignificant in both 

FE and RE estimations.  

4.2.2. Model 2: WW as the dependent variable (WW index scores) 

Table 5 reports the regression results of Model 2 which tests the effects of ownership 

factors on firms’ WW index scores . 

Table 5: Regression Results of Model 2 (Equations M2a and M2b) 

Equation (M2a) Equation (M2b) 

Variables FE RE Variables FE RE 

C -1.071 -2.380*** C -2.689*** -3.005*** 

STATE -1.426 2.034** D_STATE 0.878 1.497*** 

FOREIGN 0.168 0.059 D_FOREIGN 2.228*** 0.606 

AGE 0.012 0.107 AGE -0.011 0.123 

*, **, *** represents 1, 5 and 10 % level of significance, respectively 

Equation (M2a( shows that STATE variable is positive and significant at 5% level on 

firms’ WW index in RE estimation. In equation (M2b), D_STATE is significant and positively 

related to WW index in RE estimation, while D_FOREIGN affects WW index positively in the 

FE estimation.  

4.2.3. Model 3: SA as the dependent variable (SA index scores) 

Table 6 shows the regression results of Model 3, demonstrating the contradictory 

influences of state and foreign ownership on SA index. 

Table 6: Regression Results of Model 3 (Equations M3a and M3b) 

Equation (M3a) Equation (M3b) 

Variables FE RE Variables FE RE 

C -2.210*** -2.089*** C -2.073*** -1.980*** 

STATE 0.450*** 0.358*** D_STATE 0.090*** 0.081*** 

FOREIGN -0.001 -0.003 D_FOREIGN -0.111*** -0.125*** 

SALESGR 0.0000125 0.0000119 SALESGR 0.002*** 0.002*** 

DDIV 0.208*** 0.210*** DDIV 0.191*** 0.189*** 

LEV -0.546*** -0.612*** LEV -0.419*** -0.483*** 

CASH 0.015 0.013 CASH -0.008031 0.000711 

*, **, *** represents 1, 5 and 10 % level of significance, respectively 
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Table 6 suggests that both STATE and D_STATE variable are positive and significant at 

1% level with firms’ SA index in all estimation methods. In contrast, D_FOREIGN variable is 

negative and significantly related to firms’ SA index at 1% level in both FE and RE estimations.   

4.2.4. Model 4: Inv as the dependent variable (Investment rates) 

Regression results of Model 4 (equations M4a and M4b) are reported in Table 7:  

Table 7: Regression Results of Model 4 (Equations M4a and M4b) 

Equation (4a) Equation (4b) 

Variables FE RE Variables FE RE 

C 0.142*** 0.011** C 0.131*** 0.007 
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0.096*** 0.077*** 

�����,��� -0.023*** 0.003** �����,��� -0.028*** 0.002** 

*, **, *** represents 1, 5 and 10 % level of significance, respectively 

Table 7 shows that Vietnamese non-financial listed firms are financially constrained based 

on the positive and significant relationship between investment levels and cash flows in all 

models under the FE and RE estimations.  

The results also show the role of state ownership on firms’ investment-cashflow sensitivity 

and investment decisions. Specifically, both STATE and D_STATE variables exhibit positive 

impacts at 1% level of significance on the investment-cashflow sensitivity of firms in RE 

estimation. In addition, STATE and D_STATE is negative and significant at 1% level on 

corporates’ investment levels in RE estimations. 

On the contrary, the result shows a significant and negative effect of D_FOREIGN on the 

magnitude of investments – cashflow sensitivities of Vietnamese non-financial listed firms in RE 

estimation.  Regarding the impacts on investments, the result shows foreign ownership are 

positive and significantly related to firms’ investment levels in all of FE and RE estimations.  
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Table 8 summarizes the regression models results with FE/RE methods with regard to 

influences of state and foreign ownerships on financial constraints and investments of non-

financial listed firms in Vietnam. 

Table 8: Summary of regression results of Model 1, 2, 3 and 4 

Model Dependent variables Impacts of state ownership Impacts of foreign ownership 

1 KZ index  

+ 

(D_FOREIGN:  

FE method) 

2 WW index 

+ 

(STATE & D_STATE: 

RE method) 

+ 

(D_FOREIGN:  

FE method) 

3 SA index 

+ 

(STATE & D_STATE:  

RE & FE method) 

- 

(D_FOREIGN:  

FE &RE method) 

4 

Investment-cashflow 
sensitivity 

+ 

(STATE & D_STATE:  

RE method) 

- 

(D_FOREIGN:  

RE method) 

Investment rate 

- 

(STATE: FE & RE method 

D_STATE: RE method) 

+ 

(D_FOREIGN:  

FE method) 

In general, state ownership consistently exhibits positive impacts on different indexes and 

measurement of firms’ financial constraints. Regarding the firms’ level of investments, state 

ownership are negatively related to firms’ investment rates.  

Foreign ownership, on the other hand, exhibits contradictory influences on different 

financial constraints indexes (positively affects for KZ and WW index but negatively affects for 

SA index). In terms of the financial constraint measurement as investment – cash flow 

sensitivity, the impact of foreign ownership is negative and significant. Besides, foreign 

ownership positively affects Vietnam non-financial listed firms’ investment levels.  

5. Conclusions and discussions 

Ownership structure is considered an important factor that affects firms’ financial 

restriction and investment decisions. In Vietnam, state and foreign ownerships are increasing 

their roles in the firm’s financial conditions and management. Based on the FE and RE 

regression models for panel data of 657 non-financial companies listed in Vietnam stock market, 

the study investigates the influences of government and foreign ownership on corporates’ 

financial constraints and investments in Vietnam. The following conclusions are derived from 

the empirical results: 

(i) Vietnamese non-financial listed firms are financially constrained based on the  positive 

and significant relationship between corporates’ investment and cash flow rates inside the firms 

(see Table 7). This conclusion is similar to Tran and Le’s research finding in 2017 which 

acknowledges the existence of financial constraints in Vietnamese non-financial listed firms.   
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(ii) State ownership has homogenous effects on various financial constraint measurements 

(see Table 5, 6, and 7). More specifically, higher levels of state-owned shares in the Vietnamese 

non-financial listed firms bring about higher scores of the KZ index, WW index, SA index as 

well as larger magnitude of investment – cash flow sensitivity. That is, the larger the amount of 

state-owned shares the firms have, the higher the level of financial constraint the firms endure. 

The results  are similar to findings of Laeven (2002), O'Toole and Newman (2012) and 

Mykhayliv and Zauner  (2013 and 2017) which demonstrate the co-movements between the 

firms’ levels of state ownership and magnitude of financial constraints. 

(iii) Foreign ownership shows dissimilar impacts on different financial constrained indexes 

(KZ index, WW index, and SA index). These disagreements could be explained by the different 

components and perspectives of the three financial constraint indexes (KZ index and WW index 

reflect internal and external sources of funds, and SA index represents for firms’ characteristics) 

that bring about inconsistent results.  

(iv) Regarding the co-movement between investments and cash flow as a measurement of 

financial constraints, the study reveals that foreign ownership reduces the investment – cash flow 

sensitivity, thus diminishing the financial constrained levels of Vietnamese non-financial listed 

firms. This finding is consistent to Mertzanis’s (2017) study which suggests a significantly 

negative binding between foreign-owned shares and financial restrictions of firms in developing 

countries.  

(v) Finally, state and foreign ownerships exhibit contradictory relationships in Vietnamese 

non-financial listed firms’ investments (see Table 7). While increasing the level of state 

ownership results in lower levels of firms’ investments, raising the amount of foreign ownership 

leads to higher investment levels in non-financial listed firms in Vietnam. This result is 

consistent to Chen et al. (2017) who conclude that specific corporate ownerships affect firms’ 

investment behaviours differently. The empirical finding of the state ownership is also similar to 

Mykhayliv and Zauner (2013 and 2017), Chen et al. (2016) and He and Kyaw (2017) who assert 

the reverse relationship between state ownership and firms’ investment level.  

6. Recommendations for Vietnamese non-financial firms 

Since Vietnam non-financial listed firms are financially constrained, reducing the level of 

financial restrictions are necessary to the firms’ financial development and growth. Based on the 

co-movements of state ownership levels and firms’ financial constraints, our result suggests to 

eliminate the role and percentage of state ownership in corporate ownership structure in 

Vietnam. In fact, with the reduction of state-owned shares, the financial constraint measurements 

(KZ index, WW index, SA index and investment – cash flow sensitivity) could be effectively 

decreased. Besides, loosening state ownership also increases the investment level of the 

businesses, which results in higher profitability and prosperity for firms in the future. 

Regarding the impacts of foreign ownership on firms’ financial constraints and investment 

decisions, while the results on different financial constraint indexes are unclear, the negative 
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effects on firm’s investment – cash flow sensitivity and positive effects on corporate investments 

are confirmed. Therefore, Vietnamese non-financial firms should try to attract more foreign 

investors to enhance their financial barrier as well as to increase more investment opportunities 

to boost the firms’ financial outcomes. 
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Abstract: The main purpose of this study is to model the key factors affecting Vietnamese 

banks’ performance (return on equity and return on assets) during the periods 2009 to 2017. The 

research uses the quantitative regression methods such as pooled OLS regression and 

Generalized Method of Moments method in order to construct the model. The results show that 

the first model with return on equity is dependent variable has five variables with statistical 

significance, while in model 2 with return on asset is considered a dependent variable, there are 

total six variables with statistical significance. Because this data is based on dynamic panel data, 

therefore, the regression’s results by GMM method for models with tool variables are reliable. In 

the future, Vietnamese banks need to disclose information and data adequately and appropriately 

in order for investors can make their economic decisions correctly. Moreover, when using the 

GMM method, it is important to choose a real tool variable, rather than choosing the latency of 

the dependent variable and the differences of the independent variables as now.  

JEL classification: G21 

Keywords: return on equity, return on assets, non-performing loan, cost over revenue, net 

interest margin, inflation rate and GDP 

 

1. Introduction 

Banks are expanding their portfolio of financial services that provide to their customers. 

The expansion of the financial services’ portfolio has accelerated in recent years under increased 

competition from other financial institutions, from the greater understanding and demand of 

customers, and from change of technology. Therefore, it has made the cost of the bank increase 

significantly. On the other hand, new products and services have had a positive impact on the 

industry by creating new revenue streams for banks - non-interest service charges, which tend to 

increase. It is faster than traditional income from loan interest. 

Banking system is an organization that contributes to the development of any economy and it 

is considered an important service industry in the modern societies. Nowadays, the function of a 

bank is not limited to the same geographical boundaries of any country. This is an important source 
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of finance to support most of businesses (Nimalathasan, 2008). In addition, the banks are financial 

institutions required funds to carry out their activities. Therefore, banks should find the best way to 

manage resources and evaluate their activities and decisions about resource consumption. The 

main purpose of a bank is to maximize the returns and minimize the level of risk based on its own 

financial capacity (Hempel et al., 1996). It can be said that the banks’ performance refers to the 

capital and assets in generating sustainable profitability. The common method that usually used to 

evaluate the banks’ performance is CAMEL model. This model uses financial ratios to assess the 

performance of activities in banking system (Rozanni & A. Rahman, 2013). 

The main purpose of this paper is to model the main factors that may have an impact on the 

performance of Vietnamese commercial banks. Therefore, this study addresses the research issue 

"What are the main factors affect Vietnamese banks’ performance during the period 2009 - 2017 

by using an application CAMEL model?". 

The contributions of this paper in practical issue are firstly to consider the statistically 

significant factors that affect both Return on equity (ROE) and Return on assets (ROA) in 

two model separately. Secondly, the presence of endogenous variables and exogenous 

variables may make the model become more efficiently when using GMM method to 

estimate the model. And finally, in five categories of CAMEL model, the category of assets’ 

quality, management ang earnings are important. First of all, banks must control non-

performing loan in order to manage assets’ quality effectively. Secondly, the management of 

the banks should manage total costs incur in banks’ activities at rationally level, and the cost 

to earnings ratio should be accepted at reasonable range. Hence, banks will improve their net 

interest margin, and maximize the income of credit services. The results of this study will 

discover how the bank specific factors affect the profitability of Vietnamese commercial 

banks. It will thus help these banks to have and control their management's capacities in 

maintaining a position to continually improve on their profitability. Especially, a new point 

of this study is the use of the GMM method to build model of determinants of banks’ 

performance; and hence using this method will eliminate the existence of autocorrelation, 

heteroskedasticity and exogenous phenomenon.  

2. Literature review and theoretical framework 

2.1. Literature review 

Banking system plays a very important role in the economy of each country and it also acts 

as an intermediary for all sectors such as agriculture, construction, textiles, manufacturing, etc. 

The banking sector thus contributes directly to national income and overall economic growth 

(Dash and Das, 2009). Besides that, banking sector is the backbone of any economy and banks 

have a greater importance in every country during globalization context (Chandani et al., 2014). 

When the banking sector has a major impact on the economy in general, it is important for 

government to assess, analyze and monitor it (Dash and Das, 2009). The financial market is 

defined as a system that brings together economic agents who need money and have excessive 

resources. In this structure, third parties are called financial intermediaries needed to reduce risk 

and provide effective remittance (Dincer et al., 2011). 
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Bank performance can be defined as a reflection of how a bank's resources are used in a 

variety of ways that enable the bank to achieve its own goals. In addition, the term banking 

efficiency means the application of a set of indicators that shows the current state of the bank and 

the extent to which the bank's ability to achieve its desired objectives. As the banking sector is 

considered an important segment of the modern economy, its effectiveness is becoming more 

and more significantly. To ensure a sound financial system and an efficient economy, banks 

must be carefully assessed and analyzed. 

While banks support their corporations by providing a variety of financial products and 

services, and banks need to have the strategies and ways to distinguish their financial services to 

others. Therefore, it is necessary to measure the performance of each bank to determine their 

contribution to its development. Not only supervisors, regulators and banking regulators, but 

banks' customers are increasingly concerned about the stability and sustainability of these 

financial institutions. There are other methods to evaluate the performance of banks and 

determine their performance and overall financial status; measure qualitative management and 

achieve their goals; as well as determining the quality of income, liquidity, capital adequacy, and 

level of banking services. An analysis of the bank's business performance involves the collection 

of formal and informal data to help clients and donors identify and reach their goals. Banks are 

also expected to provide evidence of their credit activity and financial flow as they affect the 

country's economic growth and development. 

The business performance of enterprises in general and the banking system in particular is 

an important issue, especially in the context of international economic integration. The basic way 

to improve business performance is to find ways to either increasing sales or decreasing costs. 

The ways to measure can be different from each enterprise and depend on the specific situation 

in each enterprise. Business performance is a comparative measure: Comparison between inputs 

and outputs, comparison between business costs and business results. Improving business 

performance is understood to increase the company's business performance measurement 

standards and the level of achievement of qualitative goals in a positive way. 

In recent years, greater competition in the banking sector has been enhanced by 

globalization. The increasing diversity of customer demand and technological change is expected 

to have a major impact on the bank's management to retain and attract potential customers and 

investors to the banking industry. However, with the increase in income and number of bank 

branches, banking management is oriented to identify banking services to improve their banking 

performance. The motivation to track the performance of banks is to get an insight into their 

goals. According to Oral and Yolalan (1990), assessing the effectiveness of banks should be 

linked to decision models that combine results obtained from economic decisions. Barr and 

Siems (1994) noted that recent trends in the decline in business performance of banks, the 

researchers, investors and analysts posed many questions relating to the banks’ security. 

According to previous research studies, this ominous situation raises important questions such 

as: Why do banks suddenly fail? The collapse of banking institutions can be predicted and 

prevented? What remedies can management agencies take to slow down the bank's failure rate? 
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In an attempt to monitor the performance of banks, financial economists have used financial 

ratios (Ayadi et al., 1998). Yeh (1996) notes that the main disadvantage of this approach is its 

dependency on benchmark ratios. The standard rates may not match and therefore, can "fool" 

analysts. In addition, Sherman and Gold (1985) and Oral and Yolalan (1990), note that the 

financial ratios represent short-term measures of performance. 

2.2. Theoretical framework 

Almost research studies carried out on banks all showed that profit of an organization has 

relation to Return on Equity (ROE) and Return on Assets (ROA). Return on Equity (ROE) and 

Return on Assets (ROA) represent for banks’ performance in winning profit through using equity 

and assets. Banks with more diverse and delicate investment policies will have more 

opportunities in winning profits from using their equity and assets. Effective management as 

well as reasonable lending policies will help banks grow again and eliminate non-performing 

loans. So, Return on Equity (ROE) and Return on Assets (ROA) have the inverse relation to non-

performing loans. Banks’ profit replies on their risky activities. When banks have high profit, 

they will have less reason to take part in highly risky activities (because taking part in highly 

risky activities decreases their profit), ROA and ROE are expected to have inverse relation to 

non-performing loans (Anjom and Karim, 2015). As shown in the research of Rahman and 

partners (2017), ROA has inverse impact on non-performing loans. 

Starting from agency theory, managers will care about the business performance of the 

bank, so they can take high risks to get high returns by implementing high risk activities, such as 

providing loose credit policy or manipulate financial statements. In this study, the ROA variable 

is an important factor that managers focus on because the bank's total assets will be equal to 

equity and liabilities, in which non-performing loans arises from customers’ loans. These loans 

belong to the assets on the bank's balance sheet. So, in terms of ROA, managers will consider 

this factor to improve performance of the bank. In regards to ROE variable, this factor measures 

the profitability of a business relative to the book value of equity, also known as net assets. ROE 

is a measure of the extent to which companies use their investments to generate return growth or 

profitability. According to the European Central Bank (2010), the definition of bank 

performance is the ability of banks to generate sustainable returns or profitability which is very 

important figure for a bank because it shows the trend of going on to activity in future and to 

generate the best returns for investors or shareholders. 

The CAMEL method is derived from a system developed by the Federal Financial 

Institutions Examination (FFIEC) on March 1979. CAMEL model is used by most banks across 

the world as a performance evaluation technique (Raiyani, 2010). Overall, in order to assess 

banks’ financial condition, CAMEL supervisory rating system is built and introduced first in 

USA for onside monitoring. In this paper, five categories of financial ratios according to 

CAMEL system are applied and also control variables are included in two models. Those 

categories are based on the previous research studies of Soni (2012), Roman (2013), Rozzani & 

Rahman (2013), Rodica-Oana (2014), Salhuteru and Wattimena (2015). Elyor (2009) proved that 

the CAMEL model is a good model to enhance bank performance. Both ROA and ROE are the 
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dependent variable that influenced by the determinants from the CAMEL framework. Olweny 

(2011) have also used the CAMEL model to analyze the determinants on Kenya banks’ 

profitability, and the results shown that all the bank-specific factors (such as five categories) that 

came from the CAMEL model had statistically significant variable and they have important 

effect on the profitability of a bank. 

Firstly, Capital adequacy relates to the sufficiency of the amounts of capital for absorbing any 

potential risks that a bank may encounter. According to Kosmidou (2008), capital adequacy ratio is 

an important measure to identify the condition of financial institutions and the banks’ wellness. 

Secondly, Assets quality reveal the bank’s asset risk situation. The assets come from 

balance sheet in financial statements of banks. The profitability of banks could be increased by 

higher asset quality through decreasing the operating costs and increasing the income of interest. 

For example, the interests come from the loans that banks grant to their customers. The ratio that 

represents for assets quality is Non-performing loan (NPL). 

Thirdly, Management relates to the competency of the bank’s managers, using their 

expertise to make subjective judgments, create a strategic mission and make their economic 

decisions. According to Golin (2001), the evaluation of the management of managers is the 

hardest one to be measured and it is the most unpredictable. However, in order to measure this 

category, the ratio of cost to earnings (CIR) is used. Because banks also pay attention to this ratio 

(CIR). CIR is measured by the ratio of operating expenses including management costs and fixed 

costs over earnings. The CIR is low implies that managers have skills and knowledge to manage 

the bank efficiently. This issue is explained by the theory of transaction costs. This theory was 

proposed by Schwartz (1974), which suggests that banks may reply on specialists to evaluate and 

examine the value of credit activities or other activities. 

2.3. Empirical research studies 

Table 4: Summary previous research studies 

Author(s) Country/ Bank(s) Year Results 

Magweva (2016) Zimbabwe (Africa) 2009-2015 Bank specific indicators were not significant in 
determining bank performance 

Mahmud et al. (2016) Bangladesh 2003-2013 Size, operating expense, gearing ratio and capital 
were found to be important variables that affect the 
bank profitability of Bangladesh. 

Sufian and Habibullah 
(2015) 

42 Bangladeshi 
commercial banks 

 Loan-deposit ratio, loan-loss provision to total 
assets, equity capital to total assets, and operating 
expenses to total assets are significant factors 

Obamuyi (2013) 20 commercial banks of 
Nigeria 

2006-2012 Bank capital, size, interest income and expense 
management efficiency and favorable economic 
conditions contribute to higher bank performance 
and growth 

Liuand and Pariyaprasert 
(2014) 

Banks Listed in China’s 
Stock Exchanges 

2008-2011 ROA can be influenced by shareholders’ risk-
weighted capital adequacy ratio, NPLR, costs to 
income ratio, NIM, and loans to deposits ratio. 

ROE can be influenced by costs to income ratio, 
operating expenses to assets ratio, and Loans to 
deposits ratio 

Source: Author’s research 
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3. Research methodology 

Based on theories from relative documents and previous research studies, the research 

issue is determined with research question and research objective. Then, research design 

description includes chosen methodology and the reason for choosing this specific method of 

collecting and analyzing data. The quantitative method is used in order to design the model of 

key factors impact on Vietnamese banks’ performance during the period 2009 to 2017. With 

dynamic panel data, the pooled OLS method cannot be used because of the existence of 

autocorrelation, heteroskedasticity and exogenous phenomenon so Generalized method of 

moments (GMM) with instrument variables are used instead. This method will make the 

estimation results be valid and reliable. 

4. Proposed model 

Based on the application of CAMEL model, theoretical framework and the empirical research 

studies, this paper determines the model of factors that can impact on ROE and ROA of Vietnamese 

commercial banks during 2009 to 2010. The research conducts two following models: 

ROEit = f(CAR, Assets quality, Management, Earnings, Liquidity, Bank size, Inflation 

rate, GDP growth rate, Money supply) [1] 

ROAit = f(CAR, Assets quality, Management, Earnings, Liquidity, Bank size, Inflation 

rate, GDP growth rate, Money supply) [2] 

4.1. Variables in model 

Table 5: All variables in models 

Variables Index Formula Related research 

Dependent variables  

Return on equity ROE Return/Equity Liu and Pariyaprasert (2014)  

Return on assets ROA Return/Assets Liu and Pariyaprasert (2014)  

Independent variables  

Capital adequacy CAR From Financial statements and annual reports Berger (1995b), Desa (2003), Goddard 
et al., (2004); Salhuteru and 
Wattimena (2015) 

Asset quality NPLR non-performing loan/total loans Olweny và Shipho (2011); Rozzani 
and Rahman (2013) 

Management CIR Total cost/Total income Liu and Pariyaprasert (2014); Olweny 
(2011) 

Earnings NIM FiinPro Liu and Pariyaprasert (2014); Jha and 
Hui (2012) 

Liquidity LDR Total loans/Total deposits Liu and Pariyaprasert (2014); 
Salhuteru and Wattimena (2015) 

Bank size SIZE Log(Total assets) Goddard et al., (2004); Athanasoglou 
et al., (2006); Rashia (2010) 

Inflation rate INF World bank Liu and Pariyaprasert (2014); Sufian 
và Chong (2008) 

GDP growth rate GDP World bank Liu and Pariyaprasert (2014); Gul và 
ctg. (2011), Rashia (2010) 

Money supply M2 World bank Liu and Pariyaprasert (2014)  

Source: Author’s research 
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4.2. Data collection 

The research aims to examine the main factors affect the performance of Vietnamese 

commercial banks from 2009 to 2017. Those banks are presents in Appendix 1. Data for analysis 

is taken from financial statements and annual reports as well as from websites of banks. This is a 

panel data, so the number of samples is 31 * 9 = 279 observations. And the GDP growth rate and 

inflation rate are picked up from website of World Bank. While Money supply is taken form 

Vietnamese State bank. 

5. Data analysis and discussion 

Given data and using GMM method, we compared the results from two models. After 

removing outliners, the remaining observations are 201. The following table (Table 2) presents 

descriptive statistics of all variables. All figures in this paper are used  

 Model 1 

Table 6: Descriptive statistics [model 1] 

Variable Obs Mean Std. Dev. Min Max 

roe 201 .1019811 .0698966 .00068 .29201 

car 201 .1440572 .0601032 .064 .4511 

nplr 201 .0233402 .0154478 .00008 .11402 

cir 201 -.5177248 .1337024 -1.115236 -.225069 

nim 201 .0320504 .0131531 -.01985 .08724 

ldr 201 .9465914 .7641957 .37187 10.41285 

size 201 32.1791 1.219738 29 35 

inf 201 .0720846 .0511457 .006 .187 

gdp 201 .0600677 .0055335 .052 .068 

m2 201 15.19662 .4647785 14.46292 15.98753 

Source: Stata’s results 

The mean value of ROE is 0.1019811 with the standard deviation is 0.0698966. Maximum 

value and minimum value of ROE is 0.29201 and 0.00068, respectively. In regards to all 

independent variables, the variable has the largest fluctuation is SIZE (1.219738) and smallest 

change is GDP (0.0055335).  

Table 7: Test of multi-collinear phenomenon [model 1] 

Variable VIF 1/VIF 

m2 3.45 0.289693 

size 2.00 0.500728 
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Variable VIF 1/VIF 

inf 1.90 0.525604 

gdp 1.90 0.525918 

car 1.72 0.581411 

cir 1.72 0.582287 

nim 1.36 0.736995 

nplr 1.27 0.789043 

ldr 1.08 0.929555 

   

Mean VIF 1.82  

Source: Stata’s results 

According to table 3, all VIF coefficients of variables are smaller than 10, so the multi-

collinear phenomenon does not exist. In order to confirm the non-existent multi-collinearity, the 

matrix correlation coefficient table (Table 4) is used for testing. 

Table 8: Correlation matrix [model 1] 

 roe car nplr cir nim ldr size inf gdp m2 

roe 1          

car -0.2586 1         

nplr -0.2628 0.1859 1        

cir 0.6954 -0.0702 -0.2721 1       

nim 0.4371 0.2112 -0.0625 0.3851 1      

ldr 0.002 0.0032 -0.0286 0.0287 -0.1296 1     

size 0.3049 -0.5946 -0.1337 0.1149 -0.1318 -0.0408 1    

inf 0.279 0.0743 0.0731 0.245 0.1825 0.1376 -0.1797 1   

gdp 0.0683 -0.1443 -0.3391 0.0844 -0.0298 0.0591 0.1606 -0.208 1  

m2 -0.3087 -0.0775 -0.0392 -0.3311 -0.1008 -0.1404 0.3276 -0.6443 0.5133 1 

Source: Stata’s results 

The correlation matrix coefficient in table 4 are all less than 80%, so we can conclude that 

there is non-existent multi-collinearity. Then, the research takes the next step on testing the 

phenomena of heteroskedasticity with results as shown in table 5 below: 

Table 9: Test for heteroskedasticity [model 1] 

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity 

Ho: Constant variance 

Variables: fitted values of roe 

chi2(1) = 5.49 

Prob > chi2 = 0.0191 

Source: Stata’s results 



662 

Because the p-value is 0.0191 less than 0.05 (Prob>chi2 = 0,0000) as shown in Table 5, 

Hypothesis H0 is rejected, that means the phenomena of heteroskedasticity exists in the model. 

After testing the phenomena of heteroskedasticity, the research continues on testing the 

autocorrelation with results as shown in the table 6: 

 Table 10: Test of autocorrelation [model 1] 

Wooldridge test for autocorrelation in panel data 

H0: no first-order autocorrelation    

F(1, 27) = 42.056    

Prob > F = 0.0000    

Source: Stata’s results 

As shown in Table 6, the p-value in the test of autocorrelation is 0,0000 less than 

0.05, so H0 is rejected, that means there is the autocorrelation phenomena in the model. It 

means dependent variable – return on equity (ROE) of this year is affected by another 

independent variable that is lag (return on equity of last year) and instruments variables. In 

order to fix defects of heteroskedasticity, autocorrelation phenomena and endogenous 

phenomena, the research uses GMM method with Arellano-Bond dynamic panel-data 

estimation. In order to test the model, Sargan test is considered and the results shown in the 

following table: 

Table 11: Test of overidentifying restrictions [model 1] 

Sargan test of overidentifying restrictions 

H0: overidentifying restrictions are valid 

chi2(96) = 107.2737 

Prob > chi2 = 0.2029  

Source: Stata’s results 

In view of Allen McDowell, StataCorp (2018), when parameters of the model are 

estimated by GLS (Generalized Least Square), the sum of squares cannot be splitted up by the 

same way as in OLS, that is because GLS will result in R2 with less statistically significance 

once Diagnostic tools allow GLS. Specifically, if R2 is calculated by GLS, there is no 

requirement for sum of squares to be in the range of 0-1; at the same time, R2 does not represent 

for the rate of movement of dependent variable in the model. Moreover, the addition or 

elimination of variables in the model does not always result in the increase or decrease in value 

of R2 calculated. 

Because there is lag variable in the model, GMM with tool variables rather than OLS must 

be used. Moving model is estimated by GMM (Generalized Method of Moments), introduced by 

Arellano and Bond (1991). The use of this estimation method is reasonable for experimental 
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studies of Louziset and partners (2010); De Bock and Demyanets (2012). Their estimation starts 

with the conversion of all variables in the model. According to Arellano and Bond (1991), the 

autocorrelation phenomena between the lag of dependent variable and error can be fixed by the 

addition of tool variables into the dynamic panel data model. 

Till now, the model is free of defects such as multiplicity phenomena, variation 

phenomena and self-correlation phenomena as the result of using GMM with Sargan test and the 

p-value of 0.2029 is more than 0.05. Because the p-value is more than 5%, there is no reason to 

reject hypothesis H0. That means instrument variables (representative variables) are valuable and 

using GMM for estimation model is reasonable. The table hereafter shows statistical significance 

of variables. GMM is used based on the research of Arellano and Bond (1991). In according to 

the theory of Examination of endogenous phenomena in Sargan’s model (1958) with H0: tool 

variable is exogenous (without correlation with error). Examination results in which the greater 

p-value in Sargan statistics is the better, therefore, results in this research is quite relevant when 

p-value of 0.2029 is large. Thus, after conducting GMM for both models, summary of results is 

as shown in Table 8. 

Table 12: Variables with significantly statistic [model 1] 

Variable active 

roe L1. .35465602*** 

inf .19914008* 

gdp 3.2642832*** 

m2 .00832846 

car -.0413739 

nplr .54755432 

cir .17826054*** 

nim .99436102* 

ldr -.01592296 

size -.00227198 

_cons -.13362802 

legend: * p<.05; ** p<.01; *** p<.001 

Source: Stata’s results 

The same analysis is applied in model 2. In order to eliminate the three of autocorrelation, 

heteroskedasticity and endogenous phenomenon, GMM method is used with Sargan test.  
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Table 13: Test for heteroskedasticity [model 2] 

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity 

Ho: Constant variance 

Variables: fitted values of roa 

chi2(1) = 36.77 

Prob > chi2 = 0.0000 

Source: Stata’s results 

 Because the p-value is 0.0000 less than 0.05 (Prob>chi2 = 0,0000) as shown in Table 9, 

Hypothesis H0 is rejected, that means the phenomena of heteroskedasticity exists in the model 2. 

After testing the phenomena of heteroskedasticity, the research continues on testing the 

autocorrelation with results as shown in the table 10. 

Table 14: Test of autocorrelation [model 2] 

Wooldridge test for autocorrelation in panel data 

H0: no first-order autocorrelation    

F( 1, 27) = 31.615    

Prob > F = 0.0000    

Source: Stata’s results 

 As shown in Table 10, the p-value in the test of autocorrelation is 0,0000 less than 0.05, 

so H0 is rejected, that means there is the autocorrelation phenomena in the model. It means 

dependent variable – return on assets (ROA) of this year is affected by another independent 

variable that is lag (return on assets of last year) and instruments variables. In order to fix defects 

of heteroskedasticity, autocorrelation phenomena and endogenous phenomena, the research uses 

GMM method with Arellano-Bond dynamic panel-data estimation. In order to test the model, 

Sargan test is considered and the results shown in table 11: 

Table 15: Test of overidentifying restrictions [model 2] 

Sargan test of overidentifying restrictions 

H0: overidentifying restrictions are valid 

chi2(96) = 115.1221 

Prob > chi2 = 0.0893  

Source: Stata’s results 
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Table 16: Variables with significantly statistic [model 2] 

Variable active 

roa  

L1. .2263828** 

inf .01373304* 

gdp .17666776** 

m2 -.00004498 

car .00146011 

nplr .0527204* 

cir .01807002*** 

nim .17108875*** 

ldr -.00112163 

size -.00082798 

_cons .02592938 

legend: * p<.05; ** p<.01; *** p<.001 

Source: Stata’s results 

The results of two models are summarized in the following table: 

TSable 17: Summary the results 

Variable Model 1 Model 2 

roe L1. .35465602***  

roa L1.  .2263828** 

inf .19914008* .01373304* 

gdp 3.2642832*** .17666776** 

m2 .00832846 -.00004498 

car -.0413739 .00146011 

nplr .54755432 .0527204* 

cir .17826054*** .01807002*** 

nim .99436102* .17108875*** 

ldr -.01592296 -.00112163 

size -.00227198 -.00082798 

cons -.13362802 .02592938 

legend: * p<.05; ** p<.01; *** p<.001 

Source: Summarized by author 
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 Both models have the lag of dependent variable be significant at 0.1% for model 1 and 

1% for model 2. In regards to model 1, there are five statistically significant variables, such as 

roe in last year, inflation rate, GDP growth rate, cost over earnings (CIR) and net interest margin. 

At 95% confidant interval, the variables of INF and NIM are statistically significant, while GDP 

and CIR are statistically significant at 99.9%. 

 Model 2 has six variables be statistically significant: (1) INF and NPLR are statistically 

significant variables at 5%; (2) ROA L1. and GDP are variables that be statistically significant at 

99% confidant interval; and (3) CIR and NIM are also statistically significant variables at 0.1%. 

 In five categories of CAMEL model, the model 2 has three ones that are important and 

effective indicators. So, model 2 is more efficient than model 1. However, in general, both model 

1 and model 2, it can be concluded banks should decrease its non-performing loan to improve its 

assets’ quality. Secondly, the management of the banks should manage total costs incur in banks’ 

activities at rationally level, and the cost to earnings ratio should be accepted at reasonable range. 

Hence, banks will improve their net interest margin, and maximize the income of credit services. 

This research results are the same with the literature review and previous research studies of Jha 

and Hui (2012), Liu and Pariyaprasert (2013) 

6. Conclusion and recommendation 

The purpose of this paper is modelling the key factors that impact on bank performance 

that represented by return on equity and return on assets. The research results show that the first 

model with return on equity is dependent variable has five variables with statistical significance, 

while in model 2 with return on asset is considered a dependent variable, there are total six 

variables with statistical significance. Because this data is based on dynamic panel data, 

therefore, the regression’s results by GMM method for models with tool variables are reliable. 

However, in this research, CAR and LDR are statistically insignificant variables. 

Therefore, it can be recommended that a bank should maintain its shareholders’ risk-weighted 

capital adequacy ratio in a relatively high number in order to make the bank reach a high capital 

adequacy position. Because the higher capital adequacy ratio, the higher chance the banks has to 

absorb risks and maintain activities. Besides that, banks should pay attention to the liquidity in 

their activities by considering and controlling quick ratio or liquidity ratio at acceptable level.  

Administrative implications for Vietnamese commercial banks: 

Firstly, on the side of commercial banks, the banks themselves need to develop strategies 

to increase capitals along with the use of reasonable capitals to achieve the development of 

sustainable capitals and also to ensure the sufficient real capital in accordance with Basel III. In 

addition, banks must consider the possibility of having a reserve capital ratio against the effect of 

economic cycles in accordance with the conditions of our economy in order to actively deal with 

bad developments from the inside the economy and from external turmoil. 

Secondly, maintaining and establishing a sound financial system that includes standards, 

rules in auditing, settlement, accounting, governance, regulatory frameworks in order to monitor 
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the financial market, currency market and also identify the core objectives to support the 

financial system to complete its roles. Besides that, banks need to tightening regulations to 

ensure system security will always be placed in priority whenever the banking system is exposed 

to high risks, including threats such as crisis or even bankruptcy. 

Thirdly, to allocate revenue and expenditure targets to each branch and transaction offices 

should well implement the package mechanism in the management of turnover and expenses. 

For the development of cost management mechanism, banks must effectively and efficiently 

manage their activities of each product, each customer and each group entity in the process of 

operation. The commercial banks also need to build a system to gather and distribute incomes 

and expenses to each object and product. At the same time, commercial banks should modify and 

balance the cost management mechanism to detail the product / customer / business unit. 
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APPENDIX 1 

No. Code Name of bank 

1 ABB An Binh Bank 

2 ACB Asia Commercial Bank 

3 AGRB Vietnam Bank for Agriculture and Rural Development 

4 BAB Bac A Bank 

5 BID Bank for Investment and Development of Vietnam 

6 BVB Bao Viet Bank 

7 CTG Vietnam Joint Stock Commercial Bank for Industry and Trade 

8 DCB Ocean Commercial One Member Limited Liability Bank 

9 EAB Dong A Commercial Joint Stock Bank 

10 EIB Vietnam Export Import Commercial Joint Stock Bank 

11 GDB Gia Dinh Bank 

12 HDB Housing Development Commercial Joint Stock Bank 

13 KLB Kien Long Bank 

14 MBB Military Commercial Joint Stock Bank 

15 MSB Vietnam Maritime Commercial Joint Stock Bank 

16 NAB Nam A Bank 

17 NVB National Citizen Bank 

18 PGB Petrolimex Group Commercial Joint Stock Bank 

19 PVF Vietnam Public Joint Stock Commercial Bank 

20 SCB Sai Gon Joint Stock Commercial Bank 

21 SEAB SeA Bank 

22 SGB Saigon Bank 

23 SHB Saigon - Ha Noi Commercial Joint Stock Bank 

24 STB Sai Gon Thuong Tin Commercial Joint Stock Bank 

25 TB Tien Phong Bank 

26 TCB Vietnam Technical Commercial Bank 

27 TPB Tien Phong Bank 

28 VAB Viet A Bank 

29 VCB Joint Stock Commercial Bank for Foreign Trade of Vietnam 

30 VIB Vietnam International Commercial Joint Stock Bank 

31 VPB Vietnam Prosperity Joint Stock Commercial Bank 
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Abstract: This paper aims to identify and measure the impact of factors on the reliability 

of financial statements of Foreign Direct Investment (FDI) firms in Vietnam. This study mainly 

uses the quantitative approach, including: the assessment tool's reliability Cronbach's alpha 

scale, Exploratory Factor Analysis (EFA) and regression analysis. This writing conducts the 

survey on 200 financial and accounting experts and managers working at FDI enterprises in 

Vietnam. Research results identify four factors that affect the reliability of financial statements 

information of FDI enterprises are in the positive direction. In which, there are factors of 

pressure from the tax agencies have the strongest impact (β = 0.681), the accounting legal 

regulations (β = 0.335), followed by accountant ability, (β = 0.143) and the final factor from the 

managers’ viewpoints (β = 0.129).  

Keywords: analysis, effective factors, financial statements, FDI firms, reliability.   

 

1. Introduction 

Accounting information in companies generally and FDI enterprises particularly is more 

important and plays a decisive role in making decision of managers. Information on financial 

reports mainly is served not only for the insiders but also for the outsiders of enterprises, 

especially investors, tax authorities, auditing firms and other related government agencies. Thus, 

the reliability of accounting information on financial statements has extremely important part to 

each object when using information for its different decision-making. Practice has proven that 

sustainable development companies with transparent information on financial statements would 

help investors have a lower risk and little fluctuation in price of stock. While “hot” developing 

companies with limited transparency of financial statements become more risky and donot attract 

investors. Many researches show that, the higher reliability of accounting information help 

information users to make their decisions more precisely and timely. However, in fact, there are 

increasingly fraudulent accounting information that profit for different interest groups in FDI 

enterprises and a society. These inadvertent or deliberate errors on financial statements could 

cause serious consequences for the information. As a result, currently, there are many studies on 

factors affecting the reliability of financial statements, to help administrators and agencies have a 
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policy to prevent fraud in accounting as well as to enhance the quality of financial reporting 

information. This paper focuses on the FDI enterprises in Vietnam in order to retest if there is a 

difference in comparion to other studies on factor model and level of the impact.  

2. Literature Review and Theoretical Framework 

2.1. Literature review 

There are many both local and international studies on this topic. Below are some 

prominent researches. 

 First of all, Maines & Wahlen (2006, 402) apply the Financial Accounting Standards 

Board (FASB) conceptual framework on the reliability of financial statements: “Information on 

financial statements are reliable to users when they represent the economic conditions and 

events”. Authors emphasize three aspects of reliability, including: faithfulness, verifiability and 

independence. The research shows that: (i) There is very little direct evidence of the reliability of 

financial statements information is presented, while almost all evidences are synthesized 

indirectly through the relationship between financial statements information with stock prices or 

a capital market; (ii) The reliability of financial statements information related to the interaction 

between accounting standards and the implementation methods of accounting and financial staff; 

research emphasizes the importance of the notes to financial statements to increase the publicity 

and the reliability of financial reports information.  

Beest et al. (2009) assess the reliability of financial information presented in financial 

statements in listed companies in the United States, the United Kingdom and the Netherlands. 

From 2005 to 2007, they have established a compound measurement tool based on “An 

Improved Conceptual Framework for Financial Reporting” of FASB and the International 

Accounting Standards Board (IASB) to comprehensively assess the quality of financial reporting 

in terms of the underlying fundamental qualitative characteristics (i.e. relevance and faithful 

representation) and the enhancing qualitative characteristics (i.e. understandability, 

comparability, verifiability and timeliness). Their findings suggest that the measurement tool 

used in this study is a valid and reliable approach to assess the quality of financial reports. The 

measurement tool contributes to improving the quality assessment of financial reporting 

information, fulfilling a request from both the FASB and the IASB to make the qualitative 

characteristics operationally measurable. 

Authors Nguyen & Duong (2014) study the reliability of information on financial 

statements of enterprises in Vietnam which base on the characteristics of the financial statements 

issued by IASB and FASB. Authors use 283 observations in three years (2012 - 2014) and run a 

regression with 23 independent variables relating to the reliability of financial reports. Their 

result shows that there are 17 variables affecting the reliability of financial reports. This research 

is very useful to different subjects, such as: managers, auditors, investors, government 

agencies… to give solution to increase the reliability of financial statements.  

According to Pham (2016), he researches on the reliability of financial reports and factors 

affecting this reliability. The author uses both the qualitative and quantitative method to solve the 
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problem. The qualitative method is used to identify factors affecting the reliability of financial 

statements and he builds the scale of this reliability. On the other hand, the author uses case 

studies to discuss with accounting senior professionals in practice as well as in term of research 

at universities. The quantitative approach aim to measure the reliability of financial statements 

and assure affecting factors. The study uses the non-probability sample with its size of 294 

observations in non-financial businesses in Vietnam. The qualitative research with 14 situations, 

the author finds 10 factors that affect the reliability of financial statements such as pressure from 

tax, the scale of company, listed securities, support from managers, training and 

retraining… With the quantitative research, it identifies eight factors that affect the reliability of 

financial statements, such as quality of accounting software, independent audit, the effectiveness 

of the system of internal control, capacity of bookkeeper… 

Author Michailesco (2009) studies of factors affecting the reliability of financial 

statements of the listed companies in France. The independent variables are five factors that 

affect the reliability of financial reporting, namely: capital structure, debt ratio, domestic listed, 

listed on multiple markets and corporate profits. Author uses linear regression, ANOVA analysis 

in this study. This research sample is collected from 100 financial statements of companies 

operating in the fields of industry and trade in the 1991-1995 periods. The research finds that the 

listing status factors affecting the reliability of financial reports while the others such 

as profitability, capital structure and the form listing does not have its influence. 

In the research by Xu et al. (2003), it clarifies the factors affecting the reliability of 

financial statements in businesses in Australia. The authors use case studies and survey which 

are conducted at seven corporations in Australia, including four big corporations and three small 

and medium ones through seminars. This study indicates clearly that the group of human factors, 

system and corporation affect the reliability of financial statements. 

Authors Soderstrom & Sun (2007) uses the empirical research to study the reliability of 

financial statements influenced by the legal and political system, accounting standards and 

presentation of financial statements. The results clearly indicate that the legal and political 

system can have a direct and indirect impact on the financial statements' reliability through 

accounting standards and other preferential forms of each country. 

Researcher Cao (2014) examines the internal factors of an enterprise affecting the financial 

statements of listed companies on the Ho Chi Minh Stock Exchange (HOSE). The results show 

that the size of enterprises, capital structure and percentage of members of Board of Directors 

affect the financial statements of companies listed on HOSE. The study distinctly indicates that 

other factors, such as business operation duration, profitability, financial leverage, current 

solvency, fixed assets do not affect the reliability of financial reports. 

Based on a review of the above-mentioned domestic and foreign studies, we argue that the 

factors that influence the reliability of financial reporting are varied and plentiful. There are many 

ways of dividing these factors, but for the convenience of the researching process, this study is 

divided into two main groups: internal and external factors of an enterprise. Previous studies 

examine and investigate the impact of factors on financial reporting reliability in different 

environments, business conditions and countries. Countries with different political institutions and 
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accounting regimes leading to factors that affect the financial reporting reliability will vary; the 

way to define factors and the scale of these factors will also vary. In Vietnam, FDI enterprises 

make an important contribution to its economy. However, there have been many debates over the 

reliability of financial statements of these firms during the past time and many frauds leading to 

high tax evasion. Thus, this paper studies on the factors affecting the reliability of financial 

statements of FDI enterprises in Vietnam in order to makes the difference with previous studies. 

2.2. Theoretical framework  

2.2.1. Overview of the reliability of financial statements  

The reliability of financial reporting is defined as information that meets the specifications 

or requirements of the user when making decisions (Kahn et al., 1988). In IASB and FASB view, 

financial information must be useful, relevant and honest. According to Vietnamese Accounting 

Law (2015), the required aspects of information on financial statements include truthfulness, 

objectiveness, completeness, timeliness, understandability and comparability. 

In IASB's view, the reliability characteristics of financial statements include 

understandability, relevance (information must be reliable and timely), reliability (information 

must be faithful presentation, verifiable, neutral and objective), comparability and consistency. 

Ministry of Finance of Vietnam (2014) requires the information presented on the financial 

reports to be honest, objective, verifiable, timely, understandable, consistent and comparable. 

2.2.2. Technology diffusion theory 

The founder of the diffusion theory is Gadbriel who explains why some innovations are 

diffused in a culture. Then Ryan & Gross (1943) develop the S-shaped curve of diffusion and 

later Rogers (1962) introduces a five-step process in order to apply successful the innovation. 

They are awareness, interest, evaluation, trial and adoption. Recently, the S curve model is 

developed and introduced innovations widely accepted by individuals on a large scale. From 

above mentioned researches, the diffusion is defined as follows: “Diffusion is the process of 

communicating information in many different ways”.  

Ballantine et al. (1998) study the limitations of human skills that lead to the lack of 

accounting information in an enterprise. Ismail & King (2007) investigate the restrictions of 

managerial knowledge of accounting information that minimizes the effectiveness of information 

when making decisions. Then Ismail (2009) researches companies which tend to delay the 

application of technology because of cognitive limitations that influence decisions. Research 

indicates that the external factors, such as software suppliers, consultants and government 

agencies can play an important role in spreading accounting information. Software sellers and 

consultants can help companies choose software that fits their business and organizational 

characteristics. As a result, the support of external factors will help reduce the lack of knowledge 

and techniques relating to the processing of accounting information. The theory of technical 

diffusion enables us to formulate a study of the relationship between factors such as the 

managers’ viewpoint, the accountants’ ability to the reliability of accounting information on 

financial statements. Below are two first hypothesises (H). 
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H1: The managers’ viewpoints affect in the same direction to the reliability of financial 

reports. 

H2: Accountants ability impact in the same direction to the reliability of financial reports. 

2.2.3. Organizational information processing theory 

Galbraith (1973) builds the theory of information processing. The author consider concepts 

such as: requirement, information processing ability, compatibility between requirements and the 

ability to process information in order to get the optimal efficiency. Managers need to process 

information to overcome the environmental changes which aim to best serve themselves 

decision-making. This research shows that the compatibility between information requirements 

and the ability to process information, between information technology and business strategies 

will most clearly affect the effectiveness of business operation and decision of the manager as 

well. This study expresses that compatibility between information technology and corporate 

strategy, between requirements of an organization and technology capabilities will have a 

positive impact on supporting information for decision-making as well as the performance of the 

business. This study helps the author to build an assumption about the relationship between 

information technology factors and the reliability of financial statements. It can be expressed in 

the following hypothesis. 

H3: Quality of information technology has an impact in the same direction to the reliability 

of financial reports. 

2.2.4. Signaling theory 

Signal theory describes the behavior of the two parties in the organization having the right 

to receive different information; one party holds the information and transmits the signal to the 

market while the other uses that information. This theory identifies clearly the asymmetric 

information between one side, which has the information and the other that needs the 

information. The theory also explains information asymmetry in a range. Businesses reflect their 

financial situation for potential investors through financial reports. They also use their financial 

information to publish to the market. The quality of financial reports is a reliable signal, which 

helps investors and other related subjects, and then convinces them that the published 

information is reliable. Thus, based on this theory, we will study factors including: pressure from 

tax agencies, scale of an enterprise (or enterprise size) and accounting legal regulations. 

H4: Pressure from the tax agencies impacts the same way to the reliability of financial 

statements.  

H5: Scale of an enterprise affects the same way as to the reliability of financial statements.  

H6: Accounting legal regulations affect the same way to the reliability of financial statements.  

3. Research Methodology 

3.1. Building the model of the study  

Based on the previous related published studies and theoretical background, this paper develops a 

model of factors that affect the reliability of financial statements of FDI enterprises as follows: 
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RFS =β0+β1*MAV+ β2*PFT + β3*QIT + β4*ACA + β5*SOE+ β6*ALR + ε 

or Y = β0 + β1*X1 + β2*X2 + β3*X3 + β4*X4 + β5*X5 + β6*X6 + ε 

In which: 

RFS: The reliability of financial statements 

MAV: Managers’ viewpoints 

PFT: Pressure from tax agencies 

QIT: Quality of information technology 

ACA: Accountants ability 

SOE: Scale of enterprise  

ALR: Accounting legal regulations 

3.2. Building a scale for the study 

The scale measures the reliability of financial reports: The study uses five aspects of 

quality performance: truthfulness, completeness, timeliness, understandability, and comparability. 

The scale measures managers’ viewpoints: According to Komala (2012), managers are 

committed to tie the company's sustainable development goals and demonstrate their support, 

positive attitudes toward the effectiveness of information which is shown in the financial statements. 

The scale measures pressure from tax agencies: Pressure from the tax agencies is 

understood as the pressure from tax regulations that make FDI enterprises have to comply in a 

committed business environment and avoid tax fraud. The pressure from the tax authorities 

requires the information presented in the financial statements must be true. 

The scale measures the quality of information technology: The quality of information 

technology helps enterprises with accounting software to record and process information quickly and 

accurately, thereby synthesizes and provides reports according to requirements of the managers. The 

quality of information technology affects the collection and processing of information as well as 

business decisions. On the other hand, the quality of information technology is also very important 

against frauds, errors and increases the reliability of financial statements. 

The scale measures accountant ability: This scale is understood to be a group of factors 

related to the skill of accountant and that allows them to complete their tasks (Xu et al., 2003).  

The scale measures the scale of an enterprise: The size of enterprise is usually measured 

by the following criteria: number of employees, capital size and turnover, in which the number 

of employees is the most used. The larger size of an enterprise, the more closely and transparent 

the quality of the accounting system is required; through the good quality of the information 

technology and internal control system. Thus, information of financial statements is disclosured 

from large-scale firms are generally more reliable than small-scale ones. 

The scale measures accounting legal regulations: The legal provisions on accounting 

including: the Vietnamese Accounting Law, accounting standards, circulars, instructions… The 

purpose of these regulations is to enhance closely and effectively the supervision on economic and 
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financial activities of FDI enterprises. Besides, it also provides full, honest, timely, public and 

transparent information to satisfy requirements of government agencies in the host country. On the 

other hand, the process of implementing the current accounting regulations and standards and timely 

application has a positive impact on the reliability of information on financial statements. 

3.2.1. Sample of the study 

The authors use the sample which contains FDI enterprises in Vietnam, distributed in many 

cities, such as: Ho Chi Minh City, Hanoi, Vinh Phuc, Bac Ninh, Hung Yen, Dong Nai, Binh 

Duong, Da Nang… 200 interviewees in the sample are working in FDI enterprises, they are the 

leaders, financial directors and accountants. The questionnaire is designed for 15 questions from 

the six above-mentioned scales, in which each scale has at least two questions. These questions 

are answered in terms of importance that affect the reliability of financial statements which 

include: very important, important, normal and not important. 

These questionnaires are sent directly to emails of these subjects in FDI enterprises through the 

support of the General Department of Taxation and the Provincial Tax Departments for the list of 

their names and email addresses. The questionnaire has two parts. The first part is about the general 

information about FDI enterprises of Mr/Ms are working, such as business field, responsibility of 

answerer, capital size, and number of employees... The second part contains concrete questions in 

which each question has four multiple choices. 200 questionnaires are sent and this study gets back 

168, reached 84%; in which the answers from the managers at all levels are 61 (equal 36.3%), 

financial managers are 75 (equal 44.6%), and accountants are 32 (19.1%). 

3.2.2. Analysis of research data 

Evaluation of scale reliability: Through the Cronbach's Alpha coefficient (total 

correlation coefficient less than 0.4 will be excluded, scales with Cronbach's Alpha coefficient of 

0.6 or higher will be selected (Hoang & Chu, 2008). 

Exploratory Factor Analysis (EFA): After eliminating low reliable variables, we use 

EFA. In order to make EFA, the condition must be: The KMO (Kaiser - Meyer - Olkin) index 

must be greater than 0.5 and less than 1, the significance level of the Bartlett test is less than 

0.05, the factors with the Eigenvalues smaller than 1 will be excluded from the research model 

(Nguyen, 2011). In this study, the method of extracting the coefficient is the Principal 

Component Analysis with Varimax rotation, the Average Variance Extracted (AVE) must be 

greater than 50%, the loading factor is greater than 0.5 will be included analysis. 

Multivariate regression analysis: 

- Conformity assessment of the model: 

Hoang & Chu (2008) argue that the coefficient of determination R2 is used to measure the 

fit of the linear model. If R2 is closer to 1, then the model is built more closer to the data set. So 

the R2 is the variation of the dependent variable which is explained by the independent variables. 

When analyzing ANOVA covariance for the test, assuming a 95% confidence level (sig ≤ 95%), 

the model is considered appropriate in the study. 

- Check the multicollinearity 

Multicolinearity is the phenomenon of independent variables that have linear relation to 
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each other. In order to test this phenomenon, the research uses the Varian Inflation Factor (VIF). 

The smaller the VIF, the smaller the probability of multicolinearity. If there are no 

multicollinearity, VIF is smaller than 10 (Hoang & Chu, 2008). 

4. Results and Discussions 

This part of the paper describes the results from running regression by SPSS software. First 

of all, let’s have a look at the evaluation the reliability of the scale of variables in the model.  

Table 1. Evaluation the reliability of the scale 

Order Scale Cronbach's Alpha Factor 

Factors that effect the reliability of financial statements 

1 Managers’ viewpoints (MAV) 0.825 

2 Pressure from tax agencies (PFT) 0.932 

3 Quality of information technology (QIT) 0.892 

4 Accountants ability (ACA) 0.848 

5 Scale of an enterprise (SOE) 0.482 

6 Accounting legal regulations (ALR) 0.849 

The reliability of financial statements 

7 The reliability of financial statements (RFS) 0.88 

Source: Result of regression by SPSS 

Based on the reliability of the scale, it is found that the groups of factors have good quality of 

scale and achieve the reliability. Cronbach's Alpha coefficients range from 0.7 to 0.95; except the 

factor a scale of enterprise (SOE) with its value of only 0.482, so it is excluded from the model. 

Table 2. Value of AVE and test of KMO and Bartlett for the effecting factors  

on reliability of financial statements. 

Factor Value 

1. Eigenvalues 2.438 

2. Value of AVE 73.486% 

3. Test of KMO and Bartlett 0.744 

4. Sig. 0.000 

  Source: Result of regression by SPSS 

In Table 2, the affecting factors on the reliability on financial statements, the KMO 

coefficient of 0.744 (is between 0.5 and 1), the Eigenvalues are 2.438, the value of AVE is 

73.486% (greater than 50%) with the meaning level of 99%. All of these show that these data 

satisfy the conditions of EFA. 

Table 3: Value of AVE and test of KMO and Bartlett for the reliability of financial statements 

Factor Value 

1. Eigenvalues 3.483 

2. Value of AVE 69.648% 

3. Test of KMO and Bartlett 0.882 

4. Sig. 0.000 

 Source: Result of regression by SPSS 
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In Table 3, the factor of reliability of financial statements has the KMO coefficient of 

0.882, the eigenvalues are 3.483, the value of AVE is 69.648% with the meaning level of 99%. 

As a result, the data of the observed variables belongs to the group of reliability of financial 

statement and satisfies the data of EFA. They express that the observed variables in the financial 

statement reliability scale have the closely relationship. 

In Table 4, the correlation coefficient between independent variables and the reliability of 

financial statements in the matrix is relatively high with a reliability of 95% - 99% (except for 

QIT or quality of information technology). While PFT (Pressure From Tax Agencies) has the 

highest correlation coefficient of 0.715 and ACA (Accountant Ability) has the lowest correlation 

coefficient of 0.157. The QIT (Quality of information technology) is excluded from the model 

because of its correlation coefficient of -0.009 with sig. greater than 5%. This indicates the low 

correlation with financial reporting reliability. 

Table 4. Matrix of correlation coefficient of variables in regression model 

Factor RFS MAV PFT QIT ACA ALR 

1. RFS 1.000      

2. MAV 0.226** 1.000     

3. PFT 0.715** 0.88 1.000    

4. QIT - 0.009 - 0.006 0.012 1.000   

5. ACA 0.157* 0.062 - 0.04 0.116 1.000  

6. ALR 0.423** 0.084 0.094 0.068 0.095 1.000 

      Source: Result of regression by SPSS 

Thus, it is possible to include four independent variables into the model, including: 

Managers’ viewpoints (MAV), Pressure from tax agencies (PFT), Accountants ability (ACA) 

and Accounting legal regulations (ALR); in order to explain the reliability of financial 

statements (RFS). 

Table 5. Summary model 

Model 
Correlation coefficient 

(R) 
Correlation coefficient 

(R2) 
Adjusted correlation coefficient 

(R2) 
Estimated 

standard error 

1 .825a 0.69 0.674 0.2997 

a. Predictors: (Constant), MAV, PFT, ACA, ALR 

 Source: Result of regression by SPSS 

In Table 5, the adjusted correlation coefficient (R2) is 0.674, which shows the relationship 

between the independent variables and the dependent variable is relatively high. It indicates the 

level of interpretation of the independent variables for 67.4% of the variance of the dependent 

variable. In other word, these four independent variables (MAV, PFT, ACA and ALR) explain 

for 67.4% of the dependent variable (RFS). 
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Table 6. Anovaa 

Model Sum of Square Degree of Freedom Mean Square F Meaning 

1 

Regression 37.148 4 9.288 103.49 .000b 

Residual 17.6 196 0.091   

Total 54.648 200    

a. Dependent variable: RFS b. Predictors: (Constant), MAV, PFT, ACA, ALR 

 Source: Result of regression by SPSS 

Table 7. Parameters of each variable in the regression equation Coefficienta 

Model 

Unstandardized 
coefficient 

Standardized 
coefficient 

T Sig. 

Multicollinearity 
Statistics 

B 
Standard 

error 
Beta Tolerance VIF 

1 

(Constant) 0.589 0.185  3.203 0.002   

MAV 0.077 0.023 0.129 3.144 0.002 0.984 1.018 

PFT 0.374 0.022 0.681 16.633 0.000 0.983 1.019 

ACA 0.178 0.051 0.143 3.536 0.001 0.986 1.016 

ALR 0.216 0.027 0.335 8.158 0.000 0.978 1.024 

a. Dependent variable: RFS 

 Source: Result of regression by SPSS 

In Table 7, four independent variables in the model have a direct correlation with the 

dependent variables (RFS). That is, when independent variables change in the direction of increase, 

the reliability of financial statements also increased. Standardized regression equation is as follows: 

RFS = 0.129*MAV + 0.681*PFT + 0.143*ACA + 0.335*ALR 

From this equation, the paper concludes that the impact of independent variables as follows:  

- For factors of the managers’ viewpoints: if a unit is changed, the reliability of financial 

reports increases by 0.129. This variable has the same impact on financial reporting (sig = 0.002 

and β = 0.129). 

- For factor of pressure from the tax agencies: if a unit is changed, the reliability of 

financial reports increases by 0.681. This variable is the most influential variable and has the 

same impact on financial reports (sig. = 0.000 and β = 0.681). 

- For factor of the accounting capacity: if a unit is changed, then the reliability of financial 

statements increases by 0.143. This variable has the same impact on financial reporting (sig. = 

0.001 and β = 0.143). 

- For factors on accounting legal regulations: if a unit is changed, then the reliability of 

financial statements increases by 0.335. This factor is the second most influential variable and 

have the same impact on financial reporting (sig = 0.000 and β = 0.335). 
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5. Recommendations  

5.1. Discuss results of the study 

Results of the study show that there are five independent variable factors are included in 

the regression model. Regression analysis results show that there are four factors affecting the 

financial statement reliability, including Managers’ viewpoint, Pressure from tax agencies, 

Accountants ability and Accounting legal regulations. All these factors have the same impact on 

financial reports. On the other hand, the result shows that the factor of pressure from the tax 

authorities has the greatest influence on reliability of financial reports. This result is consistent 

with Phan (2014), Pham (2016) and Dang (2016). Once again, the study reconfirms that the more 

clear, tight, public and transparent of tax policy is, the better compliance of FDI enterprises with 

respect to tax payment and avoiding fraud. Therefore, the tax authorities should issue many 

policies to support FDI enterprises which to increase the reliability of financial reports, help the 

market develops well and the economy grows sustainably. In fact, Vietnam's tax policy still lacks 

regulations to support the development of enterprises in general and FDI enterprises in particular 

in the long term. 

The factor of accounting legal regulations has the same effect and is the second strongest 

impact on financial reports. This study is consistent with the study by Stoderstrom & Sun 

(2007), Hassan (2013) and Dang (2016). The results show that the reliability of financial 

statements is influenced by the legal system and the political environment through the 

implementation of accounting standards or the process of building financial reports. In 

practice, the organization of enterprises in many enterprises is still limited, the content of 

business organization is not really scientific. There are many enterprises which are doing for 

the purpose of dealing with tax authorities, so the financial report information is not really 

useful for the users. On the other hand, Vietnam often changes accounting legal regulations, 

financial report forms… which affect the accounting work and the building of financial 

reporting of enterprises generally and FDI enterprises particularly. Consequently, functional 

agencies should promulgate legal regulations on business as clear and consistent as possible, 

flexible and understandable forms of financial statements in order to facilitate accounting work 

and improve the reliability of financial reporting as well. 

5.2. Recommendations for functional agencies and FDI enterprises 

First of all, the General Department of Taxation should promulgate stable, clear, public, 

transparent and appropriate tax policies so as to attract FDI capital sources in Vietnam. Tax 

policies should have the priority on tax rates, exemptions and reductions for specific sectors 

such as high technology investment. Policies should be in line with international practices in 

order to facilitate foreign managers familiarize with the business culture of developing country 

as Vietnam. Besides, provincial and city tax departments should have incentive tax policies for 

FDI enterprises in a thoughtful and enthusiastic manner, in order to create an understanding of 

policy mechanisms in localities where FDI enterprises are investing. This is a very important 

factor to improve business efficiency as well as contribute to improving the reliability of 

financial statements.  
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Secondly, the Ministry of Finance should issue a uniform and stable accounting regime. 

Despite the fact that, accounting system of Vietnam has many innovations, it often changes. In 

particular, the financial reporting system should be prepared in accordance with international 

accounting standards to attract FDI enterprises. The method of recognition of assets on the 

financial statements should be recorded at reasonable prices. Accounting regulations need to be 

updated more quickly and in line with international accounting standards, which are important 

motivations for attracting FDI and contributing to improving the reliability of financial reporting. 

Thirdly, FDI enterprises should pay attention to the recruitment, training and increasing the 

professional capacity of accountants, especially they have to be fluent in both Vietnamese and 

English. These enterprises have to regularly foster, train and update new knowledge for 

accounting and finance staff. Particularly, FDI managers need to develop the information 

technology system and use modern and popular software in order to facilitate the process of 

checking. 

Fourthly, the FDI executives have to define goals and business strategies of their business 

because they will affect the level of information of financial statements. When these managers 

have the sustainable development aim for the enterprise, they will dominate their subordinates 

and accountants. At that time, the initial accounting information usually is honest and objective 

reflected which raise the reliability of the information on financial reports. In the case of FDI 

managers who only reach the target of hot development, short-term investment may involve 

inaccurate price transfer activities which lead to a false reflection of accounting information and 

then reduce the reliability of financial statements. 

Fifthly, other government agencies, such as: the Ministry of Planning and Investment, the 

Vietnam Chamber of Commerce and Industry, other related departments … should support FDI 

enterprises with appropriate investment policies and help managers properly perceive the good 

business environment in Vietnam, such as: stable political regime, preferential economic 

policies, simple and convenient administrative procedures…. This will make it possible for FDI 

business executives to work out the long-term, stable and sustainable business strategies, thereby 

improving the reliability of financial reports.  

Based on the research results, we suggest that in order to improve the reliability of 

financial statements in FDI enterprises, it is necessary to implement the synchronous 

coordination the recommended solutions which relating to four factors: pressure from the 

agencies, accounting legal regulations, accountant ability and managers’ viewpoints. 
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Abstract: This study is aimed to analyse factors affecting the decision to choose banks to 

deposit savings of individual customers in Ho Chi Minh City. The primary data of this study was 

gathered by doing a survey of 597 individual customers who deposit savings at banks in Ho Chi 

Minh City from March 2018 to June 2018. 

The methods of Cronbach's Alpha test, exploratory factor analysis (EFA), pearson 

correlation and multiple regression were used in the study. The results showed that factors 

affecting deposit decision included quality of service, convenience, reputation, employee image 

and interest rate. Of which, reputation and quality of service had the greatest influence on 

scientific research capacity of lecturers. 

Key words: banks, deposit savings, individual customers. 

 

1. Introduction 

There are many options to choose banks to deposit savings. When the interest rates 

between banks vary widely, it can cause the confusion for customers. Besides, the trust of 

customers decreasingly for banks because they can lose their money if the banks conduct 

transactions wrongly. Moreover, according to the bankrupt regulations of Vietnam was validated 

on January 15, 2018 the amount of insurance payments for deposits of personal at the credit 

institution went bankrupt including the loan principal and interest is maximum 75 million VND. 

Depositors also receive money from the asset liquidation activities of credit institutions bankrupt. 

This results in a lot of debates and controversies. 

Financial function still plays a fundamental role in the survival of a bank. Capital 

mobilization is a decisive factor, which is the basis for banks to carry out lending, investment, 

reserve activities to bring profits to banks. In order to obtain this funding, the bank needs to carry 

out capital mobilization activities, in which the mobilization of savings deposits plays a 

particularly important role. The increasing competition in the banking industry and the similarity 
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of the products and services offered by banks, has made the determination of factors become the 

basis impacts on the decision of customer. In particular, the attraction of capital mobilized from 

savings deposits of individual customers are always the issue that banks in Vietnam in general 

and banks in the area of Ho Chi Minh City take into consideration. "How do customers choose 

their bank to deposit?" is always a question when banks want to have more than this source of 

funds. The concern of how customers choose banks has been given considerable attention by 

authors (Mokhlis, 2009). Although individual savings deposits may not be large, if the bank can 

attract more customers, the total amount of capital mobilized from this source is not a small 

number.  

On January 1, 2007, Vietnam became the 150th member of the World Trade Organization 

(WTO) and began conduct international commitments by signing free trade agreements. 

Accordingly, banking is the field that stands most competitive pressure, requiring domestic 

banks to increase the effectiveness in their activities. To be able to mobilize effectively, banks 

need to find out the causes that affect the capital mobility. Understanding the psychology and 

transactional needs of individual customers can help banks to have policy to attract and develop 

appropriate savings deposit to increase their capital. Therefore, the primary objective of this 

study is to identify the factors influencing the decision to choose banks to deposit savings of 

individual customers in HCMC. 

2. Literature review and research model  

2.1. Related theories  

This research was based on Azjen's (1991) Theory of Planned Behavior (TPB) to explain 

the customer’s decision to choose bank. This theory is developed from the rational action theory 

(TRA) (Fishbein and Ajzen, 1975). It can be seen from two theories above that behavioural 

intention is affected by three factors, including attitude toward behaviour, subjective norms and 

the last factor is control beliefs. The consideration of the outcomes of conducting behavior, the 

perception of social environment as well as the perception of individual that performance of 

behaviour easy or difficult are reasons that affect customer decision. According to Financial 

situation of Vietnamese bank, a specialist in finance and banking said, "when customer decide to 

deposit savings, the first thing people will think about is sending money to the safest place, 

provide them best service quality and then compare interest rates between banks”. That is a 

reason the interest rate of many big banks such as BIDV, Vietcombank and Vietinbank is lower 

than other commercial banks but the number of depositors is higher than commercial banks. 

Furthermore, the majority of depositors told that they also care about the number of bank’s 

branches and near their location to make decision. This can be seen as convenience factor in this 

study. Besides, employee image also is external factors that can affect reputation of bank.  

2.2. Previous studies  

Beginning from Sweden, Martenson (1985) conducted a survey and found that bank’s 

reputation, bank’s convenience and recommendations from others are main reasons for the 
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choice of the Swedish bank customer. For Canada, Laroche, Rosenblatt, and Manning (1986) 

conducted the research of 15 potential factors which customer consider as crucial in the bank 

selection. These factors involve speed of service, locational convenience, competence of 

personnel, overall quality of service, accuracy of transactions, efficiency in correcting errors, 

friendliness of staff, interest rate competitiveness, cost of services, reputation of bank, range of 

services offered, flexibility in loan negotiations, language/cultural responsiveness, banking 

environment and effectiveness of advertising. This survey appeared that service-related factors 

such as speed, efficiency and friendliness proved a more effective mode for attracting new 

business than direct advertising or bank personnel solicitation. The most important ratings were 

attributed to speed of service, locational convenience, and factors relating to the competence and 

friendliness of bank personnel.   

A research of Javalgi, Armacost and Hosseini (1989) titled “Using the Analytic Hierarchy 

Process for Bank Management: Analysis of Consumer Bank Selection Decisions” indicated that 

the most crucial bank selections criteria include safety of  one’s funds, Saturday banking, highest 

interest rates on savings, quality of service, reputation, availability of loans, ease of qualifying 

for free checking account by maintaining a minimum  balance, low interest rates on loans. Erol 

and El-Bdour (1989) conducted a survey of 434 customers in Islamic Banks to identify important 

factors that affected consumer decisions. The result showed that fast and efficient service, 

recommendations, external appearance of bank, interior comfort, counter partitions in bank, mass 

media advertising and availability of parking space nearby were considered to be the most 

important factor affecting customer selection criteria of Islamic banks.    

Kaynak, Küçükemiroglu and Odabasi (1991) found the factors the influence customer in 

choosing commercial bank in Turkey. The study pointed out that friendliness of bank personnel, 

fast and efficient service, bank's location and availability of credit are more important to 

university- educated customers.   

Haron, Ahmad and Planisek (1994) compared the bank selection decisions between 

Muslim and Non-Muslim customers. The study found various similarities and provided evidence 

to suggest that service quality played key role impact on both Muslim and Non-Muslim customer 

in bank selection decisions. More specifically both Muslim and Non-Muslim customer claimed 

that fast and efficient services, speed of transactions, friendliness of bank personnel, 

confidentiality of bank and reputation as the important factors affect their decisions in choosing 

bank. In Finland, Holstius and Kaynak (1995) researched and had responses from 256 bank 

customers on the factors that affecting the retail bank selection. Factors that had high ranking 

include recommendations of friends and relatives, the bank’s reputation and its image, the 

friendliness of bank’s personnel.   

Phuong and Yin Har (2000) undertook a study of bank selection decisions in Singapore 

using the analytical Hierarchy Process (AHP) through a study of banking preferences of college 

students. The findings indicated that the most important criteria affecting undergraduates' bank 
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selection decisions were higher interest rate for saving, convenient location and overall quality of 

service. The respondents considered overall quality of service more than twice as important as 

recommendations by parents/friends. The findings of “An empirical analysis of determinants of 

bank selection in Pakistan” of Rehman and Ahmed (2008) revealed that online banking facility, 

profit rate, convenience and accessibility are some of the important factors in a bank selection by 

the customers, in which convenient location was the most determinant. Mokhlis, Mat and Salleh 

(2008) conducted survey in Malaysia and found that secure feelings, ATM service and financial 

benefits when choosing a bank to patronize.   

In summary, there are about 15 main factors from 20 research articles as Table 1. Based on 

the related theories and previous studies, the top five factors influencing on customers’ decision 

to deposit their money into banks are quality of service, convenience, employee’s influence, 

reputation, and interest rate.             

Table 1. Factors that are researched from previous studies 

Factors Number of authors 

Quality of service 17 

Convenience 16 

Employees influence 14 

Reputation 14 

Interest rate 9 

Marketing 8 

Physical facilities 7 

Banking hours 4 

Confidentiality 3 

Cost of service 3 

Size of bank 3 

Financial benefits 2 

Profit motive 1 

Religious faith 1 

Attractiveness 1 

Source: Authors’ summary 

Therefore, the author proposes five factors, including quality of service, convenience, 

reputation, employee image and interest rate in research framework.  
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Figure 1. Research Framework 

 

Where: 

Hypothesis H1: There is correlation between quality of service and customer’s decision 

Hypothesis H2: There is correlation between convenience and customer’s decision 

Hypothesis H3: There is correlation between reputation and customer’s decision 

Hypothesis H4: There is correlation between employee image and customer’s decision 

Hypothesis H5: There is correlation between interest rate and customer’s decision 

3. Methodology 

The research was conducted under the following framework. 

  

Customer’s Decision 

Quality of service 
(QA) 

Convenience 

(CO)  

Reputation 
(RE) 

Employee image 
(EM) 

Interest rate 
(IR) 

H1 

H2 

H3 

H4 

H5 
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Figure 2 Research design model 

3.1. Preliminary research  

3.1.1. Preliminary process  

To ensure reliability of scale, the author conducted preliminary research first. The main            

purpose was to assess exactly scale and eliminate variables that do not satisfy requirements have 

fully worked-out scale to research. The preliminary research was conducted as the following 

steps:  

Step 1: Identify the research objectives to propose research framework.  

Step 2: Design questionnaire based on research framework.   

Step 3: Survey about 60 customers who deposit savings at banks in HCM city to adjust the 

questionnaire.  

Step 4: Conduct reliability (Cronbach’s alpha) and validity test (EFA).  

Step 5: The variables do not meet the conditions of Cronbach’s Alpha and EFA will be 

rejected. Finally, adjusting the scale to make an official questionnaire for the study.  
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3.2.2. Scale draft and result of preliminary research  

There were five factors were researched in preliminary research, including quality of 

service, convenience, reputation, employee image and interest rate. The author uses Likert scale 

to evaluate the impact of each factor, including five level to express participant’s opinion  

1: Strongly disagree 2: Disagree 3: Neutral 4: Agree 5: Strongly agree   

The observed variables of factors are mentioned and encoded in Table 2 

Table 2. Measurement scale 

Factors Observed variables Code Source 

Quality of service 

Customer service QA1 Almejyesh and Rajha (2014) 

Speed of service QA 2 

Provide exactly service QA 3 

Information about service QA 4 

Fix mistakes effectively QA 5 

Convenience 

Location (near home, work) CO1 Almejyesh and Rajha (2014) 

Many branches in HCM City CO 2 

Waiting area for customer CO 3 

Depositing savings and receiving    interest 
rate process 

CO 4 

Bank time CO 5 

Reputation 

Law commitment RE1 Almejyesh and Rajha (2014) 

Developing its banking service to     
constantly keep abreast of local     and 
international bank 

RE 2 

Establish time RE 3 

Prestige RE 4 

Recommendations of friends/ relatives RE 5 

Employee image 

Willing to help customer EM1 Levesque and McDougall (1996) 

Understanding customer EM2 

Friendly EM3 

Dressing polite EM4 

Having enough skill and    knowledge EM5 

Interest rate 

Suitable with the time deposit     savings IR1 Levesque and McDougall (1996) 

Not change too much the level of       interest 
rate throughout years 

IR2 

High interest rate IR3 

Special interest rate for customer     deposit 
savings more 

IR4 

Flexible policy when customer    want to 
withdrawal money before expiry date. 

IR5 
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3.2.3 Official study 

Official study is a quantitative research for the purpose of testing the reliability of 

measurement scales, the measurement model, the conceptual model and the hypotheses. 

Research data was conducted with 597 individual customers who deposit savings at bank in Ho 

Chi Minh City from March 2018 to June 2018 under non-probability sampling method. 

Data was analysed by using Cronbach’s alpha and Exploratory Factor Analysis (EFA) to 

test the reliability of measurements. Pearson Correlation was conducted to consider the level 

correlation between variables and Regression model to examine the suitable of the model as well 

as examine the hypotheses.  

4. Results and discussion 

4.1. Respondent background  

For gender: Female respondent was 65% while male respondent was only 35%.  

For age: The age group participated in the study is from 18 to 23 years old which 

accounted for 41.9% while there was only 12.2% respondent over 40. Besides, there was 155 

customers from 24 to 30 years old when there were 119 customers between 31 and 40.  

For occupation: The majority of respondent was student which accounted for 39.5%. In 

addition, there were 23.5% is office worker, 15.1% is business and 21.9% is others.   

For income: The proportion of customer’s income under 4 million was 20.4% while the 

percentage of customer’s income from 7 million to 10 million was 36.9%. There were 10.4% 

respondent had income over 10 million and 32.3% had income from 4 - 7 million VND. 

For deposit time: There was 37.5% customer joined the research have time deposit 

between 1 to 2 years while under 6 months just accounted for over 8%. Besides, there was 22.9% 

have time deposit from 6 months to 1 year and 31.3% over 1 year.  

4.2. Cronbach’s Alpha 

After doing Cronbach’s Alpha, LS2 variable was removed (Corrected item- total 

correlation of LS2 0.254 that lower than 0.3). In general, Cronbach’s Alpha of five factors was 

quite high (>0.8). There were remanding 24 observed variables as in Table 3.  

Table 3. Verifying the reliability of Cronbach’s Alpha scale 

Observed 
variable  

Scale mean if item 
deleted 

Scale variance if item 
deleted 

Corrected item-total 
correlation 

Cronbach's alpha if 
item deleted 

Quality of service factor (CL): Alpha = 0.839 

QA1 14.31 7.739 .685 .795 

QA 2 14.28 7.740 .661 .801 

QA 3 14.38 7.910 .591 .821 

QA 4 14.32 7.859 .627 .811 

QA 5 14.36 7.930 .648 .805 
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Observed 
variable  

Scale mean if item 
deleted 

Scale variance if item 
deleted 

Corrected item-total 
correlation 

Cronbach's alpha if 
item deleted 

Convenience factor (TT): Alpha = 0.875 

CO1 14.46 7.437 .716 .845 

CO 2 14.49 7.327 .695 .851 

CO 3 14.47 7.348 .726 .842 

CO 4 14.49 7.458 .694 .850 

CO 5 14.43 8.235 .705 .851 

Reputation factor (DT): Alpha = 0.870 

RE1 14.29 7.756 .736 .832 

RE 2 14.26 8.121 .681 .846 

RE 3 14.28 8.052 .667 .849 

RE 4 14.25 8.150 .670 .849 

RE 5 14.25 7.731 .719 .836 

Employee image factor (NV): Alpha = 0.858 

EM1 14.22 8.257 .679 .827 

EM2 14.27 8.300 .643 .836 

EM3 14.26 8.225 .653 .834 

EM4 14.24 8.135 .671 .829 

EM5 14.24 7.833 722 .816 

Interest rate factor (LS): Alpha = 0.836 

IR1 10.66 5.034 .675 .790 

IR2 10.69 5.114 .658 .797 

IR3 10.67 4.964 .701 .778 

IR4 10.69 5.293 .636 .807 

4.3. EFA model  

Because CO5 variable was cross-loadings, it had to be removed. EFA model was 

conducted once more time. The second result showed that KMO and Bartlett’s Test Sig. was 

0.000 and KMO coefficient was 0.917(>0.5) so observed variables were correlated and the EFA 

is appropriate.  

Table 2. KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .917 

Bartlett's Test of Sphericity Approx. Chi-Square 6265.972 

df 253 

Sig. .000 
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4.4. Pearson Correlation  

No correlation coefficient was observed because the sig. between each independent 

variable and the dependent variable was less than 0.05. Thus, all independent variables had a 

linear correlation with the dependent variable.  Furthermore, the Pearson correlation analysis 

also showed that the factors were closely correlated. Independent variable that had strongest 

correlation was reputation (0.687) while the correlation between employee image factor and 

dependent variable was lowest (0.492). Besides, interest rate, quality of service and convenience 

had correlation with customer’s decision is 0.608, 0.606 and 0.500 relatively. 

4.5. Linear Regression  

R squared correlation was 0.707. Five independent variables introduced to regression 

affecting 70.7% of the variance of the dependent variable. Besides, no factors were eliminated 

because p-value of each factor < 0.05 and VIF coefficient less than 2 so there was no multi-

collinearity. In addition, based on Beta(B) index, F_RE (reputation) had strongest impact on 

customer’s decision while F_CO (convenience) has weakness impact on customer’s decision.  

Table 4. Coefficients 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients t Sig. 

B Std. Error Beta 

 (Constant) -.069 .094  -.736 .462 

F_CO .067 .021 .082 3.120 .002 

F_RE .334 .022 .397 15.134 .000 

F_QA .253 .022 .298 11.487 .000 

F_EM .069 .022 .083 3.179 .002 

F_IR .225 .021 .282 10.670 .000 

a. Dependent Variable: F_DE 

5. Conclusion and recommendations  

The results of this research show that the factors affecting the decision to choose bank to 

deposit savings of individual customers include: quality of service, convenience, reputation, 

employee image and interest rate. Influencing level on descending is reputation, quality of 

service, interest rate, employee image and convenience. Therefore, based on this result, the 

authors propose the following recommendations: 

Firstly, banks must follow bank regulations, maintain relationship with long-term 

customers. Especially, customer benefits must be top priority. If the transaction process has 

mistaken, banks have to consider the customers’ benefits first in order to calm down customers. 

From that, the problem can be resolved nicely. 

Secondly, banks have to provide customers best service by providing enough information 

and conduct transactions as fast as possible. Besides, banks should consider financial situation of 

an individual to provide exactly service. 
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Thirdly, banks can give special interest rate for long-term customers to maintain the 

relationship. Furthermore, to create more competitive advantage, banks should consider interest 

rate policies when customers want to withdraw money before the due date.  

Fourthly, banks need to train their employee carefully and take care them. They have to 

manage their employees to make sure bank employee behaves properly, understand customer 

well and willing to help customers. 

Finally, banks should give customers comfortable waiting area and extend the working 

hours for customers to conduct transaction. 
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Abstract: Basing on developing the technology acceptance model (TAM), the authors 

conduct to measure the factors impacting on access to financial services (financial inclusion) 

through the intention to use digital banking services in Vietnam. Thanks to applying both 

quantitative and qualictative methods, the data is collected from (ở đâu trên cả nước). The 

results show that 3 main virables affect directly signifincantly on intention, including social 

influence, security, and Perceived Usefulness. In addition, 2 virables affect indirectly on 

intention, including compatibility and Easy to use. Finally, the results are discussed and 

recommendations are proposed. 

Keywords: access to financial services, digital banking, TAM. 

 

1. Introduction  

Studies on access to financial services have been mentioned for a long time, and also in 

many aspects such as assessing - measuring access to financial services, providing solutions for 

developing access to financial services, and then implying policy implications to increase income 

for service users (Allen et al, 2018; Madira et al, 2011). This research along with the research of 

behavior theory (built initially by Fishbein and Ajzen (1975) and developed by Ajzen (1991), 

Venkatesh et al (2003), Tambyah et al (2009) has made predictions about the use of services, 

especially high-tech services, including financial services. 

Recent studies have introduced a new approach: using financial services, including 

microfinance through Digital banking. However, with a transitional economy like Vietnam, the 
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Digital banking framework is in the process of being completed (State Bank of Vietnam, 2017), 

and cultural barriers such as the habit of using cash in the public are popular, less favourite of 

using…Therefore, there should be empirical evidence on the factors affecting the use of digital 

banking services in the Vietnamese market. Then, authors provide specific policy implications 

for access to financial services, to promote economy to develop. According to CGAP (2017), 

currently, around 2 billion working-age adults taking more than half the adult population in the 

world have no account at an official financial institution. 

Efforts to promote access to finance and to comprehensive finance is to ensure that all 

households and businesses, regardless of their income, are able to access and use effectively 

appropriate financial services they need to improve their lives (Legerwood et al, 2013). The 

concept of "access to finance" is most commonly understood by the CGAP (2017) as providing 

ability of access to financial services to all with reasonable price. The current time is known for 

the explosion of the 4.0 revolution; especially the trend of using digital banking is becoming 

more and more popular with everyone, because of the convenient method to reduce the 

transaction costs of individuals, households, and enterprises. Being nation with a transition 

economy and more than 90 million people, Vietnam is facing a risk of being backward in the 4.0 

industrial revolution (Asian Development Bank - ADB, 2017; Tran Tho Đat et al, 2017). 

Therefore, facilitating access to financial services is becoming increasingly important, besides 

financial responsibility (Le Thanh Tam, 2015). Although there have been some successes in 

bringing financial supports to the poor (Nguyen Kim Anh et al, 2013) by establishing 

microfinance institutions such as M7, TYM, CEP and separating banks for the poor from the 

Vietnam Agriculture Bank, these methods are still traditional (for example, motivating by 

savings and loans based on paper documents). On another hand, one problem is that for some 

non-poor people, they also use such financial services, while most of them have smartphones. 

Techtalk (2018), the State Bank of Vietnam (2017) show that most people in Vietnam use 

mobile phones, and most of them use smartphones; meanwhile, the number of banks and Fintech 

companies providing banking services is extremely diversified. This is one of the foundations for 

promoting access to financial services and finalizing comprehensive finance in Vietnam. 

2. Theoritical background and methodology 

2.1. Digital banking and Microfinance 

According to Gaurav Sarma (2017), Digital Banking is a form of bank digitizing all 

traditional banking operations and services. It is a typical banking model applying digital 

technology in the field of financial technology (Fintech), which is considered one of the key 

pillars of comprehensive finance, and has the fundamental influences (ADB, 2017; World Bank, 

2017): (i) there is fast, low cost, and convenient service for customers, for example identifying 

by card and citizen identification, customer identification technology (KYC online), (ii) it is 

important for the economy to reduce its infrastructure costs because it does not require to 

distribute the products or services through physical branches, (iii) it popularizes non-cash 

payment method in the economy from government to citizens, between individuals and 

individuals to develop business. (iv) It helps to stimulate access to credit through the use of 
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existing data sources such as payment transactions, telecommunication data and behavioral 

analysis. These data provide the bank with basic information of customers and credit risk 

assessment. (v) It can increase savings mobilization because of the cost of the bank network and 

ease in designing more utility products, such as electronic wallet connected to the bank account, 

and savings. Digital banking will help customers improve their access to financial services, 

especially microfinance (Yaron et al., 1998; Zeller and Meyer, 2002). 

Microfinance is often referred to providing financial services to vulnerable people in the 

economy such as the poor, poor households or small and medium enterprises operating in poor 

areas (Ledgerwood et al, 2013; Ayayi & Sene, 2010). However, during the boom of financial 

technology, microfinance was defined as the provision of small financial services to those in the 

economy (Ledgerwood etal, 2013) and could be provided through a digital banking system or by 

businesses using technology to provide financial services. 

2.2. Access to and usage of digital banking 

Digital banking has been introduced for more than 20 years, and has been booming in 

Vietnam since around 2012. The studies on access to and use of digital banking are based on the 

theory of rational action (TRA), and Theory of Planned Behavior (TPB) is widely used to study 

and explain the acceptance behavior of individual in the field of information systems (Fishbein 

and Ajen, 1975; Ajzen and Fishbein, 1980; Ajzen, 1991). Basing on TRA and TPB, Davis 

(1989) developed the Technology Acceptance Model (TAM). TAM has been tested and 

expanded by a large number of studies (Hu et al, 1999; Venkatesh and Davis, 2000; Wu and 

Wang, 2005). Unified Theory of Acceptance and Use of Technology (UTAUT) is a technology 

acceptance model (TAM) developed by Venkatesh et al. (2003). UTAUT explains the intent of 

the user when using an information system and subsequent usage behaviors, including the four 

key concepts of performance expectations, effort expectations, social influences, and favorable 

conditions. Another theory is the Innovations Diffusion Theory (IDT), which is verified by the 

studies of Choudhury and Karahanna (2008); Choi et al (2010)...Proposed by Rogers (1983), the 

IDT theory model consists of five factors: relative advantage, compatibility, complexity, 

applicability and perception. In this study, the author will use the TAM and UTAUT models as 

the foundation, which further investigates the "security" and "compatibility" of digital banking. 

2.2.1. Intention to use digital banking 

TPB (Ajzen, 1991) argues that individual’s the intention to perform is believed to result in 

the act of using goods or services. In other words, the greater the intention to commit the act is, 

the greater the likelihood of doing is. This study was supported by Davis (1989), Wu and Wang 

(2005), Chong et al (2009), Marinkovic and Kalinic (2017). Thus, when studying the use of 

digital banking, the study of intentions plays an important role.  

In the study of consumer behavior, an intention to commit a significant behavior is related 

to buying intention (or intends to consume, use). Intention to buy is known as the willingness of 

the customer to buy the product (Elbeck & Tirtiroglu, 2008). In the study of the use of electronic 

goods, the intention to use technology services is used as a predictor of future use of digital 
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banking (Davis, 1989; Venkatesh etal, 2003). In this context, the authors use the concept of 

buying intention to refer to the comsumers’ use of banking. 

2.2.2. Perceived Usefulness of digital banking 

Perceived Usefulness (PU) of the product is mentioned in the TAM model (Davis, 1989; 

Teoh and Mohan, 2004) and is extended by Venkatesh et al. (2003). Previous research has 

suggested that Perceived Usefulness is the use of technology-related products and services will 

improve their performance, or usefulness level of digital banking. Therefore, the above research 

confirms that if the more useful technology product or service is, the more motivated 

individuals’ usage is. In this study, Perceived usefulness is understood to be the extent to which 

users believe that digital banking will help them to achieve higher quality in related work. 

In the Vietnam context, when banking services are increasingly developed, the competition 

among banks has become increasingly acute; the usefulness of digital banking has to be in the 

top priority, especially when commercial banks turn to retail or microfinance (Lin and Nguyen, 

2011, Do Thi Ngoc Anh, 2017, Pham Bich Lien, 2016). Therefore, these authors assert that in 

the context of a transitional economy like Vietnam, the more useful the banking service will be, 

the more it will motivate individuals to use. Based on the above arguments, the hypothesis may 

be proposed: 

H1: Perceived usefulness (of digital banking) has a positive relationship with the use of 

digital banking. 

2.2.3. Ease to use digital banking 

Ease to use the technology product - services is developed based on the TAM model of 

Featherman and Pavlov (2002), Teoh & Mohan, 2004, Yagobi and BahMani (2010). The ease to 

use digital banking, in this study, means that consumers think that using electronic payment does 

not require much effort to make transactions, which is a part of Usefulness. 

 Previous studies agreed that if the transaction is simple and easy to implement, consumers 

will assume that the usefulness level is high, and the willingness of use is high. In the Vietnam 

context, when consumers start using digital banking services, the simpler the procedure is, the 

more attracted the users are, especially for older or low income consumers (Tran Đuc Thang, 

2016; Nguyen Thi Hanh, 2017). Therefore, it can be hypothesized that: 

H2: The level of ease to use (of digital banking) has a positive relationship with the ease to 

use digital banking. 

2.2.3. The security of digital banking 

The use of digital technology, especially e-banking and e-commerce, usually faces with a 

problem associated with the security of the consumer. Lee et al. (2001) argues that 

confidentiality (in e-commerce transactions) involves the risk of preserving customer 

information in online transactions, which consumers feel when using.  



699 

Lin and Nguyen (2011) evaluate that for countries with transition economies like Vietnam, 

the confidentiality of customer information about digital transactions is an important issue in 

adopting using services related to e-commerce. As a vital part of the e-commerce development, 

issues related to online banking transactions have to ensure the security of users’ information and 

the related transactions. The more secure is, the more attracted the customer will be (Tran Đuc 

Thang, 2016, Pham et al, 2010). Thus, this hypothesis can be expressed as: 

H3: The security (of digital banking) has a positive relationship with the bahaior of using 

digital banking. 

2.2.4. Compatibility of digital banking services 

Compatibility is understood as the degree to which innovation is received in relation to 

existing values, inherent experiences, and the needs of potential customers (Roger, 1983). 

Venkatesh (2003) further develops this view by suggesting that the compatibility is shown by 

favorable conditions directly impacting actual usage behavior because in an organizational 

environment, favorable conditions (training, support, equipment...) are provided equally to all 

users. Therefore, facilitation can represent the ability to actually control behavior and directly 

influence actual behavior (Ajzen, 1991). However, in the individual consumer environment, the 

favorable conditions are not the same for each user when choosing the service provider, 

technology and ownership of the equipment is not the same. In this case, favorable conditions 

will be understood more closely with the concept of behavioral control in behavioral planning 

theory (TPB) and will affect both intention and usage behavior (Ajzen, 1991) and have a positive 

(+) correlation. Some other studies suggest that the compatibility shown by the conversion costs 

relates to the amount an individual believes will have to pay for using a new technology service 

(Luarn & Lin, 2005). Some other studies suggest that the compatibility is shown by the 

conversion costs relates to the amount an individual believes will have to pay for using a new 

technology service (Luarn & Lin, 2005). Conversion cost factor has been shown to have an 

impact on the individual's willingness to use e-financial services in the studies of Chong et al., 

(2009), Laurn and Lin (2005). In this case, they have are negative correlations (-), do not directly 

affect, but have indirect effects through usefulness. Digital banking in the case of Vietnam will 

be affected by two perspectives: (1) compatibility with existing services and (2) costs to pay for 

use and continuity of use banking services. These impacts are indirectly expressed through 

useful levels. According to previous studies, it can be hypothesized: 

H4: Compatibility (of digital banking) has an impact on the use of digital banking. 

2.2.5. Mobility of digital banking 

Mobility of technology services is defined as the ability to use personalized services, 

convenience, and directness, which allows users to access information, communications and 

services independently in terms of time and place. Yen and Wu (2016) find that more mobile 

financial services (provided through the banking system) are, the more helpful they are; thanks to 

that, it indirectly affects the use of digital banking. This study also shows that mobility is 
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reflected not only in being able to perform on individual mobility devices, but also in performing 

multiple operations at the same time, any place and time. Therefore, this hypothesis is shown: 

H5: Mobility (of digital banking) has a positive relationship with the usefulness of digital 

banking. 

2.2.6. Social influence of digital banking 

Social influence, representing the subjective norms in the TRA theory, is the perception of 

social impacts or of the person impacting on consumers that they should or should not use the 

service, according to TPB theory (Ajzen, 1991). If one thinks that those who are important to 

him (those who have influences such as relatives, partners, friends...) will encourage and support 

perforning behavior, then the intention to do that will form. Previous studies provided evidence 

of the positive effect of social factors on behavioral intent (Chang, 1998; Choo et al., 2004). In 

the context of Vietnam, when individual uses digital banking services, apart from the 

compatibility issues, their relatives use the same digital banking system, which greatly influences 

the use of personal services. (Do Thi Ngoc Anh, 2017, Tran Duc Thang, 2016). Thus, the 

hypothesis is posed as 

H6: Social influence is positively correlated with the behavior of using digital banking. 

The proposed model is as follows: 

 

 

 

 

 

 

 

 

 

3. Research methodology and results  

This paper focuses on studying the digital banking services provided in Vietnam. These 

services were introduced about 10 years ago (from 2008) with other services related to digital 

banking. With the development of science and technology, the bank's operations are not only 
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banks move towards retail and microfinance services, digital banking is promoting access to 

finance in Vietnam. 

In this study, we select the case of Vi Viet which is offered at Lien Viet Post Commercial 

Joint Stock Bank. This bank is gradually moving to retail banking services and focuses on 

developing microfinance services throughout the system (Pham Bich Lien, 2016). Belonging to 

the same postal system, the bank owns the largest network in Vietnam. The services provided 

through Vi Viet meet the basic requirements of digital banking. In addition, because this is not a 

state-owned bank (or state-owned entities with more than 50% stake), it operates under the 

market mechanism. Moreover, the bank is ranked middle-level; therefore the approach to digital 

banking users will be more appropriately assessed in promoting access to financial services. 

The main objective of this study is to evaluate the use of digital banking in Vietnam. 

However, before the quantitative results are presented, the research team will use the preliminary 

qualitative research. 

3.1. Qualitative research 

Qualitative research is conducted through in-depth interviews with banking experts to 

examine and screen factors affecting the use of digital banking in Vietnam in the proposed 

model, as well as to correct necessarily in customer surveys. In-depth interviews are conducted 

with 7 persons including 2 persons studying the theory of behavioral economics, 2 people 

working in the field of marketing and product development of the bank and 3 people using the 

banking service. Interviews are conducted directly at the office and at home...to ensure comfort. 

Each interview lasts from 25 to 40 minutes. Qualitative results generally support the authors' 

proposal model, which shows that factors related to compatibility and security seem to have a 

great impact on the use of digital banking and to promote the comprehensive financial. 

3.2. User Survey 

3.2.1. Scales  

In this study, the authors use concepts intention to use the service, usefulness, ease to use, 

security, compatibility, and mobility of digital banking. All of these scales are derived from previous 

studies and adapted accordingly to the recommendations of the qualitative research. The scales use a 

5-level- Likert scale, where 1 is completely disagree, 5 is completely agree. The scale of service 

intentions is inherited from Davis (1989), Venkatesh et al (2003) and Nguyen & Tambyah (2011), 

including 3 observation variables. The scale of usefulness includes 5 observations derived from Teoh 

& Mohan (2004) and Venkatesh et al (2003) (for example, using a digital bank will save me time and 

money). The scale of security consists of 4 observations based on the results of Featherman & Pavlov 

(2002), Teoh & Mohan (2004), Yagobi & Bahman (2010). The scale of ease to use includes 4 

observations developed by Lee et al (2001) and Lin & Nguyen (2011). The scale of compatibility 

includes 4 observations developed in the study of Roger (1983), Venkatesh (2003) and Chong et al. 

(2009); Laurn & Lin (2005) (for example, using digital banking is suitable with my spending style). 

The scale of mobility involves three observations derived from Yen & Wu (2016). The survey tool is 

based on the observation variable evaluating concepts in the model. In addition, the survey also 
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includes demographic questions such as gender, age, education level, and income. The questions in 

the questionnaire are reviewed by the authors to check semantics between the original in English and 

the Vietnamese translation. 

3.2.2. Sample 

Sample is randomly collected from several provinces throughout the country. The total 

number of observations analyzed are 226 observations including 101 male (44.69%) and 125 

female (55.31%). The age range of people using Vi Viet products is from 18 to 35 (90%), most 

of them are in the age of 24 to 30. 

3.2.3. Results 

The results of EFA for the 7 factors with KMO = 0.968> 0.5 means that factor analysis in 

this case is appropriate. The results of the first factorial analysis for 7 theoretical determinants with 

the Varimax rotation give us the only six factorial components. The items measuring Compatibility 

do not aggregate into one factor and are distributed among other factors. In order to ensure that the 

factors measure exactly the total factor, the authors conduct the second factorial analysis with six 

factors, we obtain a set of suitable factors. When reviewing the meaning of items in the 

"compatibility" factor, we can accept that the element items in Compatibility are grouped into other 

factors in the theoretical sense. The results of the factor analysis show that the research model will 

have to change. The research model now will include: Intention to Use (4 Items) affected by the 5 

factors: (1) Usefulness (5 Items); (2) Ease to Use (5 Items); (3) Security Level (4 Items); (4) 

Compatibility (5 Items); and (5) the level of social influence (3 Items). Items have "Factor 

loading"> 0.5, which indicates that the observed variables are of value, relevance, significant in 

factor analysis, and are reasonably reliable for total variable. Total Varicance Explained has an 

explanatory value of 85,489%, which means that 85,489% in the change of the component 

variables is explained by the observed variables (items). 

Table 1: Analysis of reliability and Convergent validity 

 CR AVE MSV MaxR(H) 

ahxahoi 0,873 0,852 0,624 0,874 

desudung 0,959 0,822 0,816 0,961 

baomat 0,949 0,824 0,740 0,952 

ydinh 0,942 0,802 0,796 0,945 

huuich 0,953 0,802 0,801 0,955 

thichung 0,934 0,738 0,716 0,936 

Reliability: All factors have Composite Reliability, CR>0,5. The co-observation variables 

measure and represent only one potential factor. With coefficients CR> 0.8, it is found that the 

similarity of the observation variables in the same factor is very high. 

Convergent validity: The Average Variance Extracted are above 0.5, the Variance of these 

indicators is high from 0.738 to 0.852, indicating that the variation of the observed variables 

accounts for over 73% of the variation of potential variables. Variables are very convergent. 
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Discriminant validity: After analyzing for the above six factors, the MSV values are less 

than the AVE value, indicating that the observed variable values reach the discriminant value. 

The results of the model are shown in Figure 1. 

Figure 1: The results of the research model 

 

The results of the model show that usefulness, social influence and security variables have 

a positive and direct impact on the use of digital banking. This result is consistent with previous 

studies. Ease to use and compatibility have a positive effect on usefulness, where compatibility is 

confirmed to be positively correlated with digital bank usage. 

4. Discussion and conclusion 

This study uses the TAM model and developments of model to measure the use of digital 

banking by individuals in the market. The use of digital banking is a demonstration of access to 

financial services and microfinance to customers in market in the 4.0 industrial revolution era. 

Therefore, promoting the use of these services will accelerate access to financial services; 

provide the basis for increasing income and knowledge of financial services. With the initial 

assumption, the three variables - "usefulness", "social influence" and "security level" - have a 

positive effect. In particular, "social influence" has the greatest impact on the intention to use 

digital banking. This situation is in line with the situation in Vietnam, where respondents think 

that those having a great impact on them (namely family, friends, relatives, and partners) use the 

same digital banking system, which makes the transaction safe. Thus, a policy implication for 

organizations providing financial services is that to influence the use of digital banking services, 

these organizations should create a level of trust for individuals who have high impact levels 

(such as the brand faces, brand representatives) in order to impact on young individuals who 

need to use digital banking in the market. 

Interestingly, "security" has the smallest impact on the intention to use the service. This 

corresponds with the view in Vietnam when banks often provide customers with peace of mind 
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when using the service. In addition, banks in Vietnam often conduct dealing with the media 

crisis with regards to information leakage, so the problem is less noticeable. Therefore, a policy 

implication for service providers is that there is no need to too focus on the level of security, but 

they should focus on other services in the market. 

"Compatibility" is a new variable - along with "security" - added to the model. However, 

unlike "security" which has an impact on "intent to use", "compatibility" and "mobility" create a new 

set of variables called compatibility. It and "Ease to use" have the indirect impact on the dependent 

variable through "usefulness". The effect level of "compatibility" was 0.64 to "usefulness", which is 

consistent with Ajen's (1991) study and contrary to the study by Chong et al. (2009), Laurn & Lin 

(2005). This means that in the Vietnamese market, digital banking services meet the spending and 

shopping needs of individuals in the market. However, the rates are not too high (in the case of 

middle-level commercial banks) and individuals in the market do not consider fees as a factor 

influencing their intentions. Thus, a policy implication for digital banking service providers is that 

they should pay attention to the possibility of combining multiple services in line with people’s 

spending and habits. In addition, it is also important to consider the fee that will be charged for each 

service. Similarly, ease to use has a strong impact on "usefulness," suggesting that digital banking 

services are easy to use from installation to using. This will promote more customers to use. 

However, the interesting thing is that "usefulness" - similar to "security" - has little effect 

on intent. This particular case study shows that because the features of the digital banking 

service (bank choosed for research) are not appropriate for other large banks (for example, it is 

impossible to transfer to the bank rated high), or inappropriate features (such as messages that 

are considered unrelated) is not highly rated by individuals. This case suggests that if credit 

institutions want to promote the use of digital banking, it should co-operate with other credit 

institutions in the service delivery - or increase incentives with the units accepting the payment; 

and should limit the sending of unrelated information. 

This study approaches the individuals’ the usage of financial services in terms of intent to 

use, and selectes a typical bank for analysis. In future, this study can be developed in the 

following ways: (1) research across banks with different segments (based on age, region or 

income) to assess differences of demographic factors to the use of digital banking. (2) 

Measurement of intention to use has been measured. However, attitudes and financial knowledge 

are potential to study. This study could be completed by studying more about "financial literacy". 

3) The impact of financial literacy (including 3 concepts: financial attitudes, financial behavior, 

financial literacy) on access to financial services. 
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Abstract: Difficulty in accessing capital of enterprises is one of the barriers for 

development of Vietnamese enterprises in general, SMEs in particular. Difficult accessibility to 

capital forces businesses to pay additional costs (both formal and informal) in order to obtain 

loans, thereby increasing their cost of production. The research using the Multiilogistic model 

accesses the factors that influence accessibility to capital from financial institutions (banks 

and credit institutions) and uses sample survey data from 695 enterprises implemented in 

December 2017. The research points out that besides the factors related to the business and 

institutional environment, the factors related to the internal problems of enterprises such as size, 

ownership form, age of the enterprise, collateral, ROA, quality of business reports... or unofficial 

costs all affect the accessibility to loans from financial institutions. Based on that, the author 

proposed a number of recommendations to improve accessibility to these loans for businesses in 

general and SMEs in particular in Vietnam in the current period. 

Keywords: SMEs, accessibility to capital, difficulties in accessibility capital. 

 

1. Introduction 

The contribution of businesses, especially SMEs, to the economy is becoming increasingly 

important, even for developed economies. SMEs not only make a significant contribution to 

GDP but also create jobs and increase export turnover to the economy. In 2017, economic 

growth reached 6.81%. After the bottom difficulties in 2012, the economy has been showing a 

steady growth as it is always above average growth during 2011-2017. The business sector 

contributes about 60% to growth, SMEs contribute about 45% to national GDP and 31% to total 

state budget revenues (Data from General Statistics Office, 2016). Meanwhile, the group of 

SMEs account for 97% of the total number of enterprises operating in Vietnam. SMEs are 

enterprises with less than 200 employees, less than 100 billion VND capital and 300 billion 

VND revenue (According to the Law on Support for Vietnamese Enterprises, No. 04/2017/QH14 

dated 12/06/2017). Although this group of enterprises contributed significantly to GDP growth in 
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the country, the fact reveals that they are facing many difficulties in accessibility to 

loans. Current funds for SMEs may come from sources such as the state budget (subsidies, 

guarantees, insurance and tax incentives, etc); foreign capital; mobilized capital from the stock 

market, bonds; owning capital, contributed capital; credit, guarantees and discounted finance, 

finance leases, and finally deferred payment, commercial credits,... or loans from relatives, 

friends or other lenders. However, the official source of loans from banks and credit institutions 

is the factor to ensure long-term and stable business operation. 

Small and medium sized enterprises (SMEs) are mostly small business establishments with 

limited equity and financial capacity, which are lacking assets to secure loans under regulations 

or having low asset value, not transparent property rights... So it is difficult to access capital 

from banks, which causes difficulties in access capital to expand business. 

Realizing these practical issues, the research will focus on the factors affecting the 

accessibility to loans from credit institutions and commercial banks that businesses are 

facing. There are a number of recommendations to improve accessibility to these financial 

resources for businesses in general and SMEs in particular. 

In addition to the  introduction and references, the structure of the study includes three 

different categories. Section 2 presents the literature review, Section 3 is the research 

methodology. Section 4 is about main conclusions. 

2. Literature Review 

For the purpose of expanding capital for business activities, enterprises usually mobilize 

money from various sources such as banks and credit institutions (official financial 

sources);relatives, friends and other lenders... (unofficial financing). A review of the studies 

shows that there are a number of important factors affecting the accessibility to loans from banks 

and credit institutions of enterprises in general and SMEs in particular are factors related 

to internal problems including the size, the form of business ownership, collateral or mortgages, 

performance result and aslo external factors such as business and institutional environment. 

When evaluating factors affecting the accessibility to official capital resources, the factors 

that derive from the intrinsic capabilities of enterprises, especially SMEs, play an important 

role. For example, the size of firms influences their accessibility to capital (Bernanke et al. (2004); 

Hernandez and Martinez (2008); Nguyen (2004)). Ownership forms of enterprises also have a 

positive impact when accessing the official capital (Beck et al (2008); Demirgüç-Kunt and 

Levine (2008), showing that state-own-enterprises are less likely to face with issues related to 

collateral requirements and administrative procedures than private enterprises, especially SMEs. 

The age of one business  is also  a factor affecting accessibility to capital in many studies, 

such as Akoten et al (2006); Oliner and Rudebusch (1992) and Beck and et al (2006). Similar 

results can be found in Hanedar et al. (2014), whereby the enterprise’s age has the opposite 

effect to the loans borrowing from informal financing in the high level meaning, the more active 

the business is, the less they relied on capital from relatives, friends or borrowing from others. 
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Besides, the enterprise with a good credit history means it complies with the principle of 

the loan well, or may have a previous credit relationship with banks and financial institutions 

would be more favorable in the following loans (Hakkala and Kokko (2007); Cole et al. 

(2004); Berger et al. (2005)).  Guarantee assets as well as a specific business plan is also useful 

for businesses to access institutional credit. On the other hand, Guarantee assets are used to 

recover the original debt in the event of default. The study by Malesky and Taussig (2005); Cole 

et al. (2004) points out that SMEs do not have these advantages because most of them have small 

scales and lack of collateral assets when borrowing capital. 

Some studies also suggest that networks and relationships replace the lack of effective market 

mechanisms and may be an effective way for businesses to access external credit, including bank 

loans. Networks and relationships impact positively on credit accessibility 

(Rand (2007); Bougheas et al (2006); Cole et al (2004); Hakkala and Kokko (2007);Le and Nguyen 

(2009)). Loan interest rate is also a major barrier to enterprises in the current period,especially 

SMEs (Tran and Dinh (2015); Muravyev et al (2009); (Nhung Nguyen et al., 2015)). 

Another barrier when businesses access loans from banks and credit institutions is that they 

have to pay many unofficial fees. The research by Tran and To (2018) evaluates the probability 

of ability that firms can access to loans from credit institutions increases as enterprises spend 

more on under table fee and buying gifts. The estimated results from the Logistic model show 

that this probability increases by about 24 percentage and it is equivalent to the Probit model of 

17.6 percentage. 

In addition to internal barriers, the business and institutional environment also has a 

significant impact on accessibility to these funds. Fatoki and Smit (2011) argue that the regulatory 

environment is also an important factor affecting the financial accessibility of firms. The study 

evaluates Pearson correlation among business environment factors and corporate loan value from 

commercial banks and credit institutions. Along that perspective, Olomi et al (2008) also identified 

the underdeveloped business culture where transactions between lenders and borrowers is one of 

three groups of factors makes it difficult for SMEs to access financing. Research by Fang (2007) 

points out that if the government does not have ability to protect the assets of 

private sector, the market will automatically increases administration costs of the loan and thus will 

lead to the imperfection of the market. But if the intervention of the government is strong enough, 

it will be considered as an indication, a signal ensuring a stable financial system, thereby boosting 

credit operations of banks. 

It can be seen that when enterprises access formal capital, beyond barriers related to the 

business and institutional environment, the issues that lie within the enterprises themselves are 

also decisive. 

3. Research Methodology  

This section analyzes the impact of factors on capital accessibility from banks and credit 

institutions of enterprises. Based on the research combined with the survey data, the research 

will access the impact of a number of factors such as the enterprise size, ownership form, the age 
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of the enterprise, ROA, collateral assets, business plans, unofficial fees, interest rates, credit 

relationships with banks, loan history; business and institutional environment (transparent and 

fair competition in lending activities). 

3.1. Data and data description 

The research uses primary data extracted from direct survey data of 699 enterprises in 3 

provinces of Hanoi, Da Nang and Dong Nai in December 2017. After processing and eliminating 

the duplicate samples, remaining sample data consists of 695 observations. 

Table 1. Summary of sample data 

Number  
State 

Enterprises 

Non-state 
enterprises 

Total 

1 Survey sample 43 652 695 

 SMEs 10 384 394 

 Large enterprises 33 268 301 

2 Number of enterprises applying for a loan 28 378 406 

 SMEs 3 193 196 

 Large enterprises 25 185 210 

3 Number of enterprises having disbursement records 28 363 391 

 SMEs 3 182 185 

 Large enterprises 25 181 206 

4 Years of operation (average) 24.3 9.9 10.8 

 SMEs 20 8.97 9.25 

 Large enterprises 25.6 11.23 12.81 

5 Number of businesses with available collateral 24 381 405 

 SMEs 3 221 224 

 Large enterprises 21 160 181 

Source: Calculated from survey data 

Table 1 shows that the number of SMEs accounted for 56.69% of the total enterprises in 

the sample. The number of enterprises applying for a bank loan accounted for 58.4% of the 

sample, of which the disbursement rate for SMEs was 47.3%. The average number of years 

enterprises operate in the market was 10.8 years until the survey time. Small and medium 

enterprises (SMEs) having less than five years of operation accounted for 31.2% and less than 10 

years, about 66.5%. This is also a disadvantage, especially for new- establish- businesses when 

accessing credit. 

Of the applicants, only 1.73% said they were denied accessing loans; 22,28% accepted 

some documents; the majority, in particular 74.26% of enterprises, were disbursed all the loan 

applications. This shows that in Vietnam, banks have made significant efforts in creating 

conditions for businesses to borrow. 
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Figure 1. Proportion of loan application results of enterprises 

 

Source: Calculated from survey data 

For businesses without a bank loan, eliminating the reason of no need and not wanting to 

be indebted, the main reasons for not accessing bank loans are due to high interest rates, 

complicated loan procedures and insufficient collateral. 

About difficulty in accessing bank credit, the difficulty considered the most serious one is 

high interest rates; and difficulty in the requirements of banks that the enterprises must have 

specific business plans. In addition, enterprises also face many other difficulties in accessing 

bank credit, such as administrative procedures; bank bias for foreign enterprises, state-

owned enterprises; undiversified credit services, lack of appropriate credit products; The term of 

the loan is unsuitable; There is no loan guarantee service; enterprises do not have enough 

collateral; have to pay extra non-interest and unofficial fees; enterprises have difficulty in 

registering property rights ... 

Table 2. Difficulties of enterprises when accessing bank capital 

Reason Score of the difficulty of the business1 

The interest rate is too high 3,13 

Must have a specific business plan 3,11 

Administrative procedures for access credit policies are complex and 
time-consuming 2.9 

Banks favor foreign enterprises, state-owned enterprises 2.78 

Credit services are not diversified, lack of suitable credit products  2,67 

There is no loan guarantee service 2,65 

The business does not have enough collateral 2,52 

Additional non-interest expenses and unofficial expenses 2,36 

Enterprises have difficulty registering their property rights 2,46 

Source: Calculated from survey data, conducted in 2017 

 

1.73%

22.28%

74.26%

denied to access loans

accepted some loans profile

disbursed all the loan 
applications
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3.2. Designation of the research model 

To analyse the factor affecting the accessibility to capital from the bank and credit institutions, the 

research uses the Multinomial Generalized Logit (Multilogistic) model. Calling Yij is the probability that 

when enterprises access to loan funds, the polynomial logit regression equation has the general form as 

follows: 

ij

0

exp
( / )

i j

i i J

i jj

X
P Y j X p

X






    


 ; with j = 0,...,J    (1) 

Where: “i” is the number of observations, X i is the set of the factor affecting the capital 

accessibility of enterprises, j=0, ... J is the set of possibilities that are supposed to occur 

independently, and  0 ,  1 , ...,  is the set of estimated coefficients corresponding to 

each occurrence. Because ij
1

1
J

j

p


 , one of the estimated coefficients  0 ,  1,…must be set to 

0 so that the remaining coefficients can be estimated. 

In case J = 2, equation (1) becomes a polynomial logit equations with 3 level degrees risk 

as follows: Yi = 3 when the enterprise applying for a loan has been accepted for disbursement 

(possibility 3), or Yi = 2 when the enterprise has a loan application but is not accepted or waiting 

the result from banks (possibility 2), or Yi = 1 when enterprises do not apply for bank loans 

(possibility 1). 

In conditions that risk happening is not in order, the coefficients  in equation 

(1) is estimated by the most reasonable estimation method (MLE) according to Greene 

(2012). The marginal effect at the mean is calculated according to Cameron and Trivedi (2010) 

and used to explain the degree of influence of independent variables on credit risk. 

Based on the survey data and the aggregate of empirical studies, the study identifies the 

variables and expectations as shown in Table 3. 

Table 3: Variables in the model 

Number Symbol Explain Measurement / measurement Expected impact  

Dependent variable  

1 

 

Y1 Measurement 
of 
accessibility 
to capital 
from banks 
and credit 
institutions of 
enterprises  

Y 1 = 1 when the enterprise does 
not apply for a loan (possibility 1) 

Y 1 = 2 when the enterprise has a 
loan application but is not 
accepted or waiting for results 
from banks(possibility 2) 

Y 1 = 3  when the enterprise 
applying for a loan has been 
accepted for disbursement 
(possibility 3) 

   

Independent variables  
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Number Symbol Explain Measurement / measurement Expected impact  

1 SME Small and 
medium 
enterprises 

SME = 1 if the number of 
employees is less than 200 
laborers, the capital is smaller 
than 100 billion VND, the 
turnover is smaller than 300 
billion VND and vice versa is 
equal to 0 

( - ) 

Hernandez and Martinez 
(2008) ;Bernanke et al. (2004) 

  

 

2 DNNN State owned 
enterprises 

DNNN = 1 if the enterprise has a 
state capital greater than 50% and 
vice versa is equal to 0 

( + ) 

Beck et al. (2008) ; Demirgüç-
Kunt and Levine (2005) 

 

3 AGE Age of the 
business 

The age of the enterprise is 
calculated from the time the 
enterprise officially registered to 
operate. 

( + ) 

Beck and 
associates (2006) ;Hanedar et 
al. (2014) ; Cole et al. (2004) 

 

4 ROA   Profit after tax per capital of total 
assets 

( + ) 

Hernandez and Martinez (2008) 

 

5 TSTC Collateral TSTC = 1 if the collateral is 
available and vice versa is equal 
to 0 

( + ) 

Malesky and Tausig (2005) 

Cole et al. (2004) 

 

6 CPLT Undertable 
costs,  
gift… 

CPLT = 1 if the enterprise has 
undertable costs and gifts to 
receive a loan from the bank 

( + ) 

Tran and To (2018) 

 

7 LS Interest rates 
for enterprise 
to pay for 
high loans 

laicao = 1 if the enterprise is now 
paying high interest rates and vice 
versa is equal to 0 

( + ) 

Tran and Dinh (2015) ; Muravyev 
et al. (2009) ;  Nhung Nguyen et 
al. (2015) 

 

8 KHKD Business plan KHKD = 1 if the business has a 
specific business plan when 
applying for a bank loan and vice 
versa equal to 0 

( + ) 

Malesky and Taussig (2005); Cole 
et al. (2004) 

 

9 QHNH Relationship 
between 
enterprise and 
banks 

QHNH = 1 if the enterprise has a 
close relationship with the bank 
and vice versa is equal to 0 

( + ) 

Rand (2007) ; Bougheas et 
al. (2006); Cole et al. 
(2004); Hakkala and Kokko 
(2007); Le and Nguyen (2009) 

 

10 LSTD Loan history 
of enterprises 

LSTD = 1 if the enterprise has 
successfully finished bad debts, 
overdue debts and vice versa is 
equal to 0 

( + ) 

Cole et al. (2004) ; Berger et al. 
(2005) ; Hakkala and Kokko 
(2007) 

 

11 MBCV Transparency, 
fair 
competition 
in lending 
activities 

MBCV = 1 if NH is transparent, 
equitable in lending and vice 
versa equal is to 0 

( + ) 

Fatoki and Smit (2011) ; Olomi et 
al.(2008 ) ; Fang (2007) 

  

 

3.3.  Estimated results  

Table 4 presented the estimated results of Multilogistic model. Multi-collinear tests and 

Heteroscedasticity were performed to show that there were no multi-collinearity in the model, 

but there was the occurrence of Heteroscedasticity (Gould, 1998). Thus, the estimation results 

are based on the robust standard error of the MLE method. LR testing in the model concluded 

that variables in the model are appropriate. 
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Table 4: The estimated results of Multilogistic model 

  Possibility (2 )  Possibility (3 ) 

  Coefficient AME  Coefficient AME 

SME 1,232 ** 0.286 **  -0.634 ** -0,290 ** 

  ( 90.09 ) ( 102.53 )  (-75,12 ) (-80.02 ) 

DNNN           - 0,125 ** - 0.031 **  0,071 ** 0,035 ** 

  ( - 2.83 ) ( - 2.98 )  (3,22 ) (2.8 3) 

AGE - 0.0 78 *** - 0.0 14 ***  0,0 53 *** 0,019 *** 

  ( - 6.8 2) ( - 6, 34 )  (6.11 ) (6.12 ) 

ROA .312 0,078  0,286 * 0,083 * 

  (2.89 ) (2.93 )  (3,14 ) (2.46) 

TSTC - 0.476 *** - 0, 405 ***  0,213 *** 0,513 *** 

  (- 5.74) (- 5.72)  (6.69) (6.67) 

CPLT - 1.34 *** - 0.12 ***  0.53 *** 0,198 *** 

  ( - 69.12 ) ( - 98.36 )  (184,12 ) (185.13 ) 

LS          0, 768 0.089  0,317 *** 0.129 *** 

  (0, 849) (3.25 )  (6.13 ) (5.48 ) 

KHKD     - 0,186 *** - 0.047 ***  0,079 *** 0,058 *** 

  ( - 14,19 ) ( - 15.78 )  (28,13 ) (25.18 ) 

QHNH 0.213 0,052  0.117 0.046 

  (0.99) (0.99)  (0.98) (0.97) 

LSTD     - 0.370 ** - 0.024 **  0.268 *** 0,081 *** 

  ( - 3.18 ) ( - 2.65 )  (4.13 ) (5.12) 

MBCV 0,482 0,068  0,215 *** 0,058 *** 

  (5.16 ) (6.21)  (6.38 ) (6.12 ) 

Cons -1,762 ***   -1,025 ***  

  (-8,13 )   (-6,14 )  

N 69 5 69 5  69 5 69 5 

R2 correction 

Prob> Chi2 

LR value  

0.3679 

0.000000 

-121.26 

 

  

Note: *** p <0.01, ** p <0.05, * p <0.1. 

 The estimated results of Multilogistic model show that most estimates are statistically 

significant, affecting the possibility of a enterprise’s loan portfolio being accepted for 

disbursement by financial institutions. 

Because interpretation of the magnitudes of estimation coefficients in a multilogistic model 

is not the same as the linear regression or OLS regression model, the interpretation of the effect 

of factors on the access possibility of enterprises to loans from the financial and banking system 

will be explained by the impact of the AME on the independent variables. 
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 Estimated results show that: 

Factors affecting the possibility 2 (when the enterprise has a loan application but is not 

accepted or waiting for results from banks), included the form of business ownership, type 

of business, the age of the business, the collateral, under table cost, the business plan of the 

enterprise, the loan history of the enterprise. For factors affecting the possibility 3 (when the 

enterprise applying for a loan has been accepted for disbursement), in addition to the above 

factors, there are a number of factors such as ROA, interest rate, transparency and fair 

competition in lending activities. 

To the possibility 2 and 3, SME variable is both significant at 1%. Marginal effect 

coefficients showed that the probability of enterprises applying for bank loans but not accepted 

or awaiting results from banks rose by 28.6% if the businesses applying for loans are 

SMEs. Similarly, the probability of a business applying for a bank loan and having been 

accepted for disbursement is reduced by 29 percentage if the business applying for loans are 

SMEs. Thus, it can be seen that SMEs have no advantages compared to other types of enterprises 

when applying for bank loans. 

For the variables reflecting the characteristics of enterprises such as the variable: state 

ownership (DNNN), the number of operation years of the business (AGE), the model results 

show that if the business applying for loans are SMEs the probability of an enterprise having a 

loan application but not accepted or waiting for results from banks fell by 3.1% and the 

probability of a business applying for a bank loan and having been accepted for disbursement 

increased by 3.5%. This shows that the form of enterprise ownership directly affects the 

accessibility of enterprises to capital. 

The number of business operation years is also an advantage having a significant impact on 

enterprises' accessibility to loans . The estimation results indicate if the number of business 

operation years increased by a year, the probability of enterprises applying for bank loans but not 

accepted or awaiting results from banks decreased by 1.4 percentage, in contrast the probability 

of enterprises applying for bank loans and having been accepted for disbursements increased by 

1.9 percentage. This implies that long-term businesses also means the guarantee of business 

when they access loans from banks and credit institutions. 

 For the variable reflecting business performance(ROA) is not meaningful with the 

probability of possibility 2, but the probability of the enterprise applying 

for bank loans and having been accepted for disbursements increased by 8.3% if ROA increased 

by 1%. This result shows that the results of business activities affect the accessibility to capital of 

enterprises. 

Collateral (TSTC): based on the estimated result it can be seen that the availability of 

collateral had a huge impact on the firm's accessibility to capital of 

enterprises. Estimated coefficients in both models are statistically significant at 1%, which 

suggests that, while enterprises have collateral, the probability 

of enterprises applying for bank loans but not accepted or waiting for results from the bank 
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declined by 40.5 percentage and increased by 51.3 percentage for the probability of 

enterprises applying for bank loans and having been accepted for disbursement. 

For the variable that reflect unofficial costs when access loans such as under- table costs, 

gifts... (CPLT). The estimation coefficient is significant at 1%. This implies that the probability 

of accessing loans will be increased when enterprises pay under-table costs, particularly increase 

by 51.3 percentage to the firm with a loan application and having been approved for 

disbursement. This result also shows that informal costs are a great barrier when enterprises 

access formal sources of capital particularly for SMEs. 

Based on the estimated results, if enterprises accept higher interest payments, the 

probability of enterprises applying for bank loans and having been accepted for disbursement 

 increased by 12.9 percentage. However, this is also a problem that most SMEs face because 

their financial resources are limited, so it is hard to them to pay a high interest rate on loans. 

Especially, when the enterprises have specific business plans, it will affect the accessibility 

of them to capital. It can be seen that if the enterprise has a specific business plan, the probability 

of an enterprise applying for bank loans and having been accepted for disbursement increases by 

5.8% and the probability of enterprises applying for bank loans but not accepted or awaiting 

results from banks decreased by 4.7%. This is also a constraint for small and medium-sized 

enterprises (SMEs), as the majority of them are on an individual or household basis, so it is 

difficult to have a feasible business plan. 

The coefficient of estimation for the variable of relationship between enterprises and banks 

has a positive sign but is not statistically significant, indicating that the relationship with the 

bank only facilitates the enterprises' loans access procedures of enterprises. 

Credit history of enterprises affected the accessibility to capital from credit institutions and 

banks of enterprises. It can be seen that if the enterprise have finished paying bad debts and 

overdue, the probability of businesses applying for a bank loan but not accepted or awaiting 

results from banks decreased by 2.4 percentage and increased by 8.1 percentage when 

enterprises apply for bank loans and have been accepted for disbursement. 

Especially, if banks and credit institutions are transparent and fairly competitive in lending 

activities, it will increase the probability of an enterprise applying for bank loans and having 

been accepted for disbursement by 5.8%. This also explains the impact of unofficial fees 

payment on accessibility to loans from banks and credit institutions of enterprises. 

4. Conclusions  

The regression results of Multilogistic model shows that the size of the business is one of 

the principal factors playing an important role in the accessibility to loans from banks and credit 

institutions;  larger enterprises have more advantages in the processing procedure of loan 

applications; Barriers relating to intrinsic problems existing in businesses were mainly due 

to not meeting the requirement about the collateral, particularly with SMEs when their factory 

and machinery have often been hired from outside efficiency level of assets  using 
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and management can also affect the accessibility to loans. In addition, unofficial costs occur 

when enterprises applying for loans is one of the decisive determinants; institutional issues also 

play an important role in the accessibility to capital of enterprises. 

Based on those points, the research proposes some recommendations to improve 

accessibility to capital of enterprises, especially SMEs: 

On the government side, it is necessary to create a fair business environment between 

different economic sectors: the development of the private sector requires that macroeconomic 

policies must been developed in a synchronous manner, facilitating the harmony development 

among different regions in the economy; eliminate overlapping rules. The government 

should continue to accelerate the reform of administrative procedures. In particular, the 

procedures related to licensing the establishment of business registration, procedures for leasing 

land, procedures for granting credit... 

On the side of banks and credit institutions, it is supposed to loosen mortgage-related 

constraints in making loan decisions, while simplifying and improving lending procedures, 

reducing costs of accessibility to credit ... 

Issues related to the ability of businesses: businesses need to build annual business plans as 

well as formulate long-term development strategies. At the same time, they should annually review 

the level of accomplishment of the plans. Thus, the enterprises can evaluate the capacity of their 

operations, which makes appropriate adjustments for business activities; finalizing the enterprise 

accounting system: one of the existing problems for private enterprises, especially SMEs, is that 

most of them have little focus on building the accounting system of enterprises. As a result, 

enterprises also find it more difficult to access loans from credit institutions because it is difficult 

to meet the financial documentation required in the application for a loan. As a result, enterprises 

need to have a better understanding of how to build a business accounting system to serve financial 

management and business decision-making, in stead of being mainly used for tax report. 
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Abstract. This study considers the direct interconnectedness as the only source of 

interbank systemic risk and examines the level of transmission effect could be created by the 

exogenous shock through the interbank network. 

In general, the interbank system is created as a direct and weighted network whose nodes 

are banks. Every node is illustrated by its balance sheet characteristics and linked the interbank 

lending between those banks. If one of these banks run into a trouble and cannot pay back to its 

counterparties, it becomes default on its obligations that lead to the Domino effect. By varying 

some parameters of network structure and exogenous shock, we do experiments to compare level 

of market default between cases. After the contagion finishes, we examine the effect of the shock 

based on the fraction of banks defaulted in the network. 

 

1. Introduction 

After the global financial crisis of 2007/2008, the issues of financial systemic risk have 

become vital, questioned academics and regulators that how the increasing complexity, 

connectivity, and centrality of the financial system’s structure is and, consequently, how 

problems in one part of the system could directly or indirectly reach other parts. The 

concepts such as financial contagion, domino effects and “too interconnected to fail” have 

highlighted the need to analyze financial market as a system of individually complex 

institutions that are connected to one another in a complex network of counterparty 

exposures. Among a wide range of financial systemic risks, the interbank network contagion 

illustrates a significant element. 

The interbank lending market refers to transactions between commercial banks in the 

monetary market. Most interbank loans cover shortfalls in liquidity of banks and are matured 

within one week. Interbank market plays an important role on the stability of the banking 

system since it helps banks to manage liquidity, satisfy the reserve requirements and 

efficiently reallocate resources from banks that have excess liquid assets to deficit ones. 

However, interbank lending could also be the source of banking systemic contagion through 

many different amplification and contagion mechanisms. We can categorize them as direct 

(Domino effect) or indirect mechanisms. First, if two banks are directly connected by lending 
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relationship, the creditor bank might recognize losses over total or partial of the 

corresponding asset once the debtor bank becomes insolvent. On the other hand, the failure 

could be indirectly transferred through two main mechanisms: the fire sale of assets and 

information spillovers. 

In this study, we consider the direct interconnectedness as the only source of interbank 

systemic risk and examine the level of transmission effect could be created by the exogenous 

shock through the network. In general, the interbank system is created as a directed and weighted 

network whose nodes are banks. Every node is illustrated by its balance sheet characteristics, 

including total assets, total interbank assets, capital ratio and bank’s portfolio quality (which is 

calculated as the ratio between non-performing loan and total external asset). Every link captures 

the interbank lending between those banks. If one of these banks run into a trouble and cannot 

pay back to its counterparties, it becomes default on its obligations. The counterparties may not 

have enough funding to meet its own obligations then leads to the Domino effect. The network is 

initially shocked by an exogenous and common shock, which impacts many nodes in the 

interbank network simultaneously. Then we simulate the extent of shock transmitted through the 

network because of the insolvencies of banks shocked. After the contagion finishes, we examine 

the effect of the shock based on the fraction of banks defaulted. 

For comparison, we can vary the key parameters of the network to explore how the 

differences of the interbank structural characteristics could affect the extent of contagion. The 

parameters used in our studies include the average degree of a node (which illustrates how many 

links that a bank connects with on average) and the capital ratio (which represents the capacity to 

absorb shock). Model is applied to the sample of 75 banks in the United Kingdom interbank 

market. Each bank is characterized by its total asset, interbank asset, and non-performing loan. 

Since the bilateral exposures data on individual banks is not available, we will assign the 

interbank linkages between two banks based on the size of them. 

Our study is organized as follows. Section 2 summarizes the literature on interbank 

network generation and shocks mechanism, theoretical and empirical studies. Section 3 generates 

the structure of interbank network and how we shock the network in the beginning. Section 4 

simulates the transmission process of contagion, we vary some parameters of the network 

structure to examine the dynamical extension when an exogenous shock occurs. The final section 

concludes all the previous works and proposes some policy implications. 

2. Literature review 

The interbank network could be modeled as a single layer network (only inter- bank 

lending relations) or multiple layer network (representing different types of links between 

banks). [Montagna and Kok 2013] developed a multi-layered interbank model whose layers 

are short-term interbank loans to reflect funding risk, long-term bilateral exposures to reflect 

counterparty risk and bank’s securities to reflect market risk. He found that the shock 

transmitted across multiple layers of interbank networks could create contagion affect larger 

than the sum of contagion when considering each layer individually. [Bottazzi et al. 2016] 

developed a model that linked banks and firms in a two-layers network by their credits and 

debits. Applying empirical data for three countries: the UK, Germany, and Italy, he found 
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that the level of systemic risk varies with the level of interconnectedness of the network in a 

non-monotonic way. 

Our paper follows the first steam of single layer network, which was inspired by [Allen 

and Gale 2000]. Introducing an interbank network created by four homogenous banks and 

considering the interbank linkage in two cases, fully connection and partly connection, they state 

that the contagion effect depends on the structure of interbank linkages. A complete network 

could absorb an exogenous shock hitting a single bank since every bank in the network would 

suffer a small proportion of shock. The incomplete network, by contrast, could allow the shock 

transmitted throughout the system. The reason is when banks connecting with a few other banks, 

the interbank system becomes more fragile, the initial shock of a bank could greatly affect and 

lead to the failure of its counterparties. However, this model is too simplistic to generalize the 

real-world financial systems and its institutions are only the idea for the further study. 

[Nier et al. 2007] presented a more complex model that the interbank network   is created by 

25 homogeneous banks and the probability that two banks are connected is assigned by 20%. 

Structure of interbank system is defined by some parameters, including the level of capitalization, the 

average degree of connection between banks, the degree of concentration of the system and the 

percentage of the interbank asset. This study highlights that the effect of level of connectivity on the 

ability to absorb shock is non-monotonic “for a low initial degree of connectivity, an increase in 

connectivity unambiguously increases the risk of knock-on default. When connectivity is already 

high, a further increase in connectivity tends to help dissipate losses across the system”. Besides, he 

also pointed out that for any given level of connectivity, the level of capitalization has a positive but 

non-linear effect on reducing the number of banks defaulted. 

In a recent study, [Acemoglu et al. 2015] shows the phase transitions of the extent of 

contagion, depending on the level of connectivity and shock size. It is said that when the 

exogenous shock below a level of threshold, the complete connected financial network leads to a 

smaller risk of contagion due to risk sharing between counterparties. However, as the shocks 

exceed the surplus liquidity of the system, complete networks become significantly more fragile 

than weakly connected one since the losses are shared with shocked bank’s creditors hence 

protecting the rest of the system. This result highlighted that “the same features which make a 

financial network structure more stable under certain conditions may function as significant 

sources of systemic risk and instability under other conditions”. 

An empirical study in the United Kingdom’s interbank market, [Wells 2004] suggests that 

there is relatively little danger of systemic events. However, in case of exogenous shock 

happened, an insolvency shock to a single bank can cause widespread weakening of the UK 

banking system. 

Our study is closely related to Nier, but we relax three assumptions in that model, including the 

homogeneity of bank sizes, the fixed probability that two banks are connected and the idiosyncratic 

exogenous shock. We expand this model by assuming that the probability to generate a link between 

two banks is proportional to the production of their interbank assets. Several banks would suffer the 

exogenous shock simultaneously rather than a single bank defaulted. The empirical data of the 

United Kingdom’s interbank market is applied for better illustrated results. 
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3. Model calibration 

3.1. The balance sheet structure

Following Bottazzi (2016), the bank is in a financially healthy position as s

simplified equations below: 

Total asset: ��
��� = ��

�� +

 ��
��: Interbank asset: the total amount that other banks borrow bank i; 

��
��: External asset: the total amount lent to firms or individuals; 

Total liabilities: ��
��� = ����

Figure 1: Balance sheet structure of an individual bank

When the bank is affected by an exogenous shock, for example, some borrowers fail to 

repay their loans. The bank has to transfer these loans into non

loans and then give them a much lower value. In case of bad loans become unable to be repaid, 

the bank has to remove these loans from the balance sheet. This shock has wiped out a 

proportion of bank’s external asset and decreased its net worth. The bank is defined as insolvent 

if the initial shock is higher than the net worth of that bank.

3.1.1. Network initialization

Since the data of bilateral exposures between banks are not publicly av

has been developed in which a bilateral, directed and weighted matrix is generated stochastically 

to simulate a plausible interbank network that reflects the real market. Through this matrix, we 

intimate the interbank asset of a given

proportions of the interbank asset.

The interbank network is created by N banks, each bank is represented by a node. Each 

node i is initially characterized by its amount of total assets 

The credit relationship between any two banks represents the link, which is weighted by the face 

value of the lending contract. If bank j borrows bank i, this relationship is considered as an 

incoming link for bank i and as an outgoing link for bank j. A bank could be both lender and 

borrower with different counterparties. As a result, we could generate a bilateral, directed and 

weighted interbank network. 

The balance sheet structure 

Following Bottazzi (2016), the bank is in a financially healthy position as s

+ ��
�� 

Interbank asset: the total amount that other banks borrow bank i;  

External asset: the total amount lent to firms or individuals;  

�� + �� + �� (Deposit: Di; Bank’s capital: K

 

Balance sheet structure of an individual bank 

When the bank is affected by an exogenous shock, for example, some borrowers fail to 

The bank has to transfer these loans into non-performing or even worthless 

loans and then give them a much lower value. In case of bad loans become unable to be repaid, 

the bank has to remove these loans from the balance sheet. This shock has wiped out a 

proportion of bank’s external asset and decreased its net worth. The bank is defined as insolvent 

if the initial shock is higher than the net worth of that bank. 

Network initialization 

Since the data of bilateral exposures between banks are not publicly available, an algorithm 

has been developed in which a bilateral, directed and weighted matrix is generated stochastically 

to simulate a plausible interbank network that reflects the real market. Through this matrix, we 

intimate the interbank asset of a given bank but randomly generate its credits with other banks by 

proportions of the interbank asset. 

The interbank network is created by N banks, each bank is represented by a node. Each 

node i is initially characterized by its amount of total assets ��
��� and interbank bank assets 

The credit relationship between any two banks represents the link, which is weighted by the face 

value of the lending contract. If bank j borrows bank i, this relationship is considered as an 

ink for bank i and as an outgoing link for bank j. A bank could be both lender and 

borrower with different counterparties. As a result, we could generate a bilateral, directed and 

Following Bottazzi (2016), the bank is in a financially healthy position as shown by the 

 

; Bank’s capital: Ki)  
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loans and then give them a much lower value. In case of bad loans become unable to be repaid, 

the bank has to remove these loans from the balance sheet. This shock has wiped out a 

proportion of bank’s external asset and decreased its net worth. The bank is defined as insolvent 

ailable, an algorithm 

has been developed in which a bilateral, directed and weighted matrix is generated stochastically 

to simulate a plausible interbank network that reflects the real market. Through this matrix, we 

bank but randomly generate its credits with other banks by 

The interbank network is created by N banks, each bank is represented by a node. Each 

and interbank bank assets ��
��. 

The credit relationship between any two banks represents the link, which is weighted by the face 

value of the lending contract. If bank j borrows bank i, this relationship is considered as an 

ink for bank i and as an outgoing link for bank j. A bank could be both lender and 

borrower with different counterparties. As a result, we could generate a bilateral, directed and 
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Figure 2: Interbank linkage illustration 

Assumption 1: the bank’s total asset is the character of the node, which is used to 

determine the link’s existence between nodes and the weight of links. 

The interbank lending relationship between two banks is related to the size of banks 

connected. Bank whose total asset is high (low) is considered as the large bank (small bank). The 

probability to generate a link between banks is proportional to a certain power of their interbank 

assets. In this model, the assumption implies that small and medium banks have tendency to lend 

money to large banks of the interbank system. According to this idea, larger banks would have 

more incoming links than the smaller one. The amount that banks loan money to other banks is 

also determined accordingly to their sizes. A creditor bank would not give the same amount of 

loan for all debtors but different amounts for large and small debtors. 

Assumption 2: constant capital ratio 

In our model, liability side components (liabilities, deposit and capital) are endogenously 

defined by asset side components (interbank asset, external asset). For simplification, we assume 

that every bank in the network have the same level of capitalization. Bank’s capital is defined as 

a fixed proportion of the total asset, so that: 

�� = η��
��� 

We use the following algorithm to initialize the interbank network: The interbank network 

is generated by passing over all possible links and activating number of links, according to the 

probabilities of these links. Banks in the interbank network are not connected to others with a 

uniform random probability but with different and independent probabilities between links. Link 

implies that the bank’s size characteristic determines its ability of connectivity. The probability 

function to define if banks i lends to bank j is represented by [Montagna and Lux 2014]:  

��,�
�� = ���

����
�
���

����
�
 

For this network, we assigned the value α = 1 and β = 0.5 which reflects the disassortative 

behavior of the interbank network. The probability that large banks lend to small banks is much 

larger than the probability that small bank lends to large banks. Small banks are considered less 

trustworthy and tend to have few links to large banks. 
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Figure 3: 

Using Monte Carlo simulation, we randomly pick number of links without r

accordingly to the probability of connectivity and assign that they are active links. The result is an 

adjacency matrix A(N,N) whose element a

lending obligation between these banks. Th

applied to represent how many links one bank has with other banks on average. In brief, we have:

The weight of each link represents the face value of the lending 

another. In this model, we again reflect the assumption that bank size is considered as node’s 

characteristic. It seems natural that large banks are considered more trustworthy and would be 

offered lower interest rate, less borrowin

small banks [George]). 

The weight is simulated by the amount of interbank asset of creditor and the total asset of 

the debtor as well as on the number of incoming links of the creditor. Formally, the loans

link from bank j to bank i is written as:

After assigning the weight for each link, we obtain the bilateral, directed and weighted 
network, which can be represented by an adjacency matrix as follows: 

 

Figure 3: Network initialization process 

Using Monte Carlo simulation, we randomly pick number of links without r

accordingly to the probability of connectivity and assign that they are active links. The result is an 

adjacency matrix A(N,N) whose element ai,j is one if bank i lends to bank j and zero if there is no 

lending obligation between these banks. The parameter average degree of the interbank network is 

applied to represent how many links one bank has with other banks on average. In brief, we have:

����,�

�

���

�

���

= �� ∗� 

The weight of each link represents the face value of the lending contract of one bank to 

another. In this model, we again reflect the assumption that bank size is considered as node’s 

characteristic. It seems natural that large banks are considered more trustworthy and would be 

offered lower interest rate, less borrowing constraints and could approach more credits than 

The weight is simulated by the amount of interbank asset of creditor and the total asset of 

the debtor as well as on the number of incoming links of the creditor. Formally, the loans

link from bank j to bank i is written as: 

��,�
�� = ��,�

����
��

��
���

∑ ��,�
�����

����
���

 

After assigning the weight for each link, we obtain the bilateral, directed and weighted 
can be represented by an adjacency matrix as follows:  

Table 1: Adjacency matrix 

01,1 a1,2 ... a1,N 

a2,1 02,2 ... a2,N 

... ... ... ... 

aN,1 aN,2 ... 0N,N 

 

Using Monte Carlo simulation, we randomly pick number of links without replacement 

accordingly to the probability of connectivity and assign that they are active links. The result is an 

is one if bank i lends to bank j and zero if there is no 

e parameter average degree of the interbank network is 

applied to represent how many links one bank has with other banks on average. In brief, we have: 

contract of one bank to 

another. In this model, we again reflect the assumption that bank size is considered as node’s 

characteristic. It seems natural that large banks are considered more trustworthy and would be 

g constraints and could approach more credits than 

The weight is simulated by the amount of interbank asset of creditor and the total asset of 

the debtor as well as on the number of incoming links of the creditor. Formally, the loans on the 

After assigning the weight for each link, we obtain the bilateral, directed and weighted 
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Each element ��,� in the above matrix represents the debit of bank j toward bank i. The 

main diagonal has zero elements because a bank cannot have credit or debit with itself. The 

interbank liabilities of each bank would be initialized endogenously by summing the adjacency 

matrix by column. Formally, the interbank liabilities of bank i is:  

��
�� = ��

���
��,���

��

∑ ��,�
�� ��

���
���

�

���

 

Since the assumption of constant capital ratio is applied, the deposit would be expressed as: 

�� = ��
��� − ��

�� − �� = (1 − η)��
��� − ��

�� 

3.1.2. Shock and shock transmission 

Impaired loan and portfolio quality ratio 

In our model, we use impaired loans as our baseline measure of a bank’s credit riskiness. 

They represent the amount of bad debt currently in the loan portfolio of a bank. Following BIS, a 

bank should identify and recognize impaired loans when it is probable that bank will not able to 

collect or there is no longer reasonable assurance that the bank could collect all the contractual 

amount of the loan and interest payments. 

To shock this network, we introduce a ratio called “portfolio quality ratio” which is 

obtained by dividing bank’s impaired loan by its external asset. This ratio measures the 

effectiveness of a bank in evaluating the loan and receiving repayments on its loans. The lower 

portfolio quality ratio is, the better quality of the bank customer portfolio. 

Shock initialization 

After constructing the balance sheet of banks, we apply a common exogenous shock hitting 

and withdrawing part or total value of bank’s external assets. This shock would affect number of 

banks simultaneously and lead to knock-on default due to inter- bank linkages and illiquid market. 

In practice, we randomly choose without replacement number of banks in the system, 

according to their portfolio quality ratio and assign that they are shocked. This reflects the 

assumption that banks with higher rate of bad debt become more sensitive to exogenous shocks 

and would suffer defaults in part of their capital. For more detail, given a target of non-

performing loan which is defined as the product of the level of exogenous shock and the total of 

the external assets in the system, we select bank one by one and wipe out a certain proportion of 

these bank’s external assets (the wiping-out rate ) until the sum of the loss assets reaches the 

target of non-performing loan. The wiping-out rate is assumed to be equal for every bank chosen 

to simplify our simulation. If the amount of capital of a bank is negative, that bank is considered 

as insolvent and set into default, that is: 

�� = ��
�� + �� − ��

�� − ��
�� < 0 

Shock transmission 

If the bank’s capital is not big enough to absorb the initial shock, the bank defaults that 

leads to the default on all its liabilities for all the amount. This reflects the assumption of the 
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illiquidity of the interbank market in case of crisis, which was observed by [Wetherilt (2009)] 

that there are fewer interbank lending relationship during the crisis since banks that have deficit 

liquid assets are hard to approach the interbank 

level of reserve and give a high-interest rate. Gai Kapadia (2010) also stated that in the middle of 

the crisis, the recovery rate and the timing of recovery will be uncertain, and bank’s funders are 

likely to assume the worst-case scenario. As we are considering only the knock

defaulted could not do fire sale to meet their obligations and they just passively absorb the 

losses. Therefore, all their liabilities would be set to zero, which lea

creditor’s interbank assets. 

In the second round, if any bank in the system could not fulfill the solvency condition, they 

will be set into default and another round of mark

shocked bank could absorb the loss, it keeps surviving and the shock would not be transmitted to 

other banks. This process is repeated many times until no further bank fails.

By this procedure, the interbank network could be constructed and shocked by the set of 

parameters (η, AD, δ, π), where η 

denotes the average degree of the interbank market, 

denotes the wiping-out rate that bank suffered from exogenous shock. We cou

parameters to compute the comparative statics simulations and briefly comment on the results. 

The algorithm of the shock initialization and transmission is shown by the graph:

Figure 4: 

4. Data and sample characteristic

4.1. Data 

The data for this study comes from Bankscope database, which is produced by Bureau van 

Dijk. We use this database to gather balance sheet data on banks over the period from 2000 to 

2014, including bank’s total asset (

data are obtained at the consolidated level and we do not have data on individual banks bilateral 

exposures due to ownership data requires extra license.
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The algorithm of the shock initialization and transmission is shown by the graph:

Figure 4: Algorithm of the shock procedure 
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The data for this study comes from Bankscope database, which is produced by Bureau van 
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���), interbank asset (��
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denotes the level of the shock and π 

out rate that bank suffered from exogenous shock. We could vary one or two 

parameters to compute the comparative statics simulations and briefly comment on the results. 

The algorithm of the shock initialization and transmission is shown by the graph: 

 

The data for this study comes from Bankscope database, which is produced by Bureau van 

Dijk. We use this database to gather balance sheet data on banks over the period from 2000 to 

) and total impaired loan. These 

data are obtained at the consolidated level and we do not have data on individual banks bilateral 
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In this simulation, we apply the dataset in 2012 for the United Kingdom since   it is the 

most complete one in our database. The coverage rate is 0.98, 0.95 and 0.45 respectively for 

interbank asset, bank’s total asset and total impaired loans. Because the large number of banks in 

the market (177 banks) consumes too much time for simulation, we randomly pick 75 banks 

(nearly half of the population) to create our data sample. 

4.2. Sample characteristics 

This study mainly focuses on comparative statics experiments to explore the effects when 

we vary parameters of market structure then the sample data is used for better illustration of our 

simulation results rather than providing empirical analysis or quantifying systemic risk in the 

UK. As mentioned in the previous section, we apply a constant capital per total asset ratio (η) 

which is computed as the average of the values of the single banks and it is equal to 12%. 

The distribution of total asset and interbank asset in our sample would be represented by 

the density graph. 

Figure 5: Distribution of total asset 

 

Figure 6: Distribution of interbank asset 

The next figure reports the in-degree distribution of interbank network for different level of 

average degree. We observe the evident of power law distribution, which is clearer for lower 

levels of connectivity. This reflects the characteristics of scale-free network and the 

disassortative behavior of this network, in which most nodes have only few links but, by 

contrast, there exist some nodes that are extremely linked. 
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Figure 7: In-degree distribution for different levels of connectivity 

5. Simulation results 

Our simulation of shock propagation would be constructed by the set of parameters (η, AD, 

δ, π). The table below represents the benchmark value and range of variation of the model’s 

parameters.  

Table 2: Summary the values of benchmark parameters and their range of variation. 

Parameter Description Benchmark Range of variation 

η percentage of capital per total asset 12% 6%: 1%: 15% 

AD average degree of interbank market 15 5:5:50 

δ the level of the shock 5% 1% :1%: 10% 

π the wiping-out rate 50% 50% and 100% 

For every set of parameters, we simulate the network in MatLab and calculate the average 

fraction of bank defaulted after the shock propagation for each realization. We repeat this 

exercise for 200 times then take the averages across these realizations. 

5.1. Capital ratio effects 

In this case, we investigate the effect of capital ratio on the average fraction of defaults in 

the interbank network and check how this relationship changes for different levels of shock. We 

run the model for 200 realizations for a range value of capital ratio (η) with different levels of 

shock (δ), keeping other parameters fixed at benchmark value, such that average degree (AD) = 

15 and wiping-out rate (π) = 50%. 

The first graph shows the fractions of default if we wipe out half of the external asset of 

bank shocked initially. In the low level of shock (from 1% to 3%), the fractions of default in 

different levels of capital ratio are indistinct. For δ = 1%, fraction of default is around 18% for 

every capital ratio. Those numbers are roundly 25% and 30% respectively for levels of shock are 

2% and 3%. On the other hand, we observe a phase transition of the fraction of default for higher 

level of shock (over 4%), as the lower capital ratio is, the higher fraction of default that the 

network suffers. This negative relationship becomes clearer for the higher levels of shock. For 

example, when the interbank market is shocked by 10% of the total of the external asset, the 

fraction of default with capital ratio = 6% is 52% which is one-and-a-half times that number with 
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capital ratio = 15%. The reason for this transition behavior could be that: at the low level of 

initial shock, shocked banks could absorb the losses by their net worth even with low capital 

ratio. However, when the exogenous shock increases to a certain level, if banks maintain a low 

level of net worth, they could not absorb the losses and the shock is transmitted to their creditor 

banks, which leads to the significant high fraction of default in this interbank network, compared 

with network whose banks maintain higher capital ratio. 

Another result could be clearly seen that the higher level of shock, the higher fraction of 

default. Besides, the fraction of bank defaulted in the network whose the net worth is low (η= 6-

8%) increases more sharply than the network with the high capital ratio (η = 13-15%). 

The second graph shows the fraction of default of interbank network if every bank shocked 

initially is wiped out all their external asset. As we observe, the difference of wiping-out rate 

does not change the shape of the graph but decreases the fraction of de- fault. This network 

represents a similar contagion pattern but with lower phase transition point. The reason is that if 

bank shocked is withdrawn its external asset, it becomes more sensitive and could be default by a 

very small shock. 

 

Figure 8: Fraction of default with AD = 15 and wiping-out rate = 50% 

 

Figure 9: Fraction of default with AD = 15 and wiping-out rate = 100% 

5.2. Wiping-out rate effects 

As we mentioned above, the increase of wiping-out rate would decrease the number of 
banks defaulted and not change the general trend of contagion. We made the experiment to test 
this effect by running the simulation for 200 realizations, keeping fixed average degree = 15 and 
capital ratio = 12%. 
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We introduce the variable “average bank shocked” (represented by the blue bar), which 
denotes the average number of banks shocked initially by the exogenous shock. According to this 
result, with the same level of shock, the network those wiping-out rate = 100% usually has fewer 
bank shocked initially and fewer bank defaulted after shock propagation. For example, in case that 
the exogenous shock withdraws 5% of the total of external assets, if the wiping-out rate = 100%, 
only 7 banks shocked initially, and 20 banks defaulted on average, while these numbers are 10 and 
26 banks if the wiping-out rate = 50%. In brief, with the same level of initial shock, the network 
those each bank is withdrawn total of its external asset would have fewer banks shocked initially and 
suffer the lower fraction of default than the network those the wiping-out rate is lower. 

Figure 10: Number of bank shocked and defaulted with wiping out rate = 50% 

Figure 11: Number of bank shocked and defaulted with wiping out rate = 100% 

5.3. Connectivity effects 

In the third simulation, we examine the effect of connectivity on shock propagation and 

check how this relationship changes for different levels of shock. Holding capital ratio = 12% 

and wiping rate = 50% as the benchmark value, we vary the average degree of the network and 

level of the shock to calculate the fraction of banks defaulted.  

Figure 12: Fraction of default with capital ratio = 12%, wiping rate 50% 
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The average degree of the interbank network potentially has two distinct effects. Firstly, 

with the same level of shock, the fraction of default of the system with a low level of 

connectivity (AD=5:15) is much higher than that of system with a high level of connectivity (AD 

= 25:35). For example, the network whose AD = 5 would suffer 35% to 50% number of banks 

defaulted when the level of shock varies from 1 to 10%, while only 5% to 30% banks defaulted 

in the network whose AD = 30.     

Secondly, the fraction of default does not decrease linearly when the level of connectivity 

increases. According to the graph, the fraction of default decreases rapidly when AD increases 

from 5 to 20 and seems to remain constant even when AD keeps increasing. As we observe, the 

networks whose average degree are from 30 and 50 have the almost the same the fractions of 

default for the same the levels of shock. This result implies that after the interbank market 

reaches an appropriate level of connectivity, the increase of connectivity does not mean so much 

on the resilience of the system. 

The next experiment increases the wiping-out rate to 100%. The implication of this case 

does not so different from the previous one, but we see that the constant phase starts at lower 

level of connectivity. For all the level of shock, the fractions of default of the networks whose 

AD is 20,25, 30 or 35 are similar. For example, the interbank network could be defaulted by 

around 5%, 15% and 32% if the levels of shock are 1%, 5% and 10% respectively for every level 

of AD from 20 to 50. 

In a low connected network, if a bank is shocked and its net worth is not enough to absorb 

the losses then the large proportion of loss is transmitted to few creditor banks and could lead to 

their defaults in the second-round. On the other hand, if the bank shocked is default, it could 

transmit its loss to many creditor banks. Each bank could absorb a small proportion of loss by its 

own net worth and still alive. However, when the interbank market reaches a level of high 

connectivity, loss is shared to many banks that could totally absorb it, then even number of banks 

connected keep increasing, the fraction of bank defaulted remains unchanged. 

 

Figure 13: Fraction of default with capital ratio = 12%, wiping rate 100% 
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This result is totally opposite with the view of Nier(2007)“contagion is a non-monotonic 

function of the level of connectivity. When the level of connectivity is low, an increase in the 

number of links increase the probability of risk transmitted. However, when connectivity is 

already high, an increase in the number of links decreases the number of banks defaulted” since 

Nier assume that the losses could be absorbed by not only the bank’s net worth but also the 

interbank liabilities and bank’s deposit. 

5.4. Connectivity and capital ratio 

In the last experiments, we investigate how the combinations of connectivity and capital 

ratio affect the resilience of interbank market for different levels of shock. Results of this 

experiment give us an idea of optimal solutions that could be applied when the interbank market 

suffers small, medium or large exogenous shock. There are five levels of shock: 1%, 3%, 5%, 

7% and 10%; and banks shocked are withdrawn half of their external assets.  

As we observe, in case of small shocks with δ = 1%, the fraction of default of the network 

depends greatly on the level of connectivity, not the capital ratio. The network that maintains a 

sufficiently high level of connectivity and not too low net worth would suffer less loss after 

shock propagation. 

For higher levels of shock, we find out that it exists a range of combination in which the 

network would suffer less loss. The optimal ranges in these four cases have the same range of 

connectivity (with AD is from 30 to 50) but differ in the capital ratio. The sufficient level of 

capital per total asset should be over 8%, 10%, 12% and 15% respectively for the network that 

was shocked by 3%, 5%, 7% and 10% of total of external assets. This result thus suggests that 

the level of net worth and level of connectivity could interact in a way that leads to sharply 

increase or decrease the probability of shock transmitted. With a low level of exogenous shock, 

keeping a sufficiently high connected market could assure the resilience of network. However, 

facing a higher level of exogenous shock, the interbank market must maintain a high level of net 

worth to withstand shocks. 

 

Figure 14: Fraction of default with level of shock = 1% 
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Figure 15: Fraction of default with level of shock = 3% 

 

Figure 16: Fraction of default with level of shock = 5% 

 
Figure 17: Fraction of default with level of shock = 7% 
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Figure 18: Fraction of default with level of shock = 10% 

6. Conclusion 

In this study, we investigate the effects of the interbank market structure on the resilience 

of this market and the empirical data of United Kingdom’s interbank market in 2012 is applied 

for illustration. Some parameters of the interbank network and of the exogenous have been 

applied in the experiment to examine the level of risk contagion that network would suffer in 

different cases. Differently from the growing body of literature on this topic, the initial shock 

that network suffered would happen in many nodes simultaneously instead of single one. In 

another word, we apply a common exogenous shock hitting and withdrawing part or the total 

value of some bank’s external assets. The banks shocked were chosen according to its portfolio 

quality ratio, which is obtained by diving bank’s impaired loan by its external asset. The banks 

with a high level of impaired loan would be more sensitive to the exogenous shock. The results 

obtained by the simulations have extended the following conclusions. 

Firstly, we found that the increases in capital ratio decreases the fraction of default. We 

also observe a phase transition that at a low level of shock, the increase or decrease of net worth 

does not change the fraction of default. The negative relationship would become more significant 

at the higher level of shock. Our results suggest that the adjustment of net worth is only 

necessary if the market suffer a considerable level of shock. 

Secondly, high levels of connectivity could reduce the fraction of default due to risk 

sharing and this effect is non-linear. For a low interconnected network, the fraction of default 

decreases sharply when the level of connectivity increases. However, when the interbank market 

reaches an appropriate level of connectivity, the fraction of default remains constant even when 

level of connectivity keeps increasing. This result against the view of “too connect to fail” that 

presented in Nier(2007) and many recent literature. This difference could come from the shock 

mechanism or the heterogeneous data. 

Thirdly, given a level of shock, the network whose shocked banks are withdrawn total of 

their external assets would suffer less risk of contagion, compared with the network whose shock 

banks are withdrawn half of their external assets. This result is observed in almost levels of 

connectivity and levels of capital. 
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Finally, for each level of initial shock, it exists a range of combination between levels of 

connectivity and levels of capital that minimize the risk of contagion. These range share the 

similar range of average degree but differ from the levels of capital. 

This study gave a simple model to evaluate risk of contagion in the interbank market and 

could be developed to provide some useful implications for policy makers. The empirical 

analysis of the United Kingdom interbank market could be applied in some countries with 

similar market structure by verifying some necessary assumptions. In the future, we would try to 

extend the model by collecting the bilateral exposures between banks and relaxing some 

assumptions of randomly choosing banks shocked and interbank network behavior. 
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Abstract This paper examines the lead-lag effects of stock return of six Southeast Asian 

countries including Indonesia, Philippines, Singapore, Thailand, Malaysia and Vietnam to 

Vietnam stock market in the period from 2001 – 2017. By applying Johansen cointegration, 

Impulse Response Function, variance decomposition and Granger causality test for weekly time 

series data, the results show that ASEAN countries have a certain lead-lag effect on Vietnam 

stock market and its lag effect is from 3 to 4 weeks.  

 Keywords: stock return, stock market, lead-lag effects. 

 

1. Introduction 

After more than twenty years of establishment and development, Viet Nam’s stock market 

has become an important capital mobilization channel in the economy. The domestic economy has 

many signs of positive growth, opening up many opportunities for investors to invest in the stock 

market. VN-Index broke the old peak of 2007, closing at its highest at 1,204.33 points on April 9, 

2018. By the end of the first quarter of 2018, the market capitalization reached 4.16 trillion VND, 

equal to 82 percent of the country’s total GDP, the growth rate stood at 19.33 percent from the end 

of last year. Viet Nam was ranked as the third best performing market in the world with an average 

increase of 46 percent in 2017 (State Securities Commission of Vietnam, 2018). 

However, the stock market is very potentially risky. After reaching its peak in the first 

quarter, the VN Index dropped sharply in the second quarter and was one of the gloomiest 

market in term of decline, ranking second in the Asian region (after the Philippines), with a 

20.22 percent decrease. In the trading sessions on July, the market continued to fall and has 

been fluctuating around the level of 900 points. (State Securities Commission of Vietnam, 

2018). Historical statistics recorded under the impact of the global economic crisis in 2008, 
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VN-Index has fell deeply and lost 80 percent value for only two years after reaching the peak 

in March 2007. 

It is said that securities are an attractive investment channel but also contains many risks. 

Therefore, investors are not only concerned about the rate of return but also pay special attention 

to forecasting and risk management. 

In the context of globalization today, the deep integration of economies enhances cross-

border interactions and interdependence between countries. Thanks to this, financial systems in 

countries in the world have dependence and interaction on each other. Studying about the 

correlations of the rate of return between stock markets provides investors more information to 

forecast stock price changes as well as to have a suitable portfolio diversification strategy, from 

that help increase profitability and reduce risk when investing in the stock market.  

In recent years, Vietnam has been increasingly integrated into the regional and global 

economy through the participation international trade and financial agreements. Participation in 

the ASEAN Economic Community (AEC) on December 31, 2015 promotes free investment and 

free capital flows between Southeast Asian countries and strengthen regional financial 

integration. 

There have been many studies on the relationships among the indices of developed stock 

markets in the world such as the US, Japan, China and Singapore. However, there is still 

relatively a few research papers on the relationships among developing countries, particularly in 

Southeast Asian region.  

Therefore, this paper was conducted to examine the relationship between the Southeast 

Asian countries stock markets to Vietnam stock market through the regression analysis of the 

stock returns in these countries. In particular, if Southeast Asian stock markets are highly 

integrated with Vietnam stock market, a shock in these stock markets will transmit to the stock 

market in Vietnam. Investors can forecast risks based on the analysis of volatility in Southeast 

Asian stock markets and have more appropriate investment decisions.  

The paper is organized as follows: Section 2 provides the literature review, Section 3 

describes data and presents the research design. The empirical results are discussed in Section 4. 

In the last section 5, the paper’s findings and the paper’s limitations for future research 

possibilities are given. 

2. Literature Reviews 

There have been many studies on the correlation between the indices of different stock 

markets on a world-scale. Malliaris and Urrutia (1992) detected the reliable proof of causality 

relationships between leading stock markets of the international market via analysing lead-lag 

relationships of six major stock indexes including Nikkei (Tokyo), Hang Seng (Hong Kong), 

S&P500 (New York) , Straits Times (Singapore), FT-30 (London) and All Ordinaries (Australia) 

for the period of time pre and post of the October 1987 market crash. 
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Likewise, Masih et al. (2009) used the pre-and post this market crash samples with a 

variety of econometric methodologies including not only unit root testing, cointegration but also 

vector error-correction modelling (VECM) and forecast error variance decomposition (VDC) 

analysis to examine the dynamic linkages and the transmission mechanism of major international 

stock markets. This research provided the empirical findings of existing an interaction among 

stock markets and explaining shocks across markets. 

In the same line of research, Oliveira and Medeiros (2009) considered whether the up and 

down movements of stock prices in the U.S stock market (NYSE) caused the same those in the 

Brazilian stock market (Bovespa) with the data of CMA system involving Dow Jones DJIA 

(Dow Jones Industrial Average) and Ibovespa (Bovespa Index). The research discovered there 

are lead-lag effects between the NYSE and Bovespa. Therefore, this result also provides the 

possibility of abnormal gains from arbitrage, considering the trade-off of transaction costs. 

To analyze the flow of information, Kofman and Martens (1997) examined the relationship 

between the New York stock markets and the London’s future indices. The results showed that 

there was the lead-lag effect between them, in which the U.S market was predominant over the 

British market, except for a few reverse cases. They also suggested that a few minutes after a 

price increase in the New York, there is likely to be gain with considering transaction costs if a 

future trading deal in the London exchange is acquired. 

In another study of the lead-lag relationship between spot and futures prices, Brooks, Rew, 

and Ritson (2001) used different time series models to analyze the data of ten-minutely 

observations of the indices of the 100 most highly capitalized enterprises listed on the London 

Stock Exchange from June 1996 to 1997. The authors confirmed that there is the existence of the 

relations between two these prices of the FTSE 100, i.e. the futures returns were likely to lead 

the spot returns. Additionally, they also attempted to design an effective arbitrage strategy from 

this relationship, where existing in parallel transaction costs and slippage times. 

The last decade witnessed a considerable increase in the level of correlation in 

international financial markets. This change has threatened to the stability of the financial market 

because the degree of correlation is likely to reduce the effectiveness of the diversification of 

investment portfolios. Using highly frequency observations of stock returns at NYSE in the 

timeframes of 2001-2003 and 2011-2013, Chester et al. (2015) detected that the intraday 

correlation changed significantly over these periods. Especially, the presence of a stronger 

couple between lagged cross-correlations of returns and auto-correlations appeared at the end of 

the trading date. This research provided one empirical finding of the likelihood of financial 

spillover risk as well as suggested policy implications to portfolio management. 

Stuart et al. (2007) developed the model introduced in 2006 by Cappiello et al. to examine 

the correlation in the worldwide equity market. The study used the data of weekly stock returns 

from the US index, European index and 13 Asia-Pacific equity markets in the period from 

03/01/1991 to 28/12/2006. As a result, they also confirmed that there was a considerable 

difference in dynamic correlation among markets through this timeframe. The authors explained 
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the important reason that caused the conditional correlation is asymmetric information in 

international financial markets. 

To analyze the relationship among the stock market of the member countries of the BRIC, 

Tonin et al. (2013) collected daily frequency data of stock market indexes in India, Russia, 

China, and Brazil over the period from 01/03/2004 to 30/03/2012. The research suggested there 

was a lead-lag effect between the Brazilian stock market and other stock exchanges in during the 

pre and post of the financial crisis, with the magnitude of the lead effect is about two days. 

The recent performance of the Vietnamese stock market helps to attract investments from 

other countries around the world. Employing the empirical evidence of previous related research, 

we use several additional different econometric methods like Vector Error Correction Model 

(VECM), Impulse Response Function (IRF), the Granger causality test to examine the case of 

the Vietnamese stock market. 

3. Research Design and Data 

3.1. Research Design 

We use descriptive statistics to ensure that the data is meaningful and relevant. Then, we 

began to check for stationary and cointegration in the pairs of data. Next, selecting the optimal 

level to ensure appropriate variable lag is used in the research model. Based on cointegration and 

appropriate lag, we used various estimation methods such as the Vector Error Correction Model 

(VECM), Impulse Response Function (IRF), the coefficient of variance decomposition and the 

Granger causality to test the spread of the rate of return between the stock markets of ASEAN 

countries to Vietnam. Steps are as follows: 

In time series analysis, the OLS method has many disadvantages because of the need for 

stationary of data series. If the regression of non-stationary would easily have to spurious 

regression, so we used VECM. This is a model that allows the regression of non-stationary 

variables but has a cointegration, which is very consistent with the variables selected in the model. 

Step 1: Stationarity test 

Because variables in the model are time series data, they are often unstable and therefore to 

perform this test to ensure that the variables are stationary, to ensure the stability and correctness 

of the model in long-term, avoid spurious regression. Therefore, we used unit root tests - 

Augmented Dickey-Fuller (ADF) to test for the stationarity test. For time series were non-

stationary, we had their differential will be taken until the data stationary before being used in 

the model. Determine the optimal lag of the model by applying the VAR model to the initial data 

series of the variables. 

Step 2: Cointegration test 

Regression of non-stationarity time series often spurious regression. However, Engle and 

Granger (1987) suggest that if the linear combination of non-stationarity time series can be a 

stationarity time series and non-stationarity time series to be cointegration. The paper used 

Jonasan's Varsoc method to test. 

This test is intended to limit spurious regression when examining whether or not the 
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long-term relationship exists between variables to ensure the suitability and stability of the 

research model. 

Step 3: Estimation 

After the cointegration tests have been performed, if the series has a long-term 

relationship, i.e. at least one cointegration, VECM is used to analyze both long-term and short-

term relationships of the variables in the model. Next, the Granger causality test to see about a 

causality relationship between the variables in the model. 

Step 4: Analyze Impulse Response Function and variance decomposition 

The results of the analysis will serve as a basis for we give the policy implications. 

3.2. Data 

The data used in the research is the weekly rate of return for 17 years from 2001 to 2017, 

beginning in the first week of 2001 and ending in the 52nd week of 2017 in six countries of 

South East Asia includes Indonesia, Philippines, Singapore, Thailand, Malaysia, and Vietnam. 

After collecting data from the stock websites of Vietnam and Thomson Reuters for the others, 

we removed the non-traditional weeks or peripheral observations (very large or very small 

values in the dataset due to abnormal transactions) to ensure consistency and ensure consistent 

and unbiased data. We used the rate of return stock express the stock market of these countries 

includes Indonesia, Philippines, Singapore, Thailand, Malaysia and Vietnam, in turn, the VN 

Index, the SET Index, the FTSE Straits Times Index, PSE Index, FTSE Bursa Malaysia KLCI 

Index, Jakarta SE Composite Index.  

Table 1: Introduction of the raw data is compiled in the research paper 

Country Data Time Source 

Indonesia 
Weekly rate of return of The Jakarta Stock Exchange 
(JKSE)  

From January 5, 2001, 
to December 29, 2017. 
Specifically, from 2001 
to 2017, starting from 
the first week of 2001 
(January 5, 2001) and 
ending with the 52nd 
week of 2017 
(December 29, 2017).  

Adjusted data from 
Thomson Reuters 

Malaysia 
Weekly rate of return based on The FTSE Bursa 
Malaysia Index (KLCI)  

Philippines 
Weekly rate of return of The Philippines 
Stock Exchange Index (PSEI)   

Singapore 

 

Weekly rate of return based on The Singapore Stock 
Market Index (STI) 

Thailand 
Weekly rate of return based on The Stock Exchange 
of Thailand Index (SET) 

Vietnam 
Weekly rate of return of The STI Index The  Ho Chi 
Minh Stock Exchange (HOSE) 

This research uses the weekly rate of return of the stock is given by: 

��,� = ��
��,�

��,���
      (1) 

where Ri,t: rate of return of stock i at week t; pi,t: closing price of stock i at the end of 

week t; pi,t-1: closing price of stock i at the end of the week (t-1) 

Rate of return of the stock index is calculated according to the closing price of the stock 
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(the adjusted closing price of the Friday, if there is non-transaction on Friday, of the Thursday, 

and if there is non-transaction on Thursday, be ignored) week t and week (t-1). 

4. Results and Discussion 

4.1. Descriptive Statistics Data 

Table 2: Descriptive Statistics Statistics variables 

Variable Obs Mean Std. Dev Min Max 

Indonesia 884 0.0031117 0.0302023 -0.2329710 0.1158693 

Philippines 884 0.0019730 0.0281833 -0.2015409 0.1618463 

Singapore 884 0.0005902 0.0254666 -0.1646836 0.1532054 

Thailand 884 0.0020567 0.0281990 -0.2666136 0.1075165 

Vietnam 884 0.0020480 0.0406831 -0.2027842 0.1570009 

Malaysia 884 0.0010420 0.0179341 -0.1144834 0.0665297 

According to descriptive statistics, rate of return of the stock markets are relatively 

consistent with the realities and there are not transaction biased estimates, which makes the 

estimated results unbiased estimator. Therefore, we are fully confident and able to carry out 

estimates for our research purposes. With all research data of 884 observations, we commented 

to ensure that the baseline conditions of the estimation were based on time series. 

4.2. Stationarity test 

Table 3: Results of unit root test of variables in the Dickey-Fuller method 

Variable 
Root level 

t-statistic probability 

Indonesia -30.679*** 0.0000 

Malaysia -27.429*** 0.0000 

Philippines -31.307*** 0.0000 

Singapore -29.528*** 0.0000 

Thailand -28.465*** 0.0000 

Vietnam -24.291*** 0.0000 

With *, **, *** meaning level of significance 10%, 5% và 1% 

As shown in Table 03 above, all data is stationarity at the root level when p-value is less 

than 1%. Thus, we undertake the next steps statistical estimator. 

If the time series is stationarity at level 0, according to Asteriou (2007), the time series 

cannot be cointegration or causality in a long time, VAR model will be applied to Granger 

Causality Test.  

Suppose, estimate the level of the VAR (p) model for a vector is rank (n x 1) Yt 

With t from 1 to T and Dt is the definite term 

�� = Φ�� + Π����� + ⋯ + Π����� + ��      (2) 
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Thus the VAR (p) model will be stable when:

������ − Π�� − ⋯ − Π��
�

There are all solutions except unit tests. If there are solutions on the There are all solutions except 

unit tests. If there are solutions on the unit test of (3), all variables Yt and I (1) will have cointegration. 

Therefore, the original VAR model estimate Granger's causa

of cointegration VAR models is not clearly estimation. So the cointegration test ensures no long

equilibrium relationship, there are only temporary short

test limits the spurious regression when examining whether or not the long

the variables to ensure the suitability and stability of the research model.

4.3. Cointegration test 

Table 4: Results of the cointegration test of variables

Variables Trace Statistic

VN – Indonesia 231.8845 

VN – Malaysia 229.5643 

VN – Philippines 238.8188 

VN – Singapore 231.4098 

VN – Thailand 239.1625 

Based on the Johansen cointegration test, the variables in the research model were no 

cointegration, suggesting that there was no long

same time, we selected the appropriate level for subsequent estimates in our paper.

4.4. Impulse Response Function

Figures 1 to 5 show if a shock occurs in other markets in South Asia that have a different 
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Table 5. Results of variance decomposition Vietnam  

with Indonesia, Malaysia, Philippines, Singapore and Thailand 

VN – VN Indonesia – VN 

0.996414 0.003586 

VN - VN Malaysia - VN 

0.998936 0.001064 

VN - VN The Philippines - VN 

0.99919 0.00081 

VN - VN Singapore - VN 

0.991172 0.008828 

VN - VN Thailand - VN 

0.995221 0.004779 

Based on the variance decomposition, the shocks of Southeast Asian markets only explain 

a part of the volatility of the Vietnamese stock market (from 0.1% to 0.4%). It is relatively easy 

to understand that the Vietnamese stock market is largely influenced by developed countries or 

the countries financial openness to Vietnam. In particular, Vietnam's stock market is often 

affected by shocks from markets such as the United States, China more than ASEAN countries. 

These effects occur in time with the delay selected by the author's group for optimum lags from 3 

to 4 weeks.  

4.5. Granger Causality Test 

Table 6: Result of Granger causality test  

 Chi 2 P value 

VN-Indonesia 10.315 0.006*** 

Indonesia-VN 1.1552 0.561 

VN-Malaysia 3.239 0.198 

Malaysia-VN 6.9882 0.030** 

VN-Philippines 4.3416 0.114 

Philippines-VN 1.4284 0.490 

VN-Singapore 14.935 0.001*** 

Singapore-VN 0.87432 0.646 

VN-Thailand 5.0781 0.079* 

Thailand-Vietnam 3.2954 0.192 

With *, **, *** meaning level of significance 10%, 5% và 1% 

Based on the results of Granger causality of the variables, that only the stock Malaysia 

market was responsible for the volatility of the Vietnamese stock market at the level of 

significance 5%. The remaining statistically significant results are in the opposite direction (i.e., 

Vietnam is the cause of changes in the stock. 
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5. Conclusion 

The paper provides empirical evidence of the return lead-lag effects of Southeast Asian 

stock markets to Vietnam stock market through using weekly time series data of six Southeast 

Asian countries including Indonesia, Philippines, Singapore, Thailand, Malaysia and Vietnam in 

the period from 2001 to 2017. 

Johansen cointegration test is adopted to investigate the relation between Southeast Asian 

returns and Vietnam return. The result indicates that there was no long-term relationship between 

markets. In the short- run, it was pointed out that short-term shocks in Southeast Asian countries 

affect the volatility of Vietnam return. The results from Impulse Response Function imply that 

South Asian stock markets have a lead-lag effect on Vietnamese stock market with the lag from 

3 to 4 weeks. However, if based on the variance decomposition, the random shocks of Southeast 

Asian markets only explain a little part of the volatility of the Vietnamese stock market. 

There was a lag effect of return spillover among stock markets is due to information 

asymmetry and the efficiency of transmission channels. Furthermore, Vietnamese stock market 

is largely influenced by developed countries such as the United States, China more than ASEAN 

countries.   

This finding also suggests policy implications for international investors in forecasting, 

managing risk and increasing return on investment. Specifically, investors in the Vietnamese 

market can forecast risk based on the analysis of volatility in Southeast Asian returns and reduce 

the risks by diversifying the portfolio. Moreover, investors also increase their return through 

arbitrage in the international stock market based on lag effect of the shocks. 

However, the limitation of this paper is only focuses on examining the return lead-lag effect 

from Southeast Asian stock markets to Vietnam stock market.  The weight effect of these markets to 

Vietnam in each period is not yet investigated. Moreover, other factors such as economic crisis, the 

volatility of exchange rates may have effects on Vietnam stock market. Therefore, in further 

researches, we will apply Copulas and Time-varying Copulas technique and give some control 

variables in the modelling to clarify the correlation of stock returns in ASEAN markets. 
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Abstract: Women’s financial knowledge generally has been approved to be more 

inadequate than men’s knowing due to many of deferent researches. This inadequacy is 

significant in rural areas where women are inability to reach to advanced technologies helping 

to save time and modern infrastructure enabling them to promote their capacity. In addition to 

the shortage of financial knowing, these situations make them become unconfident in making 

financial and others daily decisions. Based on group interviewing women who live in rural 

Northern Vietnam, this paper investigates the reasons that make Vietnamese rural women’s 

knowledge to be inadequate including the lack of sharing financial information among family 

members, inability to have access to fomal financial information, difficulties in finding financial 

advice when needed and their unstable sources of income.          

Keywords: Finance, women, rural area, financial knowledge.  

 

1. Introduction 

Accounting for a half of population, women contribute two – third working hours of all 

workforces. In Vietnam, the nationwide female workforce has been 26.2 million people in which 

about 44 percent has been working in agricultural sector with typically more women than men in 

rural areas of Vietnam (Thu Suong, 2018). Female workers have played crucial role in 

agricultural production. Thus, they have been contributing significantly in economic and social 

developments, particularly in agriculture – based nation like Vietnam. However, female workers 

only earn one – third of total income and own less than one – tenths of total assets in the world     

(Atkinson and Messy, 2012). This means that women’s financial position has been dangerous. 

So do Vietnamese women. According to Pattanaik (1997), there are three key factors impact on 

rural women’s position including (i) an economic factor reflected by participating in income – 

earning activities, (ii) individual characteristics reflected by education level and health; (iii) their 

participation in political and social activities. Apart from physical health, education level 

represents the amount of knowledge that women have been acquiring will impact significantly 

on their ability to take part in income – earning activities. Unlike knowledge about society, 

family, health that women could learn from anybody around them, their knowing accumulation 

about finance may not be simple, especially rural women. They are restricted to reach to 

financial knowledge due to many of reasons such as culture backgrounds, family and personal 
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ability. This paper’s purposes are to review previous viewpoints about women’s financial 

knowledge and to conduct preliminary survey the relevance between those viewpoints with 

financial knowledge situations of women living in the countryside of Northern Vietnam. 

2. Literature review on women’s financial knowledge 

Financial knowledge is one of three elements set up the term of financial literacy which is 

defined as knowledge, attitude and behavior in order to make efficiently financial decisions and 

finally achieve personal well-being for each individual (OECD, 2011). Many experienced 

evidences revealed the positive impact of financial knowledge on financial attitude and behavior 

and at last on each of the family’s well-being. Clearly, individuals whose adequately financial 

knowledge might be good at planning budget, saving funds and controlling spending (Moore, 

2003; Perry and Morris, 2005); repaying mortgages and others loans (Campbell, 2006; Lusardi 

and Tufano, 2009); taking part in financial markets (Van Rooij, Lusardi et al., 2007; Christelis, 

Jappelli et al., 2010); making retirement financial plan (Lusardi et al., 2007); and ultimately 

achieving success in wealthy accumulation (Stango and Zinman, 2009). Along with financial 

attitude and behavior, financial knowledge has close attachment to some of key fields involved 

in each of family’s well-being. Especially, the bread-winner’s financial knowledge has approved 

to be positively correlated with the family members’ mental and physical health and their 

children’s education level (Kessler and Neighbors, 1986; Shanks and Danziger, 2010).  

Previous researches have pointed out several women’s financial knowledge viewpoints as 

follows:  

Firstly, women have lower level of financial knowledge than men. This is the popular 

viewpoint which had discovered through short finance tests being done in the developed and 

developing countries as well. This finding is not true to adults who the collection of their 

knowledge is influenced by many factors such as their families, jobs, social relationships, but to 

the teenagers. At under the age of 22, men had more number of true answers involved in finance 

matters than women’s answers. Females who are poor and have lower education levels were 

proven to have the lowest financial knowledge. In almost countries, there were little differences 

between man and women due to marital status. The married women’s financial knowledge was 

alike to divorced and single women. This means that different women in different marital status 

do not get their financial knowledge from their partners or husbands, but from their schools and 

others communities.  

Secondly, women seem to be less confidence than men in their financial knowledge and 

their ability of solving complicated finance matters. Females appeared to be aware of their 

inadequate financial literacy. Bucher-Koenen et al. (2011), Lusardi and Tufano (2009) declared 

that women depreciated themselves in comparison with men as they asked for their financial 

knowledge. Chen and Volpe (2002) found that young women assessed themselves obtaining less 

knowledge than men of the same age. Again, women’s confidence in financial skills and 

knowing appeared to be more modest than men’s. They answered “not know” to financial 

questions more significant than men within financial tests in many different countries (Alessie et 

al., 2011; Almenberg and SäveSöderbergh, 2011; Bucher-Koenen and Lusardi, 2011; Klapper 
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and Panos, 2011; Sekita, 2011). Due to modest self – assessment, females tend to less confident 

than men in their finance matters’ inabilities. The research campaign named “Understanding 

money” conducted in Australia in 2008 Australian Government and Financial Literacy 

Foundation (2008) highlighted that women are highly confident in their ability to daily budget, 

such as day-to-day spending plan, savings, and loan repayments. However, they are less 

confident in taking about more complicated matters like investing, dealing with language of 

money and ensuring enough money for their retirement. When women actually found their 

limitation in financial knowledge, they might become more careful in their financial behavior. 

Yet, importantly, the combination between the lower knowledge and less confident also 

represents that women have little ability to encounter with finance matters, to catch investment 

opportunities and other income – generating activities. Women’s investment portfolio after 

carries the portion of highly safe assets greater than men’s portfolio. Thus, Jianakoplos and 

Bernasek (1998) had concluded that women do not like risk. Above viewpoints point out that on 

one hand, women’s restriction in finance risks plus their low self-confidence in financial skills 

may lead to decline profitability generated from investment chances in financial markets. On the 

other hand, their dislike to risks seems to be safe behavior in order to protect them against losses 

or financial frauds. 

Thirdly, in spite of having lower levels of financial knowledge, women are more likely 

than men in managing short-term budget involved in their daily money Australian Government 

and Financial Literacy Foundation, 2008; McKay, 2011). Females are more likely than men in 

counting account balances, estimating household spending and making plan to acquire costly 

items (Nibud, 2012). To meet the living costs, women tend to increase savings while men try to 

look for other incomes. Despite having better ability in short-term financial management, survey 

conducted by Atkinson and Messy (2012) revealed that women have had many difficulties in 

cover their day-to-day living expenses in some countries (i.e., Armenia, Germany, South Africa, 

etc.). Women cannot meet their daily needs because of (i) arising many of unexpected costs (e.g. 

childcare) make them decline in saving, (ii) having lower financial knowledge and (iii) earning 

lower income. In fact, the last reason occurred because women are less likely than men to engage 

in working activities to improve their income. Taking time in caring of children and the older, 

culture backgrounds and limited education level are restrictions them in participating these 

activities. So, they has chosen to save spending, particularly their personal costs, in order to 

make end meets.  

Fourthly, the portfolio of financial products used by women is significantly different from 

men. While males tend to engage in banking transactions such as demand accounts, bank cards, 

etc. more than women. This fact is popular in developing and emerging economies (Atkinson 

and Messy, 2012) but there are no significant differences in developed nations. Similarly, for 

investment activities, women have held less bonds, shares, fund certificates than men (European 

Commission, 2012). Again, for the same financial products, females typically have carried less 

risky products than men (Westaway and McKay, 2007). Importantly, women are less likely in 

choosing their appropriate products. One of the main reason for above women’s financial 

behavior stems from their lower financial understanding. 
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Finally, women’s level participation in income generating activities has been proven to be 

positive impacts on enhance their financial understanding (Chaudhary, 1975; Rao, 1996; 

Pattanaik, 1997). Clearly, when a person gets adequate knowledge, he or she is more willing than 

others to work in order to make income. So do women. Some reports of women’s lending 

programs revealed that women who directly lend money will be provided a range of knowledge 

including how to manage the daily money and control to repay the loans effectively. This results 

in improving the women’s position in family and social community by making sound decisions. 

In spite of enormous advantages of taking part income generating activities, there are many 

obstacles arisen to prevent women from these activities. Most women spend much of their adult 

lives in continuous cycle of pregnancy, child birth and child dependency. In each family, the sole 

responsibility of the child’s health, food and clothing tends to rest with the mother. Moreover, 

lacking education, training and experience are also the barrier that hinders women to participate 

economic activities (Rao, 1996; Pattanaik, 1997).         

3. Preliminary research on the financial knowledge of Vietnamese women who have 

been living in the rural Northern Vietnam 

In order to initially assess the above viewpoints’ relevance to Vietnamese women, the 

author conducted group interview to collect primary data. Questions used in interviews focused 

on assessing Vietnamese women’s knowledge and finding out determinants of this issue. The 

scope of this research is the issue of rural women’s knowledge in Vietnam. The term “rural” is 

defined in The Constitution of the Socialist Republic of Vietnam, which was passed on 

November 28, 2013.  

Focus groups were conducted with 60 respondents living in 4 Northern districts such as 

Thanh Mien, Que Vo, Nghia Hung and Dai Tu (in Hai Duong, Bac Ninh, Nam Dinh and Thai 

Nguyen provinces respectively). In each district, 2 groups were held with 7 to 8 women each 

group. Respondents of each group were gathered in a specific location. Author (also the 

interviewer) not only wrote all respondents’ points but observed their attitudes, behaviors and 

expressions for changing the way to make questions.  This activities were took place from the 

March 2018 to May 2018. Moreover, interviewer tried to ensure the equal position among 

participants to reduce the effects of different education levels, income, etc. among them.  

○ Information on rural women’s financial knowledge 

To collect information on women’s financial knowledge, the question was as follows:  

“When it comes to your knowledge about managing your money and financial matters how 

you will rate yourself on a scale of one to 5 (from Very well informed to Not at all informed?”  

Women were asked to rate themselves on scale from 1 which is a high level of financial 

knowledge to 5 which is a low level of financial knowledge. The general result was that majority 

of women in the survey sample rated their financial knowledge poorly. 52 (86.67%) ranked their 

money management as being 4 or 5 (the top two levels). Some respondents expressed they felt 

scare or uncomfortable as talking about money. In order to make clarification in the case of the 
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respondents were so modest or shy that might affects their answers, the interviewer encouraged 

women in groups to share more about this point through making some questions about their 

financial understanding. The following table details how women get financial understanding.  

Table 1. How women get financial understanding 

No Financial matters 
Results 

Not at all informed Informed Well informed 

1 The purpose of savings deposits 0 43 17 

2 The proceeds received from putting 
money into banks in the form of 
savings deposits 

0 57 3 

3 The purpose of demand deposits 13 42 5 

4 The meaning of deposit interest rates 26 19 15 

5 The purpose of holding securities 
(bonds, shares, etc.) 

49 8 3 

6 The purpose of holding bank cards 
(debit cards, credit cards, etc.) 

52 1 7 

7 The conditions of borrowing funds 
from banks 

16 23 21 

8 Types of collaterals secured for loans 
made by banks 

0 58 2 

9 The purpose of insurance services 32 21 7 

Above results show that women in survey sample are informed about collaterals banks 

accept as lending funds (100%), the proceeds received by making deposits money into banks 

(100%), the purpose of deposits such as savings (100%) and demand deposits (78%). Yet, few 

females are well informed about these matters. The maximum proportion is 35% women of total 

respondents who are good at types of collaterals required by banks. 87%, 82% and 53% of 

women in survey groups said they did not know about banks cards, security investment and 

insurance services respectively. This means that a large number of women have less knowledge 

of complicated financial services.  

○ Reasons result in low financial knowledge of rural women 

 Ways rural women used to acquired financial knowledge  

The respondents also asked for the ways used to get knowledge. Women have acquired 

financial knowledge in various ways: 76% women said by communicating with others around 

them such as their friends, neighbors, husbands, partners, etc; 46% women have learnt by 

themselves because they demand for using those services; 23% women have gotten knowing via 

mass media such as television, magazines, etc. Importantly, 59% women in the total of 46% 

learning by themselves expressed that they had to acquire money information in order to 

“survive” after being suffered unexpected life events and crisis such as divorce and separation, 

dangerous illness of self or others, death of husband or others, significant debts. Interestingly 

survey result indicates that a minority of women (5%) went to financial service providers 

(commercial banks, Vietnam bank for social policies) to ask for information when needed. 
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Above results represents that rural women generally look for financial information from some of 

spreading information sources rather than from official and confident sources.  

To understand more deeply what causes lead to the rural women’s low financial 

knowledge, the focus groups were required to make their assessments for financial services’ 

information issued by official financial services providers. For the requirement “How easy the 

information involved in financial services provided by banks and other financial institutions to 

read and understand?” women were asked to rate themselves on scale from 1 which is very easy 

to read and understand to 5 which is extremely difficult to read and understand. The results are 

as follows: 

Table 2. Assessment for financial information 

1 2 3 4 5 

1 (1.6%) 5 (8.3%) 11 (18%) 17 (28.3%) 17 (28.3%) 

OR I wouldn’t know because I never read them 9 (15%) 

56% women of respondents rated their assessment as being 4 and 5 (the last two levels), 

but only 6 (9.9%) rated as the top two levels. This means that the large proportion of rural 

women feel financial information issued by official institution make them difficult to read and 

understand. Several women even expressed they felt ashamed, felt themselves “stupid” 

because they cannot understand anything but others can. Many of the information are not in 

language that is easily understood or that relates to women’s experiences. The survey also 

revealed that rural women who thought financial information was very easy to read and 

understand (1.6%) have used financial services such as savings, loans provided by Vietnam 

bank for social policies. They expressed that they have gradually understood most of financial 

information though they got little understanding as they initially reached financial information 

and advice. Information obtained from bank officers was asserted to be the most confident 

information by these women. Conversely, 15% of respondents answered “never read” revealed 

that “never think of this source” or “feel uncomfortable because of reading this information 

make me realize I do not know anything”. Some women said they have never thought to see 

bank officers because they were shy of their appearance while few women thought it costs 

money to go there (referred as banks). The lower levels of financial knowledge and confidence 

are key reasons results in the fact that rural women go to financial service providers for 

acquiring financial advice when needed. 

Type of information or support rural women think initially and regularly as needed are 

curtail factors affect the enhancement and improvement financial behavior of rural women. The 

question used to explore this issue as follows:  

What type of information or support do you think would be most helpful for you to take 

the necessary steps to manage your money and financial future?  

67% women revealed they might see people known to them such as friends, neighborhoods 

living near them. They did not trust strangers due to be scare of everyone will know their 
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financial position and they do not like that. Whether someone was trustworthy is the most 

condition that majority of respondents want to know as seeking information or support and 

sharing their personal position. Interestingly, 24% women in focus groups highly evaluated the 

useful advice received from officers in Vietnam bank for social policies and the people’s credit 

funds of Vietnam located in residential areas. They said the bank officers and financial advisors 

they had seen were helpful, listened made them feel they could empathies. Furthermore, e few 

women felt comfortable because advisors were females and at the same age as them. 

Apart from women who can seek relevant advice, some women (9%) did not know who or 

where to seek help from. Their most common features are so ashamed that it was difficult for 

them to see others for financial help. Plus, there are 2 women in this segment noted that the 

person they sought advice from would need to be qualified, accredited professional.  

When being asked for conditions women demand for financial advisor, the results are: 43% 

of women in the survey wanted advisors they can trust to be independent that tailor solutions to 

their needs and that declare their interest in any product; 84% wanted to receive easy-to-

understand advice; with 22% wanting cheap or free advice; 17% believed in qualified advisors; 

50% need the advisors not only listen to them but ongoing support them when needed. 

 Sharing money matters in rural families 

Along with the restricted ability in reaching official financial information, the 

improvement in financial knowledge of rural females is significantly influenced by their family 

cultures. The question used for focus groups as follows: 

“When you were growing up, who talked to you about finances and money?”  

9 women of total respondents said their parents talked them about money matters as they 

were young women and aware of money. They also revealed this information was “not much”, 

and little accuracy like “without money will lead to starve”, “if parents have money, you will be 

sent to school”, “if I have more money, you will have new clothes”. 2 of those women told they 

knew money from being taught by teachers in schools. Interestingly, 5 of those were taught by 

their mothers or fathers through making daily purchases of goods or services and were allowed 

to sit together with them when they taked about money. Again, they also were taught that it is 

necessary to save money for future financial matters and contingency. These women believed 

they manage their money well and were confident of their families’ budget plannings.  

85% women in focus groups said money was not talked about as they were growing up. No 

one talked to them about finances and money. From the survey results, it seems women’s lack of 

confidence can be attributed to not being taught about money when they were growing up. Many 

of them thought finance is a taboo subject as children and has continued to be kept private as 

they moved into adulthood. Others revealed they had not been taught about money because they 

are a girl. Men are bread-winner in family so they will manage family’s budget and make 

savings and investment decisions. Despite not being taught about money, young women were 

told about the importance of money rather than how to earn money, how to save money and how 

to manage finance matters. Some women said they were not spoken to but learnt through 



756 

observing their parents’ behavior and some said that money was a taboo subject not to be 

discussed, or that money was a cause of stress in the home. Some women said they were not 

spoken to but learnt through observing their parents’ behavior and some said that money was a 

taboo subject not to be discussed, or that money was a cause of stress in the home. Restrictions 

in early learning experiences about money appeared to be the determinants factor influencing 

why rural women have low financial knowledge and lack of confidence as well. 

 Participation of rural women in income - earning activities 

Under the point that women taking part in income – earning activities will improve their 

financial knowledge through learning and managing revenues and expenses, the next question 

was made to illustrate this viewpoint. A table question was given to each respondent and filled 

out due to secure privacy.  

Table 3. Participation of income – earning activities and monthly average income 

Please tick the actions you have been taking part in 

1. Plant short – day trees  

2. Breed livestock 

3. Work as hired labor 

4. Carry out aquaculture 

5. Carry out grocery trade 

6. Purchase agricultural products 

7. Others 

 

How much money do you earn monthly from these activities? (million VND)  

The result shown that rural women have mainly participated in growing short – day plants 

(93%), breeding livestock (89%) and being hired in seasonable works (52%). The two first 

activities are feature works in countryside but generating unstable income due to depend on 

natural conditions. Women took part in with large proportion because these works are familiar 

and available. Rural females are hired labors such as in contraction sites, harvest, family helper 

in big cities, ect. The proportion of rural women who have grocery store and purchase 

agricultural products is small in all focus groups (17% - 25%). The reasons include “shortage of 

experience”, “inability to find sources of products”, “people like to buy products in markets”, 

“lack of funds”, ect.  

Rural women’s average monthly income stands at medium and low levels of 2.9 million 

VND in Que Vo; 3.9 million VND in Nghia Hung; 3.9 million VND in Dai Tu and 3.4 million 

VND in Ninh Giang. Respondents revealed additionally that works in countryside are available 

to them but generate low and unstable income. This income cannot afford to cover all family 

expenses especially paying tuitions for children or costs of medical care need to borrow to meet 

these costs. The reasons rural females answer to questions why do not take part in some activities 

generating more and stable income are not to meet health or/and education requirements (55%), 

not to be hired because of being females (76%), take times to care of parents and children (62%), 

husbands having stable jobs (29%). Finally, the focus groups were also asked for making shortly 

assessment about their current financial position through the question as follows:  



757 

“How would you describe the current financial situation? 

• Struggling to make ends meet 

• Making ends meet  

• Able to cover my expenses and save”  

In the survey sample, 43% of respondents said they were struggling to make ends meet and 

only 22% said they were able to cover their expenses and save (in which there are 10 women 

hold the savings at home and 3 women put it into banks). 46 women expressed their fear of the 

future as they get older and cannot earn money from works. They thought need to do something 

but cannot do because of lack of knowledge, confidence and assistance. This fear makes them 

become petrified. Although it appears in other age groups, this fear is most noticeable for women 

in the 45 and over age groups. They talked of being aware that time is running out or that it may 

even be too late for them to take care of their financial futures. The strategy often used is to keep 

going with day-to-day activities and hope ‘things will take care of themselves’.  

4. Conclusion 

Findings from previous researches and this survey show that women who live in rural areas 

within developing countries like Vietnam have limited financial knowledge. This restriction not 

only leads to their less confidence in themselves but harm their financial capability in future. 

Women’s financial knowing has proven to play the crucial condition helping their families 

become well – being and to secure their lives as retirement and leaving from labourforce.  

In order to address low financial knowledge of rural women and girls, targeted financial 

education and initiatives need to be developed across countries. Most programs are targeted at 

the needs of specific subgroups of women, such as young women, elderly/widows, low income 

women, and women who are unemployed, financially excluded, or living in disadvantaged areas. 

Programs are developed by a range of stakeholders including public authorities (such as 

governments and financial markets regulators), not-for-profit organizations operating at the local 

or international level, microfinance institutions (MFIs), and financial institutions. The programs 

identified address various topics, ranging from financial products awareness and day-to-day 

financial management, to borrowing, long-term financial planning, and consumers’ rights. In 

several cases, standard financial education topics are combined with other important skills such 

as entrepreneurship and business skills, and health-related issues (e.g. HIV/AIDS prevention). 

Several initiatives aim at the same time at increasing the financial knowledge and financial 

inclusion of women, combining financial education with access to formal financial products 

(mostly savings accounts).  

This paper conducted a preliminary survey but it was a relatively small sample. More 

information required about the women’s financial knowledge and literacy needs to be collected 

in order to develop meaningful policy.  
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Abstract: Using panel data of 20 Asian countries in period of 6 years (2011-2016), this 

research is aimed to investigate the key determinants of financial inclusion among Asian 

countries by Random Effects Model (REM). Financial inclusion has been considered as enabler 

for 7 of the 17 sustainable development goals, which brings access to financial services to all, 

directly contributes to poverty reduction, capacity buildings and equality. The main findings are: 

(i) the countries with stronger economic growth and higher income have significantly higher 

financial inclusion index, as people have more resources/incomes and better chances to utilize 

financial services; (ii) the higher the literacy, the better the financial inclusion. People with 

higher literacy understand the pros and cons of financial services and providers, better 

knowledge of using financial services wisely; (iii) unemployment rates has negative relation to 

financial inclusion index; (iv) Surprisingly, inflation, population density, network and deposit 

interest rate are not statistically significantly correlated with financial inclusion, as clients still 

did not use much of online services and do not pay much attention to deposit interest rates, 

opportunity and operational costs. To improve financial inclusion index of Asian countries, some 

recommendations are proposed for financial institutions and policymakers. 

Keywords: determinants, development, economic growth, findex, financial inclusion, 

financial services. 

 

1. Introduction  

Financial inclusion is becoming a priority for policymakers, regulators and development 

agencies globally, as it has been defined as an enabler for 7 of 17 sustainable development goals 

(UNGSGA, 2016; World Bank, 2018). The idea of promoting and developing financial inclusion 

is officially implemented in 2009, when the Queen of Netherlands became Special Advocate of 

United Nations Secretary-General (UNSGSA, 2016). From that time, this matter is common 

known and developed to either propagandize or ameliorate financial services in order to foster 

universal access financial market.  
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Financial inclusion is opposite to financial exclusion, which is defined simply that all 

individuals or small and medium enterprises having ability to access the formal services in 

financial market (Nanda and Mandeep, 2016; Alliance for Financial Inclusion, 2017; World 

Bank, 2018).  

Inclusive finance pushes up the multiple development process as well as economics 

objectives by giving unbanked and underbanked inclusive access to financial services – the key 

to growth, which consist of gender equality, poverty alleviation, growth equality, etc. 

(Unsgsa.org, 2016). Different methods of measuring the financial inclusion are developed such 

as Global Findex, Financial Inclusion Index (FII) for understanding its key different aspects and 

comparing the levels of development among countries, regions (Sarma, 2008; Laha and Kuri, 

2010; Kumar, 2011; Onaolapo, 2015; Demirguc-Kunt et al, 2012; Demirguc-Kunt et al, 2015; 

Demirguc-Kunt, 2018).  

Several researches were carried out for analyzing the determinants of financial inclusion 

and compared among regions (Sarma and Pais, 2008; Yorulmaz, R., 2012, Gupte et al, 2012; 

Triki et al, 2013; Clamara, N., Peña, X. and Tuesta, D., 2014). However, most of previous 

researches focus on the determinants of inclusive finance in North Africa, Sub-Saharan Africa, 

South America region or in particular countries such as India, China, Indonesia. None did for the 

whole Asian region in multiple-year. To fill in this research gap, this study is aimed to analyze 

the key determinants of inclusive finance in Asia region during 2011-2016 period with panel 

data, and propose some implications for supporting Asian region to improve its financial 

inclusion. 

2. Literature review on financial inclusion and its determinants 

2.1. Financial inclusion 

Concepts of financial inclusion 

Financial inclusion is a new concept and become more attraction issue in 2010 so that this 

problem do not have a specific definition. According to Sarma (2008), inclusive finance involve 

in the available to approach financial system, and it is essential for all citizens among a country 

to utilize formal financial system. Besides, in 2008, the Committee of Financial Inclusion 

announced that inclusive finance is known as a process ensuring that vulnerable sectors such as 

low-income economies and weaker ones can easily approach financial market with the 

affordable cost. The globe pays much attention to this problem because it can bring many 

benefits to economic growth. Klapper (2012) argued that the absence of financial system will 

cause an emerging poverty traps as well as constraint the economic development. In addition, 

financial inclusion is considered as a way to ensure a sustainable economy. From ADB’s 

viewpoint, financial inclusion means that “all segments of a population – even those with the 

lowest incomes – can access formal financial products and services. The financially excluded 

comprise both the unbanked and the underbanked” (ADB, 2017a).  CGAP (2017) consider 

financial inclusion as “households and businesses have access and can effectively use 

appropriate financial services. Such services must be provided responsibly and sustainably, in a 

well-regulated environment”. According to World Bank (2018a), financial inclusion means that 

“individuals and businesses have access to useful and affordable financial products and services 
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that meet their needs – transactions, payments, savings, credit and insurance – delivered in a 

responsible and sustainable way”. 

Roles of financial inclusion for economic development.   

Financial inclusion is essential for inclusive growth and sustainable development of any 

country. The most important part of financial inclusion is access to financial services of all, 

which contribute significantly to poverty reduction and equality, support the inclusive and 

sustainable development. Financial inclusion brings the positive impacts such as increasing 

savings and investment, allow individuals and enterprises to meet their needs of loans and 

payment, improve their capacities. Governments get the cost cut by utilizing the social security 

payment via bank accounts, thereby increasing transparency, prevention of corruption and better 

governance  (Levin, 2005; Chibba, 2009; Johnson & Nino-Lazarawa, 2009, Kumar, 2013).  

United Nation has confirmed that (i) Financial inclusion has been identified as an enabler 

for 7 of the 17 Sustainable Development Goals (1: no poverty; 2: zero hunger; 3: good health; 5: 

gender equality; 8: decent work and economic growth; 9: industry, innovation and infrastructure; 

and 10: reducing inequalities (UNSGSA, 2016) ; (ii) The G20 committed to advance financial 

inclusion worldwide and reaffirmed its commitment to implement the G20 High-Level Principles 

for Digital Financial Inclusion; and (iii) The World Bank Group considers financial inclusion a 

key enabler to reduce extreme poverty and boost shared prosperity, and has put forward an 

ambitious global goal to reach Universal Financial Access (UFA) by 2020. Since 2010, more 

than 55 countries have made commitments to financial inclusion, and more than 30 have either 

launched or are developing a national strategy (World Bank, 2018).  

Measurements of financial inclusion 

Financial inclusion can be measured by various ways, depending on the aspects and 

focuses of different researches. Kempson et al (2004) identified 6 components of financial 

exclusion (identity requirements, terms and conditions of bank accounts, levels of bank charges, 

physical access to bank branches, psychological and cultural influences and ease of use of 

banking services).  

Mandira Sarma (2008) introduced a comprehensive method to calculate Financial 

Inclusion Index (FII) basing on 3 dimensions: depth of access (proxy by number of bank 

accounts per 1000 population), availability (number of bank branches and number of ATMs per 

1000 population), and usage (the extent and frequency of use by customers), which derived from 

the calculation method of Human Development Index. Several researchers such as Sarma and 

Pais (2008), Kurma and Mishra (2009), Mehrotra et al. (2009), Kumar (2011) applied this 

approach to calculate FII. Arora (2010) used Sarma (2008) approach, but included more 

variables in the outreach dimension, with geographic penetration, and also added the new 

dimension of ease and cost of transactions. Gupte et al (2012) computed FII by different 

approaches for Reserve Bank of India, and concluded that each of the dimensions is critical, 

incorporating as many dimensions as possible will result in a more holistic of financial inclusion. 

Onaolapo (2015) estimated financial inclusion by commercial bank branches amounts, deposits 

demand, and bank loans for rural areas. 
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Among these indicators, the FII of Sarma and Pais (2008) are most popular, of which the 

formula of dimension index is as followed: 

�� = ��
�� − ��

�� − ��
 

Of which, Ai: Actual value of dimension ith 

                Mi: the maximum value of dimension ith 

                mi: the minimum value of dimension ith 

                Wi: the weight of dimension ith 

The dimensions and their factors to calculate FII is summarized in table 2.1.  

Table 2.1: Applied dimensions of financial inclusion index  

Dimension Representative Weights 

1. Available of baking services 
Number of ATM (per 100,000 adults) 50% 

Number of commercial bank branches (per 100,000 adults) 50% 

2. Bank penetration Number of deposit account (per 1000 adults) 100% 

3. Usage of banking systems 
Outstanding deposits at commercial bank (%GDP) 50% 

Outstanding loans at commercial bank (%GDP) 50% 

Source: Sarma and Pais (2008) 

FII will be calculated for each country from 2011 to 2016 basing on formula  

��� = 1 − �
(1 − ��)� + (1 − ��)� + (1 − ��)�

3
 

According to Index theory, FII level is divided into 5 levels as stated in Table 2.2. 

Table 2.2: Levels of Financial Inclusion 

Value of  FII (X) Levels of Financial inclusion 

0 No financial inclusion 

0 < X ≤ 0.3 Low level 

0.3 < X ≤ 0.6 Medium level 

0.6 < X < 1 High level 

1 Comprehensive financial inclusion 

Source: Sarma (2010) 

2.2. Determinants of financial inclusion 

The determinants of inclusive are various, but focusing on 3 aspects of macro factors, meso 

facts and micro factors. Macro factors which determine financial inclusion levels are: economic 

growth, literacy, unemployment, inflation, population density and income. Meso factors are 

network, and micro factors (from financial service providers) are: interest rate, domestic credit to 

private sector, geography, and if the financial service provider is the Islamic bank or not. The 
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determinants, relation with FII, and key authors having previous researches on that are 

summarized in the table 2.3. 

Table 2.3: Expected sign and references of determinants of inclusive finance 

Variables Indicator 
Relation with 

financial inclusion 
References 

Economic Growth 
GDP annual growth rate or 
GDP per capita growth rate 

+ Mohan (2006), Sarma and Pais (2011) 

Literacy Primary completion rate + 
Akudugu (2013), Capuano and Ramsay (2011), 

Onaolapo (2015), Chithra & Selvam (2013) 

Unemployment Unemployment rate - 
Hettiarachchi (2014), Yorulmaz (2012) and 

Osikena (2016) 

Inflation 
Inflation rate (Consumer 

price index) 
- Mehrotra (2015), Anand (2012), Evan (2015) 

Population density Population density + Evan (2015), Scronce (2013), Thlede et al (2017) 

Income Wage and salary of worker + 
Allen et al. (2013), Park (2015), Zins and Weill 

(2016) 

Network Individuals using internet + 
Kangni (2011), Oluwatayo (2012), Williams and 

Torma (2007) 

Interest rate Deposit interest rate +/- 
Miller (2013), Mehrotra and Yetman (2015), 

Victor (2016) 

Domestic credit to 
private sector 

Proportion of domestic 
outstanding loans to 
private sector/total 
outstanding loans 

+/- Klapler (2013), Mylenko (2015) 

Geography 
1= urban area;0 = 
rural/remote areas 

Dummy variables 

Kendall (2010), Zulfiqar (2016) and Ayyagari 
(2015) 

Islamic bank 
1= Yes, 0=No Massara et al. (2015), Evans (2015) and Majeed 

(2016) 

Source: Literature review by authors  

3. Data and methodology  

3.1. Data 

In this paper, 20 out of 48 Asia countries are chosen for analysis, including both 

developing and less develop countries. The secondary data are collected from Database of World 

Bank Global Financial Development, Global Findex of World Bank and Annual Financial 

Access Surveys carried out by IMF annually, in period 2011-2016. Data are crossed check 

among different sources to confirm the correctness. Total sample size is 120, with panel data for 

horizontal comparison. 

3.2. Methodology 

To examine the determinants of financial inclusion in this paper, the following model is 

chosen: 

FI (i,t) = βo + β1 (GDPGi,t) + β2 (PCRi,t) + β3 (UNEMi,t) + β4 (INFi,t) + 

β5 (POPdensityi,t) + β6 (INCi,t) + β7 (INTERNETi,t) + β8 (DIRi,t)  + € 
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Of which, βo: intercept 

β1, β2, β3, β4, β5, β6, β7, β8, β9: estimated coefficients 

€: error term 

 Dependent variables 

In this paper, the FII of of Sarma and Pais (2008) is used, with simplicity of 3 variables 

instead of 5 as the original model: Number of commercial bank branches (per 100,000 adults), 

Number of deposit account (per 1000 adults) and Outstanding deposits at commercial bank 

(%GDP). This calculation allows to keep the key indicators, while dealing with data missing 

from the sample. 

 Independent variables 

For selecting the independent variables basing on literature review in table 2.3, some 

variables are omitted due to the data inconsistency in the sample. Following is the characteristics 

of explanatory variables and the expected sign of each variable to financial inclusion index 

Table 3.1: Some characteristics of determinants of inclusive finance 

Variables Measurements Coded Unit Hypotheses 

Macro factors 

Economic growth 
Gross Domestic 
Products Growth 

GDPG Annual percentage 
H1: Economic growth impacts on 

FI have positive correlation 

Literacy 
Primary completion 

rate 
PCR 

Percentage of relevant 
age group 

H2: Primary completion and FI 
have positive relationship 

Unemployment Unemployment rate UNEMP 
Percentage of total labor 

force 
H3: Unemployment and FI have 

negative relationship 

Inflation 
Inflation rate 

(Consumer price) 
INF Annual percentage 

H4: Inflation and FI have 
negative relationship 

Population 
density 

Population density POPdensity 
People per square 

kilometers of land area 
H5: Population density and FI 

have positive relationship 

Income 
Wage and salary of 

worker 
INC 

Percentage of total 
employment 

H6: Income of workers and FI 
have positive relationship 

Meso factor 

Network 
Individuals using 

internet 
INTERNET Percentage of population 

H7: Number of people using 
internet and FI have positive 

relationship 

Micro factor (from financial service provider) 

Interest rate Deposit interest rate DIR Percentage 
H8: The higher the deposit 

interest rates, the higher the FI 

Sources: Summary from literature review and authors checking basing on the sample 

4. Empirical results and discussion 

4.1. Overview of financial inclusion worldwide 

Financial inclusiveness plays an important role in either financial market or reducing 

poverty and inequality incidence. World Bank (2011) reported that about 2 billion people 
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worldwide who do not use formal financial services while there are about 200 to 250 small and 

medium enterprises taking part in financial market in difficult way, which activities are effected 

by the higher cost and risker methods in order to save, borrow and ensure their assets. In high-

income countries, there is only 11% of adults who do not have formal account while it accounts 

for 76% in the developing economies.  

The excluded group focus on some regions such as East and Southern-East Asia, Africa, 

etc. The first time Global Findex database (GFD) provided more inclusion information in 2011, 

which related to the usage and the approach of both formal and informal financial services. Then 

every 3 years, the dataset is updated. According to the Global Findex database (2014), there is a 

fall on average by 17% percentage points in the number of adults who do not account among the 

poorest 40% of households in each developing country from 2011 to 2014, however, it still have 

a large of people in the world do not account. It is a good signal when there is an increase in the 

number of adults using financial services from by 515 million adults over the world from 2014 to 

2017 (World Bank, 2017). From 2011 to 2017, the number of adults accessing financial services 

rise significantly from 51% to 62% of total adults.  

Financial inclusion in Asia 

Till to 2017, Demirguc-Kunt reported there are around 1.7 billion people do not access the 

financial markets, which are maily in some emerging countries in Asia such as China, India, 

Bangladesh, Vietnam and Indonesia.  

 

Figure 4.1: Financial inclsusion index in Asia region, from 2014 to 2016 

Source: IMF (2014-2017) 
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The development level of financial inclusion in Asia are very different among developed 

and developing countries. Singapore, Japan, Korea, China have very high percentage of formal 

account in formal institutions, various countries have very low level of financial inclusion, such 

as Cambodia, Pakistan, Vietnam. 

Figure 4.2: Formal Account Penetration in selected Asian countries/territories

4.2. Regression analysis results

Descriptive statistics 

The summarized statistical data of both independent and dependent variables among 20 

countries is presented in table 4.1. Low standard deviation among variables means that the data 

of variables are not significantly various.

Table 4.1:

Countries FII 

Armenia 24.4502283

Bhutan 21.0233547

Brunei Darussalam 17.3740509

Maldives 19.1623347

Georgia 33.056003

Indonesia 18.5171252

Japan 71.8698934

Jordan 24.6410672

Korea, Republic of 59.6399321

Lebanon 39.3654709

The development level of financial inclusion in Asia are very different among developed 

and developing countries. Singapore, Japan, Korea, China have very high percentage of formal 

count in formal institutions, various countries have very low level of financial inclusion, such 

as Cambodia, Pakistan, Vietnam.  
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4.2. Regression analysis results 

The summarized statistical data of both independent and dependent variables among 20 

countries is presented in table 4.1. Low standard deviation among variables means that the data 

of variables are not significantly various. 

Table 4.1: FII’s rank of selected countries 

Rank Countries FII 

24.4502283 11 Malaysia 35.3659681 

21.0233547 14 Myanmar 1.00407861 

17.3740509 18 India 19.3519958 

19.1623347 16 Philippines 10.5553811 

33.056003 6 Saudi Arabia 21.2429469 

18.5171252 17 Thailand 30.1015524 

71.8698934 1 Turkey 37.0925758 

24.6410672 9 
United Arab 
Emirates 

33.0240905 

59.6399321 2 Vietnam 23.5043249 

654709 3 Oman 24.6058284 

Source: Authors’ calculation 
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The range of FII is from 0.0048 to 0.7648 with the standard deviation, about 0.163. This 

index represents the differentiation of the financial development of different countries. The 

different ranking of FII among sample countries also show the diversified picture of Asian 

countries in term of facing with supporting financial inclusion for development.

By checking the correlation among variables and the VIF, it is confirmed that the chosen 

model has no multicollinearity, and proposed hypotheses of relationship between dependent 

variable and independent variables are as proposed. 

Table 4.2:

Result of the Regression Analysis

Among three methods for panel data (Pool Ordinary Least Squared (POLS), Fixed Effect 

Model (FEM) and Random Effect Model (REM)), the choice of most relevant method for this 

study is carried by  Hausman and Breusch

Table 4.3: The result of Breusch
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By checking the correlation among variables and the VIF, it is confirmed that the chosen 

no multicollinearity, and proposed hypotheses of relationship between dependent 

variable and independent variables are as proposed.  

Table 4.2: Correlation matrix among variables 

 Source: Authors’ calculation

Result of the Regression Analysis 

e methods for panel data (Pool Ordinary Least Squared (POLS), Fixed Effect 

Model (FEM) and Random Effect Model (REM)), the choice of most relevant method for this 

study is carried by  Hausman and Breusch-Pagan Lagrange Multiplier test results. 

The result of Breusch-Pagan Lagrange Multiplier Test

Source: Authors’ calculation
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Firstly, Breusch-Pagan Lagrange Multiplier

of p-value shown below is 0.0000 (lower than 0.05, a p

OLS model should be chosen) is rejected. The more appropriate model is REM.

Table 4.4:

The second test reflects which should be chosen between FEM and REM. Ho as well as 

FEM will be correct if p-value lower than 0.05. As can be concluded, REM is the most 

concordant with the panel data model. The research will be estimated by REM to make the 

results more reliable. Besides, the natural problem of REM reflects non

referred that the difference of financial inclusion caused their each countries’ conditions. 

In addition, there are 3 extra models with the dependent variables in term of 3 dimensions 

to calculate FII. Each dimension will considered as a representative variable of

inclusion to look for a new angle of the distinct impact of determinants on inclusive finance.

Table 4.5: The regression results of determinants of financial inclusion

Variables 

Independent variables 

FII 

(Financial inclusion 
index) 

(1) 

GDPG 
0.4309* 

(0.072) 

GDPPCG 
-0.59655 

(0.194) 

DIR 
0.0272 

(0.878) 

INC 
0.2133** 

(0.032) 

POPdensity 
-0.0043 

(0.565) 

INF 
-0.0020 

(0.983) 

INTERNET 
-0.0211* 

(0.083) 

Pagan Lagrange Multiplier test 2 models Pool OLS and REM. The result 

value shown below is 0.0000 (lower than 0.05, a p-value statistic), it means H

OLS model should be chosen) is rejected. The more appropriate model is REM.

Table 4.4: The result of Hausman test 

Source: Authors’ calculation

The second test reflects which should be chosen between FEM and REM. Ho as well as 

value lower than 0.05. As can be concluded, REM is the most 

concordant with the panel data model. The research will be estimated by REM to make the 

results more reliable. Besides, the natural problem of REM reflects non-systematic. It can be 

that the difference of financial inclusion caused their each countries’ conditions. 

In addition, there are 3 extra models with the dependent variables in term of 3 dimensions 

to calculate FII. Each dimension will considered as a representative variable of

inclusion to look for a new angle of the distinct impact of determinants on inclusive finance.

The regression results of determinants of financial inclusion

Number of observation: 120 

Number of groups        : 20 

Dependent variable 

(Financial inclusion 

DAC 

(Number of deposit 
account per 1000 

adults) 

(2) 

BCB 

(Number of 
commercial bank 

branches per 100,000 
adults) 

(3) 

-446.0454*** 

(0.000) 

-1.915813*** 

(0.000) 

 382.9594*** 

(0.000) 

.9749684** 

(0.037) 

-1.080255 

(0.983) 

-0.0414328 

(0.874) 

 -0.7214018 

(0.942) 

-0.0905595* 

(0.068) 

0.4326268 

(0.250) 

0.0018614 

(0.392) 

81.23455 

(0.126) 

0.0130739 

(0.961) 

 52.77816*** 

(0.000) 

0.1291764** 

(0.012) 

test 2 models Pool OLS and REM. The result 

value statistic), it means Ho  (Pooled 

OLS model should be chosen) is rejected. The more appropriate model is REM. 

 

Source: Authors’ calculation 

The second test reflects which should be chosen between FEM and REM. Ho as well as 

value lower than 0.05. As can be concluded, REM is the most 

concordant with the panel data model. The research will be estimated by REM to make the 

systematic. It can be 

that the difference of financial inclusion caused their each countries’ conditions.  

In addition, there are 3 extra models with the dependent variables in term of 3 dimensions 

to calculate FII. Each dimension will considered as a representative variable of financial 

inclusion to look for a new angle of the distinct impact of determinants on inclusive finance. 

The regression results of determinants of financial inclusion 

ODB 

(% of Outstanding 
deposits at 
commercial 
bank/GDP) 

(4) 

5.607228** 

(0.03) 

-10.05676*** 

(0.000) 

0.6774129 

(0.622) 

-1.136968*** 

(0.000) 

-0.019165* 

(0.096) 

-0.5227969 

(0.707) 

1.591156*** 

(0.000) 
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Variables Dependent variable 

PCR 
0.1187** 

(0.012) 

-11.90314 

(0.543) 

-0.0736805 

(0.452) 

-2.264941*** 

(0.000) 

UNEM 
-0.4516** 

(0.035) 

-18.17998* 

(0.062) 

0.751393 

(0.120) 

-3.252323*** 

(0.001) 

_Constant 
0.0882 

(0.379) 

1047.762 

(0.601) 

23.82368 

(0.019) 

314.0328 

(0.000) 

Adjusted R-square 0.3335 0.5071 0.4387 0.5926 

Note: 

*: significant level at 10% **: significant level at 5% ***: significant level at 1% 

Sources: Authors’ calculation 

The adjusted R-squared of all 4 models showed that the regression models are acceptable 

in explaining the determinants of FII and each of its component for Asian countries.  

There are 5 significant independent variables while 3 variables are insignificant in model 

(1). At 1% level of significant, GDP growth rate has positive relation with FII while the number 

of people using internet impact negatively on FII.  3 variables are significant in 2 asterisks level, 

means that the p-value in the range of 0.01 to 0.05. They are workers’ salary, the primary 

completion rate and unemployment rate. Comparing 4 models, model (4) has the most number of 

significant variable (6 out of 8). The least number of significant variables is 2, illustrated in the 

model (2). FII is represent for the overall financial inclusion scale while 3 other dependent 

variables only reflect particular aspect of inclusive finance. The explanatory variables have 

diverse effect on each factors. 

Inflation rate and deposit interest rate are significant among 4 models. The rest variable 

can explain at least in a model. GDP growth rate impacts positively on FII and outstanding 

deposit in the commercial banks. However, the relationship between GDP growth rate and 

deposit accounts and commercial bank branches are negative.  

Discussions of the result 

The summary the expected and actual signs of the relationship between financial inclusion 

index and its determinants is presented in the table 4.5.  

Table 4.6: The comparison of actual and expected signs of FII with significant variables 

Variables GDPG PCR UNEM INC 

Coefficient 

(p-value)  

0.1282** 

(0.031) 

0.0770* 

(0.055) 

-0.6460*** 

(0.001) 

0.2079** 

(0.018) 

Expected sign + + - + 

Actual sign + + - + 

Statistically 
Significant level  

5% 10% 1% 5% 

Source: Authors calculation result 
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Therefore, the key findings of the regressions are: 

First of all, economic growth impact positively on financial inclusion index. The results of 

regression have same ideas with Wang (2008) and Evans (2015). Economic growth and financial 

inclusion have positively inter-relation. In government aspects, their aim is to impulse economic 

growth. It is necessary to find suitable strategies to carry out to achieve the objectives in the long 

timeframes. When more people and enterprises access to financial market, GDP annual growth 

rate increases, then government will have ability to more concern about the problems which 

could not perform in the previous. Household and firms contribute a large part in developing 

economic. Government continues extending the position of financial services for sub-standard 

objects. Besides, government spending will be used to invest more financial technology, reduce 

poverty, etc. to help financial exclusion have ability to approach. Financial inclusion and 

economic growth have a good relationship in supporting each other to develop. 

GDP growth and outstanding deposit, which is denoted by the usage of financial services 

have the same direction. When financial market meliorates and grows, financial services are 

widely known. Firms and households noticed the benefit from using financial services they start 

more accessing. However, GDP growth rate impact negatively on deposit accounts and 

commercial bank branches. It can be referred that the cost to maintain a bank branch is quite 

high, when bank branches increase dramatically to a high level, it will be disturbed whether bank 

have sufficient capital and profits to handle these costs. If they cannot tackle, it will directly 

causes economic stagnation.  

Second, primary completion rate impact positively on FII. Chithra (2013) noted that the 

higher the level of education makes advantages for financial inclusion. Primary completion rates 

refers to the people have a basic knowledge, which means they are able to how to read and write 

well. The information of financial services is constantly updated on many different websites. It 

will draw the literate people closer to financial markets than illiterate ones. The rate of primary 

completion increase 1%, there is a slightly rise in FII by 0.027%. It can be reflected the real. This 

impacts can reflect close to reality. Completion the primary school is a small factors comparing 

to adults literacy. However, people have a certain educational background such with the well-

qualified degrees, it will much more impact on the financial inclusion.  

It is easy to notice that this rate is not able to explain for the respond variable in model (2), 

(3). Compare to the reality, there is no basis to interpret the change of the completion for primary 

school on deposit accounts or bank density.   

Third, the actual and expected sign of unemployment rate are the same when considering 

the relation with FII. Unemployment rate decrease means the number of employees increase. In 

the process of modernization, almost enterprises associated with financial intermediaries such as 

banks to pay salary through cards. It makes opportunities for people to access the formal account 

at banks. Besides, the supply sides diversify various activities in accordance with the different 

conditions and demands. If individuals have a career with a stable income, they will come up 



773 

with ideas to save money at financial institution with interest rate or invest something to make 

more money. As can be seen in model (2), unemployment rate and deposit accounts at 

commercial bank have opposite trend. That can be evidence to support employees’ action. These 

actions help them to protect and enhance the value of their assets. It is a good signal that they 

pay more attention to financial services. The higher employment rate, the higher level of FII. 

Hettiarachchi (2014) and Osikena (2016) agreed with this results. 

Fourth, income improvement is a gateway leading to better financial inclusion. The higher 

income, the more changes worker can access the financial inclusion. In the research of Park and 

Mercado (2015), they show the income inequality has highly correlation with reducing financial 

exclusion. This research demonstrated the wages of worker increases, the higher financial 

inclusion index. Indeed, income inequality will cause the different impact on accessing financial 

market. The main focal clients for better financial inclusion are low and middle income of 

microenterprises and households.  

5. Recommendations and conclusion 

In literature review, 12 components which may influence on inclusive finance, such as 

economic growth, literary, unemployment, inflation, gender gap, population density, income, 

network, interest rate, domestic credit to private sector, geography and Islamic banks. However, 

in the context of 20 Asia countries, only 4 components are significant, which are GDP growth 

rate, incomes, unemployment rate and rate of primary completion. Therefore, the following 

recommendations are proposed to promote financial inclusion in Asia for contributing the 

development sustainably.   

Recommendations for formal financial service providers 

Among FII components, number of adults having a bank account is the key. Therefore, 

financial institutions should focus on payment services, in addition to others such as savings, 

credit, insurance. The diversification of financial products also allows financial institutions to get 

economies of scale and economies of scope.  

The insignificant relations of network to FII implied that clients still did not use much of 

internet transactions to financial services, although the trend is increasing. The diversification of 

channels, including internet, mobile phones, QR codes, and utilization of fintech for financial 

inclusion is better than just few channels. Financial institutions can also develop or cooperate 

with fintech companies, or with existing financial providers in the low income and rural/remoted 

areas such as microfinance institutions, financial cooperatives. 

The deposit interest rate also has no relationship with FII. Therefore, the higher deposit 

interest rates do not attract potential clients if they did not use any other services from formal 

financial institutions before. In addition, depositors pay more attention to other aspects such as 

liquidity, safety. Therefore, formal financial institutions do not necessarily use the deposit 

interest rates as one of key competing tools. 
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For policymakers  

Both policymakers and regulators are important parts to support the field of inclusive 

finance at either national or international level. All statistically significant independent variables 

in the models are all from macro levels, which are strongly influenced by policy makers. 

Therefore, to boost financial inclusion in an effective way, policy makers should pay attention to 

(i) increase economic growth; (ii) improve literacy, especially the primary educational level; (iii) 

increase the income level of people, especially the wage and salaries of workers – one of 

underbanked or unbanked groups; and (iv) reduce the unemployment rates.  

All countries should try to reach and foster the process of inclusive finance. According to 

Mehrotra (2015), there are over 90 countries taking part in Alliance for Financial Inclusion 

(AFI) and making commitment to achieve targets related to a decrease in financial exclusive 

scale. In addition, they can mobilize fund from United Nations Capital Development Fund 

(UNCDF), which ability is to supply technic and risky capital for the new under-served financial 

services. In Asia, the financial inclusion of some emerging countries like Myanmar, Bangladesh, 

Cambodia, etc. develop slowly. They should require a help from UNCDF for a national 

roadmaps and suitable strategies to extend the inclusive financial range. In addition, UNCDF 

(2016) points out some approaches in term of regulations. Firstly, supervisors are aimed to 

protect customers regarding to provide safe services related to transparency. It makes an increase 

in the trust of customers, which is a good signal that people will use other financial products. In 

addition, regulation is necessary to eliminate financial system and ensure the safe of financial 

development, which is closely to inclusive finance. However, the regulation is consider as a good 

framework when it appropriated balances risk management and customer protection.  

Research limitation 

This paper has some limitations: (i) not all Asian countries are included in the study; (i) the 

measurement of FII with 3 dimensions has been simplified, other dimensions are not yet 

covered; and (iii) analysis of each of 20 Asian case is still not yet in detail. 
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Abstract: This paper analyzed the composition, characteristics and trends of Vietnam's 

development finance and development investment resources, with comparisons to other ASEAN 

countries for the period 2000-2016. It was pointed out that the acceleration in development of 

Vietnam’s private sector and expanding domestic private finance is a key priority for Vietnam to 

meet the financial requirements to achieve the sustainable development goals (SDGs). Expanding 

the tax base as a more regular source of revenue, increasing revenue from improved 

management of state assets, while enhancing the efficiency of government spending and public 

investment with sound public debt management, will be key to ensuring public finance resources 

effectively contribute to SDGs achievement. Moreover, this paper also highlights the need to 

ensure a smooth transition from official development assistance (ODA), better management of 

interactions between development finance sources and address decentralization-related 

fragmentation and coordination problems. 

Keywords: development finance; government revenue; public debt; foreign aids. 

 

1. Introduction 

Vietnam has entered a new development stage as a lower middle-income country in the 

context of a fast-changing development finance landscape that calls for a shift in strategy to 

mobilize and utilize its development financial resources.  

This study provides an overview of the changing development finance landscape facing the 

country, an analysis of resource characteristics and trends, international comparisons with 

ASEAN countries and recommendations. These insights will support Vietnam in its increasingly 

critical work to rethink the way it mobilizes development finance resources and better manages 

their linkages to ensure all resources are, in integrated ways, utilized effectively to achieve the 

country’s ambitious sustainable development goals (SDGs). 
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2. Literature review 

Financing for development comes from domestic and external sources. At the early stage 

of development, countries often have trouble with mobilization of domestic financial resources, 

then the external financial sources could play key role. Many studies tended to regard 

international public finance, in particular Official Development Assistance (ODA), as a means to 

fill a finance gap and help to “unlock” growth in developing countries (Lewis, 1954; Rostow, 

1960; Chenery and Strout, 1966). However, Burnside and Dollar (2000) argued that foreign aid 

had a positive impact on growth in developing countries that have good fiscal, monetary, and 

trade policies, but has little effect in the presence of poor policies.  

Foreign Direct Investment (FDI) is one of the most important components of external 

financial flows. The clear advantages of this financing form include that it doesn’t increase the 

debt burden of the developing countries; it contributes to capital formation in the recipient 

countries and subsequent income and tax generation; it has such complimentary benefits as 

entrepreneurship, management and technology which are brought to the recipient countries by 

the parent companies; and they are not subject to rapid inflow and sudden outflow in times of 

financial crises (Sherstnev, 2009). However, the environmental and social aspects of FDI are less 

recognized although they play an important role sustainable development. Regarding the 

environmental aspects, FDI may be either a favourable factor or a distorting one, according to 

specific case studies and empirical analysis of two competing hypotheses: pollution haven effect 

and pollution halo effect. According to the theory of the pollution haven effect (Grey, 2002; 

Mabey and McNally, 1999) FDI seeks locations with weak regulations, generating weaker 

environmental standards in host countries. Moreover, close to the pollution haven hypothesis is 

that countries prefer not to set stricter environmental standards for fear they might lose points in 

the competition against other countries in attracting FDI. Still, most of the research done in this 

respect has found little evidence for widespread, systematic pollution haven effects. The 

pollution halo effect stands in stark contrast to the pollution haven hypothesis, considering that 

FDI spreads best environmental management practices and technologies and contributes to the 

improvement of the environment, reflected in some favorable changes of the consumption 

patterns, from the environmental point of view. According to Gallagher and Zarsky (2007), FDI 

determines three types of greening effects: transfer of clean technologies - more efficient and 

less polluting in comparison with domestic production; technology leapfrogging – by 

transferring technologies to control pollution; spillovers to domestic firms – by transferring best 

practices in environmental management towards affiliates and domestic competitors and 

suppliers. FDI could be a useful tool in creating an enabling environment for ecologically sound 

economic and social development. 

Remittances to the developing and transition countries became an important part of 

available financing in the recent decades. This form of financing also doesn’t contribute to 

the debt burden of the developing countries; it’s more accessible to different parts of the 

third world and it have clear positive effect on the poverty reduction within its recipients 

(Sherstnev, 2009). 

As pointed out in Zedillo el al. (2001): “The primary responsibility for achieving growth 

and equitable development lies with the developing countries themselves. This responsibility 
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includes creating the conditions that make it possible to secure the needed financial resources for 

investment”. Although finance for development comes from both domestic and foreign sources, 

we may state that it’s worth to exploit efficiently the domestic financing sources to the most 

possible extent. This was again stressed in the Monterrey Consensus which formulated the 

political agenda on financing for development (United Nations, 2002).  

The third world has relatively low income per capita level and this circumstance requires 

paying special attention to creation of the favourable conditions for saving by economic agents 

(households, businesses and governments) and subsequent transfer of funds to private and public 

investors for capital formation and infrastructure development. Schmidt-Hebbel and Serven 

(1995) and Edwards (1995) provided thorough overview of the saving behavior in the world 

which allows drawing important policy implications for the third world as well. The major 

findings revealed the following important economic interrelationships:  

• positive correlation between saving rate and income per capita level across countries; 

• positive correlation between saving rate and growth rate across countries; 

• positive correlation between domestic saving rate and investment rate across countries; 

• absence of significant link between saving rate and income inequality. 

These conclusions clearly indicate that that the process of economic development is 

associated with the increase in the national saving rate (though the causal interrelationships 

might be more complicated at different stages) and therefore the domestic sources of finance 

matters for the development process. 

Reinhart and Talvi (1998) outlined major factors which impact the saving rates in the 

developing countries: demographic factors, level of financial deepening, GDP per capita growth, 

foreign saving (capital inflows). The authors pointed out that trend saving rates in Asia were 

significantly higher than those in Latin America due to the greater financial deepening in the 

former than in the latter (it’s worth to note that available empirical evidence doesn’t show any 

difference in household preferences in intertemporal consumption between Asia and Latin 

America). Another important observation is that the economic growth spurs domestic savings 

and not vice versa – this is important limitation for development policy. 

The group of poorest countries is characterized by its own features in saving behavior 

and some important insights from the relevant empirical literature are provided in 

Rosenzweig (2001). The economic environment in such countries combines low and highly 

volatile incomes with the absence of complete insurance and credit markets which leads to 

the situation when savings are made mainly for smoothing consumption in the short run 

under income volatility and liquidity constrains while the anticipated life-cycle savings are 

simply not feasible (the so-called “precautionary” savings). At the same time, it’s necessary 

to point out that microfinance activities in the third world give additional opportunities for 

saving by the poor and therefore additional opportunities for mobilization of domestic 

financial resources. 

The domestic sources however have their limits for the process of economic development. 

First, it’s difficult to finance “the take-off” via only domestic sources since they are extremely 
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limited at this stage (or nearly absent in the case of the poorest countries). Second, the relatively 

low income per capita poses certain limits on the voluntary private savings. Third, there is some 

empirical evidence for the long historical periods that the absence of the access to the global 

capital markets have adverse effect for the economic development of the countries in the 

periphery of the world economy (Taylor, 1998). 

Another approach to mobilize resources for sustainable development is blended 

finance, which is define as “the strategic use of development finance for the mobilisation of 

additional finance towards sustainable development in developing countries” (OECD, 2018). 

Blended finance deliberately channels private investment to sectors of high-development 

impact while at the same time delivering risk-adjusted returns. Public Private Partnerships 

(PPPs) are a sub-set of blended finance, in which some services and infrastructure that are 

usually public sector responsibilities are provided by the private sector under an agreed 

funding model (e.g., water or roads). Blended finance can also involve public support to 

private investors in sectors where it is not usually provided by the public sector (e.g., mining 

or manufacturing). Blended finance aims to mobilize private capital into a project or 

company that promotes development outcomes, by mitigating risk and/or ensuring 

commercial risk adjusted returns (OECD, 2018). 

In general, studies show that country should not over-rely on foreign aid and external 

financial resources, and domestic finance is key to secure sustainable development for 

developing countries. In the context of increasing role of private sector in social-economic 

development of countries, the policy maker should focus on building competitive playing field 

and efficient framework to mobilize resources for sustainable development. 

3. Overview of Vietnam’s development finance  

3.1.  Development finance sources  

All sources of Vietnam's development finance expanded in volume and created a strong 

basis for increased investment and expenditure driving relatively high economic growth during 

the reviewed period. The total development finance-to-GDP ratio in Vietnam increased rapidly 

during 2000-2007, peaked in 2007 and then declined. The ratio, despite a rise in 2010, continued 

to decline during 2011-2013 and slightly recovered in 2014 and 2015. 

 

Figure 1: Development finance resource-to-GDP ratio in Vietnam 

Source: Development Initiatives (2012, 2015, 2017) 
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A deeper look at Vietnam’s key development finance components highlights their roles in 

the overall trend. Due to the global financial crisis, the FDI-to-GDP ratio fell sharply in 2008 and 

2009, recovered in 2010 - but continued to decline during 2011-2013. The ratio slightly 

recovered during 2014-2015 to sit at 12%, just a little higher than the lowest level of 11.7% in 

2009. The domestic private finance-to-GDP ratio followed a similar trend, with fewer 

fluctuations than the foreign investment-GDP ratio. The government's non-grant revenue from 

crude oil fell sharply during 2007-2010 and 2012-2015 (due to falling world oil prices) and 

import-export activities felt substantially in 2012 and 2013. These factors were significant in the 

decline of total development finance resources during 2007-2015. Despite the government’s 

efforts to offset the decline in these three sources, increased government revenues from taxes, 

fees and charges and increased government borrowing (especially domestic) were insufficient to 

reverse the decreasing development finance resource-to-GDP ratio. Post-2010, due to pressures 

such as inflation, falling world crude oil price and growth rate, the public finance-to-GDP ratio 

decreased in the same manner as the domestic and international private finance-to-GDP ratios. 

This may signal the weakening the counter-cyclical (ensuring stable growth against shocks) 

power of public finance. Among all four financial sources, remittances gained more importance, 

as the remittance-to-GDP ratio increased and in 2015 stood at 6.9% GDP (Figure 1), with 

remittances accounting for 11.7% of total development finance resources.  

Unit: % of GDP 

 

Figure 2: Development finance-to-GDP ratios of ASEAN countries 

Source: Development Initiatives (2012, 2015, 2017) 
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By comparing the composition of Vietnam’s development finance resources to the ASEAN 

average, it is clear the share of the domestic private finance in total development finance in 

Vietnam is relatively low and growing slowly. In contrast, the share has increased in ASEAN 

countries and offsetting the overall decline in international private finance (FDI and FII) flows, 

demonstrating the private sector’s increasingly important role in these economies. In 2007, the 

ASEAN average shares of foreign private investment (FDI and portfolio equity) and domestic 

private finance in total development finance were 23.8% and 26.2% respectively. In 2015, the 

average ASEAN ratios were 17.7% and 31.4%, while the share of public sector finance and 

remittances in total development finance resources were relatively stable (Figures 3). 

Unit: % in total  

 

Figure 3: Development finance composition in Vietnam-ASEAN average  

Note: Calculation is based on 2010 USD 

Source: WDI, IFS 
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drop in foreign private finance. At the same time, the share of Vietnam's and the ASEAN 

average for public finance within total development finance resources have fluctuated at 

similar levels. 

Remittances in Vietnam account for a significant proportion of overall development 

finance, significantly higher and increasing relative to the ASEAN regional average, except for 

the Philippines with its high share of remittances. 

Although the volume of development financial resources available to Vietnam increased 

during 2011-2015 (by 18.6%, to USD112.4 billion), the mix of resources remained strikingly 

similar to reflect the evenly balanced nature of this growth. The proportion of domestic and 

international resources was the same in 2011 and 2015, 62% from domestic sources and 38% 

from international sources (Figure 4). Vietnam’s mix of resources was also the most stable in 

ASEAN during the period. 

 

 

Figure 4: Breakdown of all investment sources in Vietnam by category and type 

Note: All figures are constant 2015 USD prices 

Source: Development Initiatives (2012, 2015, 2017). 
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Figure 5: Composition and volume of resources per capita at the time  

of each country’s ‘USD1,900 graduation’ 

Source: Development Initiatives (2012, 2015, 2017) 

Volumes of development finance per capita were similar between countries at the times of 

‘USD1,900 graduation’. The volume of resources per capita was slightly lower in Vietnam than 

in other countries, noting that data used for Vietnam in this figure is for 2014 - one year before 

GNI per capita reached USD1,900. The composition of resources differed widely between 

countries, with domestic resources composing more than 80% and domestic private 37.65% of 

the total in Indonesia, 75% and 30.6% in Philippines in 2008, but less than 60% and 20.8% in 

Vietnam in 2014. As shown in Figure 3, differences (shares of domestic and domestic private 

resources in total resources tend to be higher and play an increasingly important role in other 

ASEAN countries compared to Vietnam) have persisted as GDP per capita climbed in ASEAN 

countries. This indicates differences in the composition of resources are likely more related to 

variances in economic structure and economic development directions between Vietnam and 

other countries, than to the income levels.  

3.2. Overview of development investment in Vietnam 

Investment plays an important role in economic growth and development in countries. 

Maintaining a higher investment-to-GDP ratio is one of the driving forces to ensure robust 

economic growth. Practical data showed the upward correlation between economic growth rates 

and the investment-to-GDP growth ratios of countries (Figure 6).     
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Figure 6: Investment-to-GDP ratio and GDP growth (1970-2016) 

 Note: GDP growth is controlled for income per capita. 

Source: WDI 

In line with these trends, investment capital plays a key role in Vietnam’s economic 

growth. The country’s investment-to-GDP ratio increased sharply from 29.6% to 39.5% GDP 

during 2000-2007 and was also the driving force for economic growth during this period. This 

ratio declined in the post-2007 period (due to the global financial crisis and Vietnam’s structural 

weaknesses), before stabilizing in recent years together with economic growth (Figure 7).  

 (Unit: % (left); % to GDP (right)) 

 

Figure 7: GDP growth and investment to GDP of Vietnam 

Source: WDI 

Figure 8 highlights the total investment-to-GDP ratios of Vietnam and other ASEAN 

countries. Vietnam’s ratio of total investment-to-GDP followed the same total development 
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was the highest in ASEAN during 2000-2010, but from 2011 was below that of Indonesia and Lao 

PDR (mainly due to the fast decline in Vietnam’s and increase in Indonesia’s and Lao PDR’s 

ratios). Notably, China’s ratio was high (more than 40%) for a long period (2003-2015), while 

India could only sustain a 40% ratio for a shorter period (2007-2012) and no ASEAN countries, 

including Vietnam in its best years, could reach and sustain such a high level (Figure 8).    
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Figure 8: Development investment-to-GDP ratio in ASEAN + 2 

Note: based on USD 2010, 2017-2022 estimated by IMF 

Source: WDI, IFS 

Similar to the total development finance-to-GDP ratio, the investment-to-GDP ratio also 

tends to converge among ASEAN countries. 

According to GSO data (Figure 9), the volume of total development investment increased 

during 2005-2016. During the same period, the FDI- and domestic private investment-to-GDP 

ratios increased (FDI-to-GDP ratio from 4.76% in 2005 to 8.76% in 2016, and domestic private 

investment-to-GDP ratio from 8.66% to 14.64%) and the public investment-to-GDP ratio 

remained stable at 14-15%. Notably, the private investment-to-GDP ratio first became the 

highest in 2011 and then in 2015 and 2016. In 2016, the public sector investment-to-GDP ratio 

was about 14%, the domestic private-to-GDP (14.6%) and FDI-to-GDP (8.7%). 

Unit: billion VND (left), % to GDP (right)  

 

Figure 9: Volume and development investment-to GDP ratio of Vietnam 

Note: Based on 2010 USD 

Source: GSO 
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Notably, within this overall trend, Figure 9 shows big fluctuations in investment sources 

(in volume and to-GDP ratios) causing macroeconomic instability during 2007-2010. FDI 

increased sharply in 2007 and 2008, and rapidly reduced in 2009. As a result of government 

stimulus at the onset of the global financial crisis, private sector investment quickly increased in 

2009 and 2010 (in volume and share in GDP) and public investment jumped in 2009 (impacts of 

these fluctuations on Vietnam’s macroeconomy will be discussed in the last section of this 

report). Notably, domestic private investment (in terms of volume and to-GDP ratio) increased in 

step with FDI during 2009-2016. Similarly, public investment (volume and share in GDP) tended 

to be “pro-cyclical” to other investment sources, especially domestic private, for much of 2005-

2016.   

Similar to changes in the composition of development investment measured in to-GDP ratio, 

the shares of different investment sources in the total have shifted towards a smaller share of public 

investment, bigger shares of private and foreign investment in total investment (Figure 10). In 2005, 

FDI consisted of 16.92% of total investment, private investment (30.76%) and public investment 

(52.32%). In 2016, the percentages were 22.37%, 39.06% and 37.58%, respectively, with private 

investment having the largest share. However, it should be underlined that the increases in volume of 

all investment sources, especially FDI post-2009, have not been fast enough to bring total 

investment/GDP during 2011-2016 to levels of the previous period (2001-2010). As such, this may 

have contributed to lower growth rates in recent years (Figures 7 and 8). 

Unit: % share in total 

 

Figure 10: Composition of development investment in Vietnam 

Note: Based on 2010 VND 

Source: GSO 
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Comparing the investment composition of Vietnam (Figure 10) and some ASEAN 

countries (Figure 11a) shows Vietnam’s lower and slowly increasing share of private domestic 

investment (and relatively higher foreign and public investment shares) in total investment 

resources. This is similar to, and thus confirms, differences in development finance compositions 

between Vietnam and other ASEAN countries analyzed earlier. Interesting, the investment 

composition of Ho Chi Minh City - Vietnam’s growth engine and pioneer of national reforms - is 

more similar to other ASEAN countries. Figure 11b reveals the share of domestic private 

investment in HCMC’s total investment was more than 60% since 2011 (except 2013 when it fell 

to 59.2%), similar to Thailand’s and slightly higher than Malaysia’s.                  

(Unit: % share in total) 

 

Figure 11a: Composition of development investment in some ASEAN countries 

Source: Development Initiatives (2012, 2015, 2017)  

(Unit: % share in total) 

 

Figure 11b: Composition of investment in Ho Chi Minh City 

Source: GSO 

This analysis of Vietnam’s development finance and current development investment in 

recent years highlights some remarkable points, as follows: 

i) Although the total development finance-to-GDP ratio in Vietnam has decreased since 

2007, it is still high compared to other ASEAN countries. There are signs of a convergence of 

this ratio among ASEAN countries. 
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ii) Similarly, the investment-to-GDP ratio has been declining since 2007 and especially in 

2010, due to the global financial crisis and economic downturn in Vietnam. While it has 

increased in recent years, accompanied by a recovery in economic growth, the ratio remains 

relatively high compared to other ASEAN countries. 

iii) Vietnam’s share of public sector finance in total development finance has fluctuated at 

around 46%, similar to the ASEAN average. The FDI and FII-to-GDP ratio (and FDI and FII 

share in total development finance) also declined sharply from a peak in 2007, but remains 

relatively higher than in many other ASEAN countries. Remittances is playing an increasingly 

important role.  

iv) The share of Vietnam's private domestic finance (including international private 

borrowing) in total development finance and share of Vietnam’s private investment in total 

investment are relatively low compared to many ASEAN countries. HCMC’s share of 

private investment in total investment, however, compares favourably to other ASEAN 

nations.  

v) While the volume of public investment has increased pro-cyclically (especially in relation to 

domestic private investment), the public investment share in total investment declined.   

3.2.1. Current issues in financing development in Vietnam 

Recurrent expenditure pressures 

The needs to meet increasing recurrent expenditure obligations have placed significant 

pressures on the State Budget. In fact, the total volume of government recurrent expenditure 

(excluding principal debt repayments) jumped by 75.11% in 2015 compared to 2011 and almost 

double the increase in non-grant revenue (38.9%) during the same period. Among recurrent 

expenditures, the fastest growing spending items included administration (83.43%), education 

and training (78.49%) and interest payments (175.37%). This contributed to an increased State 

budget deficit (including principal debt repayments on government expenditures) from around 

4.0% of GDP in 2011 to 6.3% of GDP in 2015 (Nguyen Trong Nghia, 2017). 

Non-grant revenue: tax revenue fails to offset falls in revenue from crude oil, import-

export activities    

The government non-grant revenue-to-GDP ratio declined from more than 26% in 2006-

2008 and 27.6% in 2010, to around 22-23% in 2012-2015. This decline was triggered by a sharp 

decline in oil revenues (30% of total non-grant revenue in 2005 to 12% in 2010 and only 6.84% 

in 2015) and in revenue from import-export activities (23.64% of total non-grant revenue in 2009 

to 14.2% in 2012, 15.83% in 2013 and 17.16% in 2015) as a result of the global financial crisis 

(Figure 12).   
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Figure 12: Shares of sources in total non-grant revenue 

Source: MOF 

Compared to other ASEAN countries, Vietnam’s revenue-to-GDP ratio was the highest 

between 2000-2009 to now sit on par with the ASEAN average (Figure 13). With regards to 

other indicators, such as total volumes of revenue, revenue per capita, tax-fee revenue volumes 

and tax-fee revenue per capita, Vietnam has a ranking within the CLMV (Cambodia, Lao PDR, 

Myanmar and Vietnam) group of ASEAN countries.  

(Unit: % of GDP) 

 

Figure 13: Government non-grant revenue-to-GDP ratio in ASEAN+2 

Note: All figures are constant 2015 USD prices 

Source: WDI and IFS 

Despite government efforts to offset declines in revenue from oil and export and import 

activities, increased government revenues from taxes, fees and charges were insufficient to 

reverse the non-grant revenue-to-GDP ratio trend.  Though Vietnam’s non-grant revenue-to-

GDP ratio is the highest among ASEAN countries, its per capita government revenue and per 

capita resources mobilized from taxes-fees ranked only fifth among compared countries.   
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Central government’s share of total non-grant revenue falls  

During 2006-2010, local governments’ average share of total revenue, from sources 

shared by central-local governments under the decentralization policy, was 32.4%. During 

2011-2015, this share rapidly increased from 37.71% in 2011 to 41.95% in 2015. 

Accordingly, the share of central government revenue fell from 62.29% (2011) to 58.05% 

(2015), indicating weakening central government influence on: (i) big public investment 

projects to address key infrastructure bottlenecks and boost national economic growth and 

(ii) counter-cyclical spending (as local government spending tends to be pro-cyclical) to 

ensure macro-economic stability.  

Government domestic borrowing spikes with significant risks 

Facing a sharp decline in non-grant revenue, government borrowing during 2010-2015 

accelerated - especially from domestic sources (Figure 14), with the domestic public debt stock 

in 2015 almost 2.5 times that of 2011’s level to finance budget deficits and prevent a further 

reduction in public investment.  

(Unit: billion USD) 

 

Figure 14: Vietnam’s public debt stock in 2011-2015 

Source: 5th Debt Bulletin, MOF 

This rapidly accelerating domestic public borrowing involved significant risks:  

 Most government bonds were held by commercial banks: the share of government 

domestic bonds held by commercial banks was 79.6% at the end of 2011 and 55.4% at the end of 

2016. This suggests two key risks: (i) weakening sustainability of commercial banks, as any 

sudden fall in government bond values would have immediate, negative consequences for banks’ 

balance sheets and (ii) increased difficulties faced by private enterprises, especially SMEs, to 

access affordable credit from commercial banks.      
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repayment obligations which, at some points, exceeded

during 2014-2016.  

 Government borrowing from the Vietnam Social Insurance Fund, State Capital 

Investment Corporation (SCIC), debt repayment

limits, affecting the liquidity of these institutions.

 Implicit debts with GOV guara

another important source of risk to debt sustainability. 

These together with the high level of non

the banking system (particularly 2006

GOV to restructure domestic debt and revisit its domestic borrowing strategy.

ODA declines and loans become less concessional 

Vietnam is the largest recipient of ODA among ASEAN countries, with 37% 

(USD3.9 billion) of the ASEAN regional total in 2015 and a high ODA

at 4% of GDP in the early 1990s, to 3% of GDP in the early 2000s and around 2% of GDP 

between 2011-2015 (compared to less than 1% of GDP in other ASEAN countries) (Figure 15). 

Figure 15: ODA

However, ODA flows into Vietnam have decreased markedly (especially after the country 

achieved lower middle-income status in 2010) and become less concessional with Vietnam’s 

International Development Association (IDA) graduation in 2017. Notably, ODA grants 

important financial resource for technical assistance, capacity building and policy advice 

consisting of a very small proportion (1%) of ODA have reduced sharply from around US

million in 2012 to less than USD50 million in 2015. 

Doors open to international funding on climate change and green growth

While the ODA-to-GDP ratio is decreasing, the Other Official Flow (less concessional 

loans)-to-GDP ratio in Vietnam has increas

repayment obligations which, at some points, exceeded the State budget repayment capacity 

Government borrowing from the Vietnam Social Insurance Fund, State Capital 

Investment Corporation (SCIC), debt repayment and idle State Treasury funds are reaching 

limits, affecting the liquidity of these institutions. 

Implicit debts with GOV guarantees acquired by SOEs and local authorities present 

another important source of risk to debt sustainability.  

These together with the high level of non-performing loans and related liquidity stresses in 

the banking system (particularly 2006-2010 and 2011-2015), underline an urgent need for the 

GOV to restructure domestic debt and revisit its domestic borrowing strategy. 

ODA declines and loans become less concessional  

Vietnam is the largest recipient of ODA among ASEAN countries, with 37% 

of the ASEAN regional total in 2015 and a high ODA-to-GDP ratio fluctuating 

at 4% of GDP in the early 1990s, to 3% of GDP in the early 2000s and around 2% of GDP 

2015 (compared to less than 1% of GDP in other ASEAN countries) (Figure 15). 

ODA-to-GDP ratio of Vietnam and other countries

However, ODA flows into Vietnam have decreased markedly (especially after the country 

income status in 2010) and become less concessional with Vietnam’s 

al Development Association (IDA) graduation in 2017. Notably, ODA grants 

important financial resource for technical assistance, capacity building and policy advice 

consisting of a very small proportion (1%) of ODA have reduced sharply from around US

million in 2012 to less than USD50 million in 2015.  

Doors open to international funding on climate change and green growth

GDP ratio is decreasing, the Other Official Flow (less concessional 

GDP ratio in Vietnam has increased and exceeded ratios in other ASEAN countries 
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recently. As donors shift focus to global public good issues, such as climate change and green 

growth, Vietnam is a recipient of considerable volumes of international public climate finance. 

During 2010-2014, it received the largest amount in the region (USD5.2 billion), consisting of 

small grant and non-concessional loans and more significant concessional loans. 

Debt stocks build up  

Vietnam’s public and government debt stocks have sharply increased, with public debt-to-

GDP ratio rises from 50% in 2011 to 63.7% in 2016, turning Vietnam’s ratio from the lowest in 

ASEAN during 2000-2005 to the highest in 2016, while the government’s debt-to-GDP ratio 

jumped from 39.3% of GDP in 2011 to 52.7% in 2016 (Figure 16).  

 

Figure 16: Public debt stock-to-GDP ratio of Vietnam and some ASEAN countries 

Source: IFS (2017), World Economic Outlook Database 

The rise in domestic public debt and government guaranteed debt have been the main 

contributors to the increase in public and government debt stocks. It is important to note that 

Vietnam is not a highly indebted country and while public debt interest payments have risen in 

recent years, these trends are not out of line with other countries in the region. However, the fast 

building up public debt stock and GOV obligations to repay domestic public debt at some points 

exceedingd the State budget repayment capacity during 2014-2016, prompted the National 

Assembly to adopt ceilings on public and government debts, and requested GOV to apply a more 

sustainable debt management plan.    

FDI: high volumes, but quality remains modest  

FDI inflows into Vietnam have accelerated - especially since its accession to the World 

Trade Organization (WTO). Moreover, such flows have also been at a high level compared to 

other ASEAN countries, except Singapore (Figure 17). Notably, FDI in manufacturing during 

2015 accounted for almost 70% of FDI to Vietnam, much higher than in Indonesia (40%) and the 

Philippines (38%). Public debate in Vietnam underlined several weaknesses in FDI quality, such 

as low levels of technology, technology transfers and linkages with domestic enterprises, 

negative environmental impacts and inadequate contributions to government revenue compared 

to the high level of FDI incentives (especially in tax exemptions and access to land) which, in 

turn, contributed to an uneven playing field for domestic private enterprises.     



Figure 17: FDI as a percentage of GDP across ASEAN (2015)
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Source: Development Initiatives (2011, 2015, 2017) 
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3.2.2. Policy recommendations for financing sustainable development in Vietnam 

Integrated solutions within an integrated national financing framework  

Given the mixed development financing outlook facing Vietnam, the country must address 

key challenges to continued rapid growth in some finance sources and expedite growth in other 

key finance types where levels and trajectories remain low. Most importantly, it must ensure 

resources can be mobilized and channeled into effective investments that yield sustainable 

development results. The Integrated National Financing Framework (INFF), outlined in the 

Addis Ababa International Conference on Development Financing, highlights the criticality of 

government developing an integrated policy and institutional framework to address these 

challenges in parallel. Applying the “whole government” and “whole society” principle of 2030 

Sustainable Development Agenda, the integrated policy actions should also aim to manage 

interactions between development finance sources to leverage synergies and ensure investments 

across all aspects of the financing landscape contribute to Vietnam’s achievement of the SDGs. 

Accelerate private sector development 

In the context of the fast-changing international finance landscape, globalization and 

acceleration of Industrialization 4.0, given the fact that domestic private investment is relatively 

small and slowly growing, its growing important role – as an engine of the country’s growth - in 

the next development stage of Vietnam as a lower middle-income country is widely 

acknowledged by policy-makers and in key country strategic documents. Addressing bottlenecks 

to expanding the domestic private sector and domestic private investment is among Vietnam’s 

first priorities, actions are defined in government strategy and implementation is underway. 

Within this context, a key priority is to accelerate the private sector’s development and 

investment expansion in Vietnam through prioritization of three areas of action.  

 Firstly, a level playing field must be created for the domestic private sector, including 

reforming SOEs and revising FDI policies to facilitate domestic private firms’ market entry, with 

enhanced linkages in domestic and global value chains. 

 Secondly, policies and targeted support must be realized to help domestic private 

enterprises grow, enhance productivity and competitiveness, improve linkages in domestic and 

global value chains, while simultaneously accelerating a necessary transition from the informal 

to formal economy. 

 Thirdly, efforts must be intensified to improve the enabling environment for business, 

support domestic enterprises to access land and credit as well as technical capacities to adopt 

new technologies and grasp opportunities offered by Industry 4.0. Establishment of independent 

institutions specialized in providing training and R&D support to Vietnamese private firms 

(impeded by their small size and inability to afford investments in R&D, applying high 

technologies and training) would be necessary. 

Shift the FDI attraction focus from quantity to quality 

To ensure FDI policies become an integrated part of the national development strategy and 

maximize FDI’s positive impact on national economic growth, society and environment, the 
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focus of FDI attraction should shift from quantity to quality, in parallel and contributing to 

actions to accelerate domestic private sector development. It is important to establish clear 

international standards in terms of technology requirements, domestic content with technology 

transfers and linkages to domestic firms, and compliance with stricter energy efficiency and 

environmental-safety standards. Strengthened institutional capacity and systems for rigorous 

screening, appraising and approval of FDI projects to ensure adherence to international standards 

should also be prioritized.  

Furthermore, it is imperative Vietnam moves from using tax incentives and other 

privileges as means to attract FDI, while strengthening its active participation in international 

initiatives to address harmful tax practices of countries in FDI attraction and enhance actions to 

limit the competition between provinces using tax and other incentives to attract FDI. 

Furthermore, Vietnam should champion more effective incentives to attract high-quality and 

long-term FDI focused on high human resource skills and capacities, domestic purchasing 

power, long-term predictability of investment regulations, consistent application of the rule of 

law, political stability, quality infrastructure (transportation and utilities) and competitive support 

services and supplies of domestic enterprises. 

Drive for efficiency and effectiveness of public spending and investment  

Noting that expanding GOV revenues will only be effective if budget resources are 

used efficiently and public investment is effective, the government is urged to ensure 

effectiveness of recurrent expenditure as well as the efficiency, transparency and 

accountability of public investment. While it is important to continue streamlining the 

government apparatus and reducing the large number of personnel on government payrolls, 

parallel actions are needed to ensure greater government apparatus efficiency. Possible 

savings gained by reducing recurrent expenditure on salary payments can unlock the door to 

increased State spending on R&D and investing in “213t Century skills” necessary for 

Vietnam to seize opportunities from Industry 4.0. Setting clear criteria and establishing 

suitable institutional arrangements for prioritization and selection of public investment 

projects that are growth-enhancing and crowding-in private investments are recommended as 

urgent actions towards public investment efficiency, in addition to management 

transparency, accountability and fighting corruption.  

Improve sustainability of revenue through tax base expansion and better management of 

State assets    

Vietnam must sustainably expedite growth in government revenues and ensure resources 

are invested effectively and utilized efficiently. In this regard, the GOV is encouraged to 

continue expanding domestic revenue from taxation as a more sustainable and reliable source of 

revenue. This can be realized by introducing new taxes, such as property and CO2 

emission/carbon ones, reconsidering the ceiling of tax and fee revenue-to-GDP ratio and 

applying international standards in classifying and collecting data on non-grant revenues from 

taxes, fees and charges to help identify issues and formulate policy actions more precisely. The 

application of the fixed and flat tax rates as well as use of a flat basis to calculate tax payable 
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amounts should be reconsidered in connection to efforts supporting MSMEs to grow in size and 

become formal. Lastly, Vietnam is recommended to enhance management of State assets to help 

boost the economy, finance social and economic infrastructure as well as covering maintenance 

costs without competing with government budgets, leaving more for spending on healthcare, 

education and other social initiatives.  

Decentralization: addressing fragmentation and coordination problems  

Given the fragmentation and coordination problems related to decentralization in 

Vietnam, urgent action is necessary to identify and implement solutions. Firstly, the issue of 

falling public investment in the face of decentralization must be tackled. National budgets and 

planning for large-scale infrastructure and related investments should be strengthened as local 

governments typically lack the technical capacity to plan and implement such complex 

projects. One significant disadvantage of sub-national public investment is it tends to be more 

pro-cyclical than public investment at national level. In addition, local level public investment 

associated with sub-national authorities is constrained due to pronounced vertical and 

horizontal coordination problems that need addressing. Remedial actions include clearly 

specifying respective divisions of labour, roles and responsibilities of central versus local 

authorities applying co-financing arrangements and matching grants with formal consultation 

processes that embed representatives of national agencies within local government structures 

and following Organization for Economic Co-operation and Development (OECD) countries’ 

lead in applying various forms of conditionality to align national and local priorities. An 

example is tying the availability of investment resources to a specific timeframe, insisting on 

counterpart financing from local governments as well as ex-post evaluation of outcomes. 

Finally, creating inter-governmental coordination mechanisms at local level is essential, 

especially among provinces and cities and within large cities to address serious horizontal 

coordination problems, in addition to focusing on the quality of local institutions through 

increasing transparency, reducing fragmentation of local institutions and streamlining decision-

making processes. 

Manage the smooth transition to ODA graduation 

While the effective utilization of currently available ODA resources remains paramount, 

ensuring ODA projects address key growth bottlenecks and crowd-in private sector investment, 

Vietnam must manage the transition from ODA smoothly by developing and implementing exit 

plans and exploring new resource mobilization opportunities. To avoid concessional lending 

grinding to a halt simultaneously, government and donors should work together to develop ODA 

programmes and projects in the next five to 10 years based on anticipated levels of resources and 

develop a plan to transition from concessional loans. At the same time, expanding access to new 

international development finance sources on climate change adaptation and mitigation, green 

economy, as well as developing new partnerships with international private foundations and 

philanthropic organizations will be needed if Vietnam is to sustain public investment after 

graduation from concessional ODA. 
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Prudently manage public debt 

Given the rapid accumulation of public debt and its associated risks, it is imperative to 

develop and implement public debt management legislation, strategies, plans and policies as 

integrated parts of the national development plan and INFF. In particular, it is necessary 

enhance the latter’s linkages to Socio-Economic Development Plans (SEDPs), Medium-Term 

Public Investment Programme (MTPIP) and three-year Financial and Budgetary Plans, their 

coherence with other legal documents, policies and regulations on the State budget, public 

investment, enterprises, banking system, Social Insurance Fund and State Treasury (as major 

holders of GOV bonds). Moreover, national capacity must be strengthened to analyze 

opportunities, challenges, costs and risks in all sources of public debt and borrowings, 

forecasting and advice on future GOV borrowing needs and repayment obligations as well as 

developing and implementing mechanisms to monitor, supervise, control and manage GOV 

borrowing risks (local government, GOV guaranteed and SOE borrowing). Close public debt 

monitoring and evaluating (using standard international definitions, classifications and M&E 

indicators in planning and monitoring public debt) will result in timely, accurate information 

and data for wide dissemination to users following international best practices in public debt 

M&E and information disclosure. 

Manage interlinkages and foster synergies of different financial resources  

Going forward, an improved understanding and capacity to manage interactions between 

development finance sources will be essential. Such an understanding and capacity will not only 

help limit negative impacts (such as when capital inflows and pro-cyclical domestic investment 

destabilized Vietnam’s macro-economy in 2007), but also to maximize positive synergies of 

different development finance resources while ensuring macroeconomic stability, sustainable 

debt management and stable economic growth. Such an understanding and capacity will also 

help to define more ODA and public investment projects that catalyze new quality FDI inflows 

and domestic private sector investment projects contributing to economic growth. They will also 

help limit the impact of public investment projects, including by SOEs, in ‘crowding out’ private 

investment (including through the latter’s competition for domestic credit) and define more 

public investment projects that can ‘crowd-in’ domestic private sector investment and support 

private sector development. 

3.2.3. Conclusion 

As Vietnam embarks on a more inclusive development pathway and a new growth model 

based on higher productivity, stronger international competition and creating more productive 

jobs for all as Industry 4.0 accelerates, the urgency to develop a strategy to mobilize and utilize 

development financial resources will become increasingly acute.  

This assessment of development finance has identified the challenges and opportunities for 

Vietnam to mobilize the right scale and mix of financial resources and to ensure effective 

utilization and sustainability of its development finance. This study proposed interlinked policy 
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actions to be formulated and implemented within a national integrated finance framework 

consistent with and suited to Vietnam’s new growth model. The new development finance 

strategy and its implementation should be an integral part of Vietnam’s reforms in public finance 

management and public investment, its plans for SOEs and particularly the development of 

private SMEs. It should also be sensitive to the country’s efforts to minimize disparities, improve 

its productivity and competitiveness, economic and social inclusion, environmental sustainability 

and climate resilience. Now is the time for all stakeholders to act in a concerted manner on the 

identified challenges to realize the country’s aspirations to achieve its SDG agenda to lift 

Vietnam’s human development to new heights. 
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Abstract: Financial inclusion is considered by many as a critical factor that contributes to the 

reduction of income imbalance. Using data from 22 transition economies over 11 years from 2005 to 

2015, this paper used 2SLS model and found that there is a negative relationship between financial 

inclusion index and GINI coefficient. This paper applied two different financial inclusion index 

approaches: UNDP’s approach and Principal Component Analysis.  Discussions are also provided 

based on the real economic situation of transition countries; policy recommendations are suggested 

to reduce income inequality through developing financial inclusion.  

 

1. Introduction 

Starting from 1970s, there have been several researches discussing the impact of financial 

inclusion (FI) on economic growth and income inequality. At that time, FI was presented as 

single sectors: types of financial services or financial access. Later, the concept of financial 

inclusion has been become popular and defined as the state of easy and voluntary access to basic 

financial services (saving accounts, types of deposit, credit and money advice) at a suitable fee to 

all society. It is reported that more than 70% of total world population lacks the access to basic 

banking services (Stein et al., 2011). According to World Bank (2018), “Financial inclusion is a 

key enabler to reducing poverty and boosting prosperity”. As a result, it is expected that financial 

inclusion would help reduce poverty and then income inequality. However, when some countries 

become richer, the gap between the poor and the rich is not narrower. This raises the question of 

whether financial inclusion could really help reduce income inequality through wider access to 

finance for different groups of people.  

There are several researches on the impact of financial inclusion on income inequality. 

Especially, when the relationship between financial growth and income inequality has been 

proved by many researchers from many countries, the solutions to reduce income inequality have 

been more and more concentrated on. There are many questions put at three level such as 

country, economic group and worldwide that whether financial inclusion affects income 

distribution. 
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Clearly, if the role of financial inclusion is proved, it would be very meaningful for 

countries to directly reduce inequality in income. Given this importance, this research aims to 

answer two main questions as follow: 

 What is the impact of financial inclusion on income inequality in transition economies 

countries from 2005 to 2015? 

 Is there any difference in the impact of financial inclusion on income inequality 

between low- and high- income countries; low- and high- fragile countries? 

Transition economies and time period are chosen because of two main reasons. Firstly, 

transition economies are defined as a group of countries that is on the process of transformation 

from planned economies into market economies. Transition economies have included the 

economies of Central and Eastern European (CEE) and the Baltics are closely approaching of the 

European Union, some countries of Commonwealth of Independent States (CIS) and some in 

Asia. Although all of them have the difference in growth rate, region, geographical location, they 

all have the similarities in transition process. In a transition process, they faced with many 

changes such as liberalization, macroeconomic stabilization, restructuring and privatization and 

institutional reforms, where the development in financial is a major term. Keane and Prasad 

(2000) emphasized that income inequality plays an important role in transition economies and 

suggested that inequality-reducing redistribution can enhance growth. IMF (2000) reported 

inequality in income has increased, not surprisingly, over the process of transition. Thus, to 

support this process, this paper aims to examine the impact of financial inclusion on income 

inequality that will provide significant policy recommendations to this economic group. 

Secondly, the time period from 2005 to 2015 is long enough to cover the transition process of 

countries in this field. 

There are 6 main sections in this paper. Section I is introduction; section II presents 

Literature Review which groups different past researches with various hypothesis and suggests 

some important gaps. Section III describes Methodology and Data used as well as the 

calculations of Financial Inclusion Index (FII). Section IV shows the empirical results and 

Section V discusses the implications of the results. The last part is the conclusion of this paper.  

2. Literature review 

Financial inclusion allows financial services to be spread to the concept of ‘unbanked’ and 

it is an integral dimension of financial development (Kim, 2016). Recently, more and more 

researchers are concerned about the impact of financial inclusion on income inequality. There are 

studies, both directly and indirectly, explore this topic in different research contexts. This part 

includes three main contexts: developing countries, developed countries and mixed countries.  

2.1. Measurement of financial inclusion 

There are numerous researches that studied FI and its measurement in developing 

countries. One method to calculate multidimensional FII is to apply UNDP’s approach. Chithra 

and Selvam (2013), Chattopadhyay (2011), Michael and Sharon (2014) ran OLS model in India 
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and Nigeria and they all concluded that the higher the income distribution, the higher the FI, for 

both individual level and state level. Moreover, Michael and Sharon (2014) found that financial 

system development is determined by the extent to which it improves financial services access 

for poorer class of the population. Although there are differences in selected countries and 

variables, they all calculated FII related to bank branches density that is based on Euclidean 

distance method and UNDP’s approach.  

Using the same approach, Arora (2010) did not only use data from banking branches but 

also collected from 3 dimensions of FI including outreach, cost and ease of transaction. He 

confirmed that low financial access will increase the external financing constraint that prevents 

the expansion of firms and income inequality. Meanwhile, Park and Mercado (2015) did another 

study on 37 developing countries using OLS model, and they suggested that emphasis on rule of 

law, primary education completion and growth in bank will also reduce GINI coefficient.  

The above studies, however, do not consider rural/urban variables, gender or people with 

disabilities to calculate FII and examine its impact on income inequality. Montfort et al. (2016) 

contributed in filling this research gap by finding that, using panel data and GMM model in Sub-

Saharan Africa, FI for men and women significantly reduce income inequality. In the same year, 

Sehrawat and Giri (2016) divide research’s scope into rural and urban areas in Asia’s developing 

countries. They concluded that financial reforms contribute to the reduction of rural-urban field. 

Moreover, instead of using GINI coefficient to present income inequality, these studies use ratio 

between agricultural to industrial value-added as share of GDP to present rural area’s income 

inequality. 

There are some other studies applying different methods from UNDP’s approach and 

Euclidean distance, but still drew the same conclusion that FI has negative impact on income 

inequality. Karpowicz (2014) applied the model adapted from Dabla-Norris et al. (2014) and 

used cross-sectional data of 942 institutions in Colombia. This paper presented FII through 3 

dimensions (Access, Depth and Efficiency) and Principal Component Analysis (PCA) is applied 

to calculate index. The importance of financial literacy is emphasized to estimate FI. The 

conclusion is that the development of financial market will result in more benefits for 

constrained workers.  

Unlike the above, there are also some papers which did not mention FI directly. Sehrawat 

and Giri (2015); Kapingura (2016) mentioned financial inclusion as an integral dimension of 

financial development and suggested its negative influence on the gap between poor and rich. 

Both used time series with ARDL bound testing co-integration. Moreover, both found that trade 

variable captures the impact of trade openness on income inequality. The only difference is that 

Sehrawat and Giri (2015) used additional ECM test for short run dynamic and presented FII via 

financial deepening while Kapingura (2016) used private-domestic sector and ATMs as a 

measure of index. 

Burgess and Pande (2005), Jayaratne and Strahan (1996) in India, Karrlan and Zinman 

(2006) in South African mentioned financial inclusion through expansion of bank branch and 

access would lead to statistically significant decline in income inequality. All three researches 
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used panel data and emphasized that deregulation would narrow the income disparity by 

disproportionately supporting the poor instead of damaging the rich.  

Finally, Chen and Jin (2017), Brune et al. (2011) and Taizo (2006) indirectly mentioned 

financial inclusion via financial services. Applying secondary data of households in China, Chen 

and Jin (2017) used credit’s use of households to emphasize its impact on socioeconomic 

characteristics such as household’s income and net worth. On the other hand, Brune et al. (2011) 

and Taizo (2006) used survey method on rural Malawi and Thailand respectively.  

2.2. Empirical researches on financial inclusion and income inequality nexus 

Beck et al. (2007) mentioned FI through expansion of bank branch would lead to reduction 

in income inequality in their study in the US. Utilizing Weibul hazard model, they collected data 

for the 31 years of bank deregulation from 1976 to 2006 and for 48 sections. The conclusion is 

that the deregulation of bank noticeably decreased disparity of income by pushing the lower-

class workers’ income. Also in the US, Hogarth et al. (2005) did a survey on 4449 households 

for 4 years. Using logistic regression model, their paper emphasized that the positive change in 

bank account ownership, a proxy of FI, can bring low-to-moderate-income families into the 

financial mainstream. 

There are some studies that included both developing and developed countries in their data 

pool. Sarma (2008) used UNDP’s approach to calculate FII through three basic dimensions of 

FI—accessibility, availability and usage of banking services. Honohan (2007) did a study on 160 

countries by collecting banking information, MFI account numbers, banking depth and GDP 

growth rate as well plus data from household surveys for a smaller set of countries. Using OLS 

and adding single probit regression, Demirguc-Kunt and Klapper (2013) exploited demand-side 

information through The Gallup World Poll survey of 148 countries while Camara and Tuesta 

(2014) applied two-stage PCA including both supply-side and demand-side information. Both 

concluded that the influence of FI on the disparity of income is negative. 

2.3. Research gap 

Based on findings of previous studies, there are some gaps suitable for further research. 

Despite the numerous studies on this topic, very few have been carried out in the context of 

transition economies, which have had rapid growths. This paper will examine the influence of FI 

on the distribution of income in transition economies. Moreover, this paper will explore the 

difference in GINI index between high- and low-income countries; high- and low-fragile 

countries.  

The method to calculate FII has also been a controversial topic. Different methods have 

brought out different results. Thus, this paper will include both popular (UNDP’s and PCA 

approach to measure FII and then estimate the impact of FI on income inequality. 

3. Overview of financial inclusion in transition economies 

The development of FI can be seen as the solution to deal with income inequality. 

Financial access is used as the measurement of FI, which consists of the number of bank 



808 

accounts and the popularity of financial services among people. In the last few years, there was a 

noticeably change in term of the number of ATMs per 100,000 adults in several nations 

worldwide. Russia Federation witnessed a fastest movement from nearly 80 ATMs in 2009 to 

over 180 ATMs in 2014. The ascending was also captured in CEE (around 40-60 ATMs) and 

CIS group countries (over 60 ATMs) in 2015. Croatia has gained the outstanding performance 

comparing to the other countries in the same area. In Asian transition countries, the number of 

ATMs fluctuated between 65 and 80 in 2015. However, Vietnam and Lao PDR experienced a 

slower pace where the figures just reached 25 ATMs in 2015. (Appendix 1).  

The differences between low- vs. high- income countries and fragility- vs. non-fragility- 

countries are expressed the trend in FI (Figure 1). Financial inclusion increases over time, with 

higher levels for high-income countries than for low- income countries. The trends are similar 

for low-fragility and high-fragility countries, which also indicate a growing gap in recent years.  

 

Figure  1. Financial inclusion index trends.  

Source: Kim (2016) 

In 2009, at the peak of global financial crisis, the gap between high-income and low- 

income countries widened, yet the gap between low-fragility and high-fragility countries 

narrowed. At least two reasons were found. First of all, activities which supports FI abated in 

low-income countries during the crisis. Second of all, although high-fragility countries had 

relatively high financial limitations, they had still strong incentives for enforcing financial 

inclusion during that time. 

The context in Vietnam showed that financial exclusion is a key of barrier in poverty 

reduction and prosperity boost. According to World Bank, Vietnam is one of 25 countries that 

75% of population cannot access financial services and over 50% adults in the poorest 

households that are unbanked. In 2016, SBV and World Bank became partnership on a 

comprehensive approach to financial inclusion which will work on a National Financial 

Inclusion Strategy for Vietnam. Hogel., et al (2013) stated that Vietnam is lagging behind the 

rest of South East Asia in case of odd financial inclusion and indicates tremendous chances for 

enterprises in this sector. 
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DATA AND METHODOLOGY 

Theoretical framework 

This paper applied quantitative methods to examine the impact of Financial inclusion on 

income inequality in transition economies countries from 2005 to 2015. Firstly, financial 

inclusion index will be identified following two methods. Majorly, the previous research applied 

Sarma (2008)’s approach following UNDP or the method of Principal Component Analysis. 

Beginning calculating income inequality over the period of time and using FII and other 

explanatory variables over corresponding time period. The basic regression function can be 

written as following: 

 yi,t = αyi,t−1 + βFIi,t + γ Xi,t + εi,t   (3) 

This can be re-written: 

 yi,t − yi,t−1 = (α − 1)yi,t−1 + βFIi,t + γ Xi,t + εi,t. (4) 

In this regression, yi,t is logarithm of income inequality (represented by GINI coefficient); 

FIi,t is the Financial Inclusion Index measures financial inclusion, and Xi,t is a set of conditioning 

information for country i in period t. This framework is used by Rojas-Suarez (2010), Beck et al. 

(2007), Levine (2007), etc. 

Data collection 

There are 22 countries of transition economies and data will be collected over 11-year 

period between 2005 and 2015 (Appendix 2). 

Dependent variable is income inequality which is presented through the Gini index (GINI).  

GINI coefficients go from UNU-WIDER version WIID 3.4 of Unities Nations University, World 

Bank and HDR. 

Independent variables include FI and X following equation (4). In terms of FII, it will be 

calculated based on 2 methods represented above. In term of the conditioning information, there are 

6 explanatory variables. Firstly, Rule of law captures the awareness of the extent to which agents 

have reliance on and stand for the rules of society, especially the quality of contract implementation, 

property rights and the probability of crime and violence. GDP per capita is the proxy that represents 

to growth of economic. This variable will be represented under logarithm in model. Unemployment 

captures to labor force situation. Ratio of domestic credit to private sector (% of GDP) is the best 

measure for financial depth. Additionally, there are 2 dummy variables which stand for high- and 

low- fragility transition countries and high- and low- income countries. Specifically, national non-

performing loans each year is compared to the median value of the world to sort the high- and low- 

fragility countries that if it is lower, the country would be high-fragility in that year. Meanwhile, 

GDP-per-capita value would be made a comparison to the median value of the world that if it is 

lower, the country is low-income (Kim, 2016).  Data for all of variables will be collected from World 

Bank Database including World Development Indicators, Global Financial Database, World 

Governance Indicators, IMF and some national reports. 



810 

Hypothesis 

Table 1. Research result hypothesis 

Variables Hypothesis Reasons 

FII 
Negatively impact GINI 
coefficient 

If the financial access become more popular to all class of 
people, it will support easily to integration and development 
overall, thus reduce inequality. 

Rule of law 
Positively impact on GINI 
coefficient 

When the law become freer, it will encourage investment in 
general. However, it may a reason for the problem of the rich is 
richer while the poor is not. 

Dummy for 2 type of 
income country 

Negatively sign for high income 
countries and vice versa 

The high-income countries will narrow the gap between the 
households’ income and the cumulative income of the 
economy, then decrease GINI index. 

GDP per capita 
Negatively impact on GINI 
coefficient 

When the economy work well that will promote to reduce the 
gap between rich and poor. 

Unemployment rate 
Positively impact on GINI 
coefficient 

The more jobless will lead to the more inequality. 

Domestic credit to 
private sector 

Positively impact on GINI 
coefficient 

The more credit growth may put more harmful on the economic 
and increase the gap between the rich and the poor. 

Dummy for 2 type of 
fragility country 

Negatively sign for low-fragility 
countries and vice versa 

Basically, the more fragility the more gap between the rich and 
the poor. 

Financial inclusion index calculations 

Based on UNDP’s approach 

Sarma (2008) identified FII by using multidimensional approach of index similar to 

UNDP’s approach used for HDI’s calculation. However, the detail methodology was improved 

to make FII free from some shortcomings of HDI. This method is easy to calculate and 

understand. 

This paper will closely follow Sarma (2008)’s approach. There have four main factors: 

automated teller machines (ATM) per 100,000 adults, commercial bank branches per 100,000 

adults, borrowers from commercial banks per 1,000 adults, depositors with commercial banks 

per 1,000 adults. The banking services’ availability as a dimension of FI is represented by the 

first two factors while the last three represent for the usage as another FI’s dimension.  

Dimension index is calculated as following: 

      (1) 

Where: Ai is Actual value of dimension i; mi is the value dimension i at minimum; Mi is 

the value of dimension i at maximum. 

Index will be normalized inverse of Euclidean distance of point di in (1). The formula is 

given by: 

   (2) 

FII has range from 0 to 1 where 1 represent for the highest FII and vice versa. 
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Principal Component Analysis 

This approach is supported by Demirguc-Kunt and Klapper (2013).  FII under PCA will be 

estimated by four dimensions that are similar to these under Sarma’s approach. It is easy to make 

the comparison between to methods of FII calculation. Using World Bank’s Global Findex, 

World bank data, four dimensions are automated teller machines (ATM) per 100,000 adults, 

commercial bank branches per 100,000 adults, borrowers from commercial banks per 1,000 

adults, depositors with commercial banks per 1,000 adults. Four components will be calculated 

and weighted under PCA approach and FII will be valued following the formula: 

FIi = 1Yi
1 + 

2Yi
2 + 

3Yi
3 + 

4Yi
4+ e

i
 

Where: i denotes the country and Yi
1,Y

i
2,Y

i
3,Y

i
4 capture four dimensions respectively. 

The result of PCA will be shown in Appendix. Accordingly, the weighted values of four 

dimensions are similarly equal. It means the important extent of four dimension are the same to 

explain FII. 

Estimation methods 

In this paper, panel regression is chosen to capture impact of FII on the income inequality. 

The regression includes Pooled OLS, Fixed effects and Random effects (Appendix 5). There are 

2 estimated model and the more suitable model will be chosen. 

(1) 

�����,� = �� + ������,� + �������,� + �����_������,� + �����,� + ���������,�

+ ���������,� + ���������,� + ��,� 

(2) 

���_�����,� = �� + �����_����,� + �������,� + �����_������,� + �����,� + ���������,�

+ ���������,� + ���������,� + ��,� 

Where: GINI refers to GINI index 

 FII refers to financial inclusion index 

 RULE refers to Rule of law index 

 GDPpc refers to GDP per capita 

 UN refers Unemployment rate 

 DOMCRE refers to domestic credit to private sector (% of GDP) 

 DumINC, DumFRA refer to dummy variables of high-income countries, low-fragile 

 countries respectively. 

With the problem of endogenous, 2SLS estimation is chosen to solve it. 2SLS uses 

instrumental variable to deal with endogenous issues. In this case, lag of financial indicators that 

include lag of FII and lag of GDPpc are applied as instrumental variables in model. Model (1) is 

chosen to run 2SLS. 
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EMPIRICAL RESULTS 

Descriptive analysis 

Table 2. Descriptive statistics 

Variable Observation Mean Std. Dev. Min Max 

GINI 242 35.511 6.964 16.640 62.071 

FII 242 .208 .140 .009 .638 

FIIpca 242 .262 .221 .012 .910 

Log_GDPpc 242 8.082 .879 5.821 9.681 

RULE 242 -.570 .456 -1.37 .710 

UN 242 10.593 8.240 .102 37.312 

DOMCRE 242 42.920 27.065 5.874 152.552 

DumFRA 242 .814 .390 0 1 

DumINC 242 .095 .294 0 1 

Table 2 shows the descriptive statistics of both dependent and independent variables. 

Accordingly, the lowest value of GINI is recorded at 16.64 and its highest value is at 62,071 in 

Botswana in 2005. Meanwhile, FII under 2 approaches has the noticeable difference in 

maximum value which is 0.638 in Russia (2014) and 0.910 in Croatia (2015) under Sarma’s and 

PCA’s approach respectively. 

Figure 18 shows the extremely negative relationship between FII and GINI coefficient with 

the down-ward trend line that the higher FII will lead to the less GINI coefficient. It implies that 

if the FI is improved, the income inequality will decline in term of transition economies. 

Particularly, the negative correlation between FII and GINI is illustrated more strongly under 

PCA approach than under Samra’s. Additionally, the plot dispersion is larger under Sarma’s 

calculation. 

 

FII calculated by PCA approach 

 

FII calculated by Sarma’s approach 

Figure  2. Correlation between FII and GINI index 
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Self-calculation, data source: IMF, World bank 

Empirical results 

Model have been estimated by Pool OLS, fixed effects, Random effects which will be 

shown in Appendix. Their diagnostic tests including F-test, Hausman test have also been done. 

However, the expected signs and the significant results are not as expected and the problem of 

endogenous has not been solved. By using 2SLS estimation, the lag variables were applied as the 

instrumental variables and the estimated result is expressed as below. 

Table 3. Empirical result of 2SLS model 

Model (a) (b) 

Dep.Var GINI 

FII 
-18.316 

(0.000)*** 

- 9.655 

(0.017)** 

Log_GDPpc 
-.896 

(0.093)* 

-1.594 

(0.012)** 

RULE 
9.724 

(0.000)*** 

10.608 

(0.000)*** 

UN 
.113 

(0.027)** 

.054 

(0.357) 

DOMCRE 
.081 

(0.000)*** 

.012 

(0.446) 

DumFRA 
- 4.497 

(0.000)*** 

- 4.007 

(0.005)*** 

DumINC 
- 2.099 

(0.205) 

-4.238 

(0.028)** 

Constant 
51.335 

(0.000)*** 

57.990 

(0.000)*** 

Note: 

Values in brackets are t-stat. ***, **, and * refer to significant at p<0.01, p<0.05, and p<0.10, 
respectively. 

Model (a) refers to model with FII calculated by PCA’s approach 

Model (b) refers to model with FII calculated by Sarma’s approach 

Instrumental variables include l.FII, l.log_GDPpc 

Table 4. Statistical tests 

Test Model 

 (a) (b) 

Cragg-Donald Wald F statistic  

Statistic value 2307.026 2746.844 

Critical values:   

10% Maximal IV size 19.93 19.93 

15% Maximal IV size 11.59 11.59 

20% Maximal IV size 8.75 8.75 

25% Maximal IV size 7.25 7.25 

Sargan statistic  

Statistic value 0.374 2.046 

P-value 0.541 0.153 
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The model (a) is re-written as followed: 

The model (b) is re-written as followed: 

In this paper, the level of significance is used at 5%. Sargan statistic tests and weak 

identification test (Cragg-Donald Wald F statistic) showed that there are no specification errors 

as the P-values are all above significant level in term of Sargan test and F-statistic value is higher 

than all critical values in term of Cragg-Donald test (Table 3). 

Firstly, FII is found its negatively significance towards GINI index in both models. At 

significant level of 5%, when FII increases by 1 unit, GINI index will decrease by 18.316 and 

9.655 unit in model (a) and (b) respectively, ceteris paribus. Similarly, logarithm GDPpc 

variable is found that it significantly reduces GINI index at 5% level of significance in model 

(b). It means that when GDP-per-capita increases 1-point percentage, it leads to a decrease by 

1.594 unit of GINI index, assuming others constant. Adversely, GDP-per-capita is not found it 

significant at 5% level of significance in term of model (a) although it has the same sign as 

expected and is significant at 10% level of significance. By contrast, RULE has positively 

significant impact on GINI index in both models at 5% level of significance. Ceteris paribus, 

when rule of law index raises an additional unit, GINI index will also increase 9.724 unit and 

10.608 unit in term of model (a) and model (b) respectively. Similarly, UN also has positively 

significant effect on GINI index at 5% level of significance in model (a). It implicates that 1-

point percentage increase in unemployment rate will rise 0.113 unit in GINI index. Differently, it 

has no impact on GINI index in term of model (b). This result also happens in case of DOMCRE 

variable that is only found significant in model (a). Holding the other things equal, an additional 

unit increase in domestic credit to private sector (% of GDP) will rise 0.081 unit in GINI index. 

In dummy variables, DumFRA has negatively significance at 5% significant level in both 

models. It means that the low-fragile countries have lower 4.5 and 4 GINI index in model (a) and 

(b) respectively in comparison to the high-fragile countries. Differently, DumINC has an impact 

on GINI index in model (b) only. It implicates that the high-income countries have lower GINI 

index than low-income countries by 4.238. 

4. Discussion and policy recommendations 

4.1. Discussion  

By dealing with the problem of endogeneity, the estimated result is very different under 

2LSL approach in comparison to the normal panel regressions. More interestingly, by using 

different financial inclusion calculation approach, there have some differences in results between 

two estimations. 

Using different approach to calculate financial inclusion index as a proxy of financial 

inclusion development, the result is significant in both cases. This result is supported by Kim 

(2016); Park and Mercado (2015); Sehrawat and Giri (2015); Kapingura (2016); …. 

Interestingly, financial inclusion index under PCA approach showed even more significant 

impact on income inequality reduction. 
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Financial inclusion is the processes to serve the certain social groups and individuals to 

gain access to the formal financial system. It concentrates and emphasizes on popularize 

financial services for all classes of an economy, especially the poor classes who do not usually 

use financial services (Leyshon and Thrift, 1995). The broad objectives of financial inclusion are 

discussed in both social benefits and economic development. The poor can address their 

demands through formal financial system, transform money lender dependent rural poor onto a 

highly bankable group, create diversified and multiple livelihoods and inculcate a strong savings 

culture among them (Sarma, 2008). By offering a wide range of services, fully formal financial 

system will ultimately benefit individuals, the commercial firms, then improve the quality of 

social life, faster growth and poverty reduction at national level.  

In this paper, FII is represented through some indicators of bank accounts and bank 

services. Although these indicators cannot cover and measure fully the value of financial 

inclusion development, it is still one of the most suitable proxy to represent for financial 

inclusion index. The result proved on statistical side about the core role of financial inclusion in 

balancing the income distribution as expected hypothesis and matches the theory. 

 In CEE group countries, from the starting transition process in the 1990s, the households 

are now the most important customers for banks (Wiesiolek and Tymoczko, 2014). In Albania, 

the Bank of Albanian encourages to build a highly adequate environment for pushing financial 

innovations and modernizing the financial structure. They designed a payment framework that 

allows all banks, other suppliers of financial services to access the payment system in an equal 

and transparent way. In the period of 2011-2014, the use of bank cards has been increased that is 

followed by the development of the necessary infrastructure, such as POS, ATM. The use of 

electronic services such as home banking is also considered. In 2014, the activity of the Albanian 

Interbank Payment System rose by about 1.5 times in comparison to the 2004 (Gjoni, 2015). 

Although government and central bank have the certain improvement in financial access, it has 

not been focused on individuals and the poorer classes. This may be a reason why Albanian 

financial inclusion index increased but the GINI index has not fallen. 

In CIS group countries, the low financial inclusion level is discussed as the result of Soviet 

Union collapse that led to loosen life savings of many people. In 2011, EBRD hired Developing 

Market Associates to implement the project of financial inclusion development. EBRD launched 

ETC Initiative to stimulate economic transition in CIS in 2014. In term of Moldova and Tajikistan, 

the numbers brought into the banks were higher than expected. Most accounts opened were 

savings accounts or deposits and as such the average deposit size was over $1,000 equivalent. In 

Russia, they have presented a picture of fast and accelerating movement in the financial inclusion 

landscape for lower income Russians through the 2000s (Lyman et al, 2013). In World bank report 

of 2016, the number of adults owning financial accounts stands at 67.4% while this number in the 

Europe and Central Asia is 51.4% in average. However, many Russia banks has not served and 

provided full range of basic products the underserved, especially in the rural. It may also a reason 

for the speed of income inequality reduction is still lower than expected despite the FII in Russia is 

recorded as one of the highest developments in CIS.   
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 In Asia, the concentration in financial inclusion is also noticed in the recent years. In 

China, the government decided to build market-oriented banking system reform by promoting 

SMEs of combined public and private or fully private ownership in the period of 1993-2005. At 

the same time, they found that the poorest households and the smallest enterprises are the most 

difficult groups to access banking services. Since 2005, China introduced new guidelines and 

regulations that provided basic financial services for especially rural households and low-

workers, and credit for enterprise investment for MSMEs (Sparreboom and Duflos, 2012). 

China’s government realized the key factors of financial inclusion development that need to 

improve financial service for poor class, China has achieved noticeable success in financial 

inclusion over the last 15 years and become a leader in the fin-tech revolution (World bank, 

2018). Therefore, the FII is recorded as ascending while GINI index has been declined 

remarkably. In Vietnam, SBV (2017) emphasized the role of financial inclusion as the key socio- 

economic development.  From 2010, Vietnam has executed many policies to ask credit 

institutions to allocate resource meeting the capital demand of agricultural and rural areas. The 

lending program has also carried out through people credit funds and micro financial 

organizations. They also conducted specific policies to lend to farmers and poor people such as 

lending to poor households, households who are running business in remote and difficult areas. 

Additionally, Prime Minister supports to allocate a credit package valued VND 100,000 billion 

for high tech and clean agricultural enterprises. Additionally, the successful operation of MFIs 

has increased the number of micro-finance savings accounts. Almost 63% low-income customers 

admit that microcredit help them mitigate poverty and get a better life.  Through these 

improvements, Vietnam’s FII tends to increase from 2010 and the GINI index also has positive 

signals. The Vietnam’s FII is lower and GINI index is higher than China’s can be explained 

partly that the financial inclusion development plan of Vietnam had started slower than China’s 

and there also exists the difference in economic conditions.  

4.2. Recommendations for Vietnam 

Following IFC (2017), although the banking sector is relatively improved in Asian 

countries, the proportion of unbanked populations is still remarkable. Vietnam is one of 

predominantly rural countries in Asia with 65.764 % of population was rural (World Bank 

database). The proportion of accessing to financial institutions is quite low where only 16.5% 

have accounts in banks in rural places. The percentage of lowest income group that accesses to 

banks is only 10.6% and this number is 4.5% in term of the least educated class. Hogel., et al 

(2013) also showed the lower ratio of accounts in formal financial institutions in Vietnam in 

comparison to the average value in East Asia and Pacific (Figure 20). These statistics clearly 

implicates that Vietnam is going behind the rest of countries in the same area in case of financial 

inclusion. It is both difficulties and challenges for Vietnam that although the process of financial 

inclusion development might be taken a long time, the opportunities of fin-tech- and micro-

finance development will be more potential. 
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Figure  3. Accounts in formal financial institutions in Vietnam and EAP. 

Source: Hogel., et al (2013). 

In recent years, the annual GDP growth rate in Vietnam fluctuated stably around 5-7% and 

Vietnam successfully joined into the world average income group in 2010. Poverty rate fell 

nearly 40% for 20 years. However, Vietnam financial penetration is still one of the lowest in 

Southeast Asia. For the future financial service development, the recommendations are built 

based on government, central bank- and financial and non-financial institution- side. 

Recommendations for regulatory bodies 

APEC (2011) emphasized that Vietnam is one of the most extensive systems of 

microfinance in the world that government controls and subsidizes the characteristics of 

microfinance institutions. Therefore, the government policies obviously impacted directly on the 

development of financial supply, then poverty reduction. 

Firstly, Vietnam government should pay more attentions on the poor, residents in rural 

areas. The succeed of financial inclusion development and income inequality reduction depends 

mostly on the financial improvement in rural areas. Many people is unbanked because they find 

it unnecessary. By proving the conveniences of using financial services and teaching them how 

to use the basic services are the way to improve population’s literacy and increase financial 

penetration in the rural. It is the first steps to help them become actively as their own financial 

management. 

Secondly, consistent and appropriate legal framework should be applied actively. It will be 

better to consider of expanding some banking regulations. For example, they can classify 

different types of customers such as the low, middle and high-income that each of them will be 

offered the various types of service that consist with customers’ needs. Specifically, the poor will 

be served basic services such as payment transfer, savings, etc.., which also decrease the cost of 

using service.  
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Moreover, the statistical financial data and information should be improved such as 

numbers of depositors, borrowers in banks, numbers of poor households using banking services, 

… It will be a huge support for central bank to monitor the speed of financial development and 

the efficiency of policies as well. 

Recommendations for  financial and non-financial institutions 

Clearly, it will be the best if the financial institutions, especially banks and microfinance 

group, can combine perfectly with the government to develop the financial system. 

Firstly, raising the citizens’ knowledge in using financial services can be organized in term 

of the banking promotion projects. Especially in the rural, this way can both increasing 

population’s literacy and raising institution’s reputation. 

Secondly, financial institutions should reduce the number of paperwork in their transaction 

process as much as possible. It will decrease the complexity and the time of processing of 

customers. 

Lastly, institutions should impose free cost in some cases of using financial services 

towards the poor. It may bring less benefit for the institutions in short-term, but it will encourage 

the usage among the poor. In long-term, the larger the spread of financial service becomes, the 

more profits institutions can gain. 

5. Conclusion 

This paper collected the data of 22 transition economies over 11 years from 2005 to 2015  

and examined the impact of financial inclusion on income inequality- that is one of big problem 

of countries in transition process. The  data comes from HDR,  IMF, World bank and some 

national economic reports and 2SLS is applied to run and deal with endogenous problem. This 

paper also answered clearly three main research questions  that were set from the beginning. 

Firstly, under two different approach, financial inclusion is found to be statistically significant 

with specification tests at 5% level of significance. Accordingly, finanical inclusion has negative 

impact on GINI- proxy for income inequality. Secondly, high-income countries tend to  has 

lower incom imbalance than low-income countries. Similarly,  low-fragile countries have lower 

income inequality than its in high-fragile countries. Both these dummy variables are found 

statistically significant with negative sign under 5% significant level. Lastly, although applying 2 

different approach to calculate FII brings some different empirical results in some variables in 

model, financial inclusion variable is still found that has significantly negative  impact on GINI. 

By  examining this impact, this paper provides the discussion as the reason for these results and 

the policy suggestions to reduce income inequality in transition economies. 
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APPENDIX 

Overview of economic situation in transition process 

Rule of law index (Source: World bank) 

Figure  4. Rule of law index in CEE 

transition countries 

Figure  5. Rule of law index in Asia 

transition countries 

 

Figure  6. Rule of law index in CIS transition 

countries 

Figure  7. Rule of law index in Botswana 

 

 

ATMs (Source: World bank) 
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Figure  8. ATMs per 100,000 adults in CIS 

transition countries 

Figure  9. ATMs per 100,000 adults in 

Asia transition countries 

 

Figure  10. ATMs per 100,000 adults in 

CEE transition countries 

Figure  11. ATMs per 100,000 adults in 

Botswana 
 

List of transition countries 

Table 5. List of transition economies. 

CEE 

(Central & Eastern 
European economies) 

CIS 

(Common wealth of Independent States) 
Sub- Saharan 

Africa 
Asia 

Albania Armenia Kyrgyz Republic Botswana China 

Croatia Azerbaijan Moldova 

 

Cambodia 

FYR Macedonia Belarus Russia Laos 

Bosnia and Herzegovina Georgia Tajikistan Vietnam 

Serbia Kazakhstan Ukraine 

Mongolia 

Iran 

Source: IMF, World bank, United Nations 
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PCA result 

Table 6. FII under PCA 

Component Proportion 

Comp 1 0.608 

Comp 2 0.209 

Comp 3 0.155 

Comp 4 0.029 
 

  

Variables Comp 1 Weighted value 

ATM 0.573 0.292 

Branches 0.467 0.237 

Borrowers 0.577 0.294 

Depositors 0.347 0.177 
 

Principal components / correlations 2. Principal components 

Where: ATM: automated teller machines (ATM) per 100,000 adults; Branches: 

commercial bank branches per 100,000 adults; Borrowers: borrowers from commercial banks 

per 1,000 adults; Depositors: depositors with commercial banks per 1,000 adults 

Source: Self-calculation 

Variable summary 

Code Variable Meaning Unit 

Empirical results 

(Sign, significant level 5%) 

(1) (2) 

GINI GINI coefficient Proxy for income inequality Unit 
Dependent 
Variable 

Dependent 
Variable 

FII 
Financial inclusion 

index 
Proxy for financial inclusion Unit 

(-) 

Significance 

(-) 

Significance 

Log_GDPpc 
Logarithm of GDP 

per capita 
Economic growth rate % 

(-) 

Insignificance 

(-) 

Significance 

RULE Rule of law The national law situation Unit 
(+) 

Significance 

(+) 

Significance 

UN Unemployment rate Labor market % 
(+) 

Significance 

(+) 

Insignificance 

DOMCRE 
Domestic credit to 

private sector 
Proxy for financial 

institution depth 
% 

(+) 

Significance 

(+) 

Insignificance 

DumFRA 
Dummy of low- and 
high- fragile country 

The difference in GINI 
between low- and high-

fragile country 
- 

(-) 

Significance 

(-) 

Significance 

DumINC 
Dummy of low- and 
high-income country 

The difference in GINI 
between low- and high-

income country 
- 

(-) 

Significance 

(-) 

Significance 



826 

b7-s7 

 

EFFECTS OF OWNERSHIP STRUCTURE TO DIVIDEND 

SIGNALS: RESEARCH IN THE VIETNAM SECURITIES MARKET 

Le Thi Huong Lan  

National Economics University Vietnam  

lanlh@neu.edu.vn 

Truong Thi Thu Huong 

Hanoi University of Industry, Vietnam 

truongthuhuong2703@gmail.com 

Le Phong Chau  

National Economics University, Vietnam  

chaulp@neu.edu.vn 

 

Abstract: The paper examines the relationship between dividend change and future 

profitability of state- and private-controlled firms. The research applies the Ordinary Least Squares  

model (OLS) and the Fixed Effects Model (FEM) with data from non-financial companies listed on 

the stock market of Vietnam from 2008 to 2017. Empirical evidence supports the signal theory with 

T = 1, and indicates that the ownership structure influences the relationship between dividend 

change and future profitability of enterprises. This result implies that the dividend fluctuations 

reflect the business performance and expectations of future profitability in private-controlled 

enterprises. In contrast, the signal is only a true reflection when state-controlled companies raise 

their dividends. 

Keywords: dividend, dividend change, ownership, profitability, signal theory 

 

1. Introduction 

The signal theory mentioned in Pettit (1972), Bhattacharya (1979), Miller & Rock (1985) 

implies that changes in dividend policy contain information about the future profitability of a 

business. Managers use dividend changes to convey cash flow information to investors. Higher 

dividends gives positive information about the current profit and the prospect of future 

profitability in companies, and vice versa. Various empirical studies found evidence supporting 

this theory. Healy & Palepu (1988) concludes that corporate earnings increase in one year after 

the first dividends and decreases in one year after the dividend skip. Nissim & Ziv (2001) argue 

that changes in dividends is positively correlated with changes in profitability over the following 

two years. Harada & Nguyen (2005) find evidence of the correlation in changes of dividend and 

profit over the following years. Reza et al. (2014) also confirm that a dividend rise would lead to 

a profit increase in the next two years. 

However, the agent cost theory discussed in Jensen & Meckling (1976) suggests that the 
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owner of a company is often not its manager, so his/her interests do not coincide with the 

shareholders. Therefore, shareholders bear the costs associated with manager monitoring. The 

authors suggests that increasing dividend may reduce the amount of cash under the control of 

managers and limit them to invest in inefficient projects. Numerous studies aim to assess the 

effect of ownership structure on corporate dividend policy, including Zeckhauser & Pound 

(1990) and Michael Firth et al. (2016), and show a positive influence of major shareholders on 

corporate dividend policy. The research on the influence of foreign investors on dividend policy 

was conducted by Baba (2009), indicating a higher possibility of dividend payout and high 

dividends may come from a high level of foreign ownerships.  

Some researches diving into the state ownership’s effects in dividend policy, such as 

Gugler (2003), argue that state-controlled enterprises have more stable dividends than family 

businesses. In Vietnam, Tran Thi Hai Ly and Nguyen Thi Bay (2015), Pham Quoc Viet and Tran 

Bao Vy (2017) conclude that state ownership is positively correlated with dividends. 

Considering the relationship between ownership structure and dividends information, Amin 

(2015) shows that the annoucement of corporate dividends implies less information in case of 

institutional investors, and Deng, et al. (2017) concludes that state ownership reduces the 

information of corporate earnings gained from dividend annoucement. Thus, the ownership 

structure influences the corporate dividend policy. Socialist countries such as Vietnam and China 

outstand against other socialist nations with the dominant role played by state-owned enterprises 

in the economy. In Vietnam by the end of 2017, there were 353 enterprises, where the state holds 

partial equity (49.5%). In this context, this study aims to validate the effect of the ownership 

structure (state ownership particuarly) on the dividend signal with the case study of non-financial 

companies listed on the Vietnamese stock market. 

2. Introduction of the Vietnam stock markets 

The stock market in Vietnam was formed in the context of comprehensive economic 

reform and glocal integration. The Ho Chi Minh City Securities Trading Center (HOSE) started 

operations in July 2000, initially with only two listed stocks as SAM and REE. By early March 

2005, the second trading center was opened in Hanoi (Hanoi Exchange - HNX). After 17 years 

of operation, 713 stocks are listed on the two exchanges by the end of 2017. 

Table 1: Number of shareholding companies listed on the Vietnam stock market 

Year 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

HSX 174 200 280 306 314 303 309 307 320 344 

HNX 168 257 367 394 388 375 370 377 376 369 

Total 342 457 647 700 702 678 679 684 696 713 

Source: Authors’ summary from the websites https://www.hsx.vn/ and https://www.hnx.vn/  

In the stock market of Vietnam, paying cash dividends is mostly found against stock 

dividends. On average, 50% of listed companies, with the peak in 2009 (71.77%), pay dividends 
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in cash. This practice is similar to other stock markets in the globe. Dividend payout in form of 

stock is less popular in terms of both volume and proportion, ranging from 6.49% to 18.13% in 

the period 2008-2016. In Vietnam, joint stock companies are required to announce the dividend 

payout ratio as a percentage of face value, which is VND 10,000. The annual dividend of listed 

companies mostly ranges from 10-20%. From 2013 to 2016, there were more companies paying 

dividend less than 10%. The average dividends of private enterprises are usually higher than 

those of state-owned firms, up to 14% in 2015 (Stockplus.com). 

3. Research overview and methodology 

3.1. Literature review 

3.1.1.  Research overview of signal theory 

Signal theory is based on the view that managers often have better access to business 

information than shareholders. They usually get positive information of business profitability, 

which is not reflected in the current share price because investors only know the disclosed 

information. Signal theory suggests that profit distributions such as dividends imply good signals 

about the business prospects. 

In Lintner's (1956) model of dividend policy, it has been emphasized that firms only 

increase dividends when managers believe that their income steps up, meaning that the increase 

in dividends transmits the possible future profitability. A few years later, Miller and Modigliani 

(1961) suggest that dividends can transmit information about future cash flows in the perfect 

market. In 1972, Pettit also conducted a study on dividend policy and affirmed dividends implied 

positive business performance, significantly boosting the market price, and vice versa. He also 

commented "dividends can transmit significantly more information than earnings 

announcements" (Pettit, 1972). 

The famous dividend signal theory models are known by Bhattacharya (1979), Miller & 

Rock (1985), and John & Williams (1985). These models show that when managers forecast 

better operation prospects in the next few years, they would send this signal to the market by 

paying dividends and believe that their capital needs could be funded by future income. 

Conversely, managers who are uncertain about an improvement in future earnings would not be 

generous to pay more dividends. 

 The signal theory has been validated by numerous empirical studies, some of which 

strongly support its arguments, while the others do not find evidence or give the opposite 

conclusion. Healy & Palepu (1988) focuses on companies that pay first-time dividends and those 

do not pay dividends. The sample consisted of 131 first-time payers and 172 companies that 

skipped dividends or stopped paying dividends after a continuous payout of at least 10 years. 

The study confirms that companies that pay a dividend for the first time (or no dividend payout) 

have increased (or decreased) earnings at least in the previous year (or in the following year) 

after the change in dividends took place. 

Benartzi, et al. (1997) extended the sample to 1,025 companies and concluded that 
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businesses paying more dividends tend to have higher profits in the previous year and the 

dividend payout year, but do not expect profits in the years to come. Businesses that shrink their 

dividends usually experience lower profits in the previous year and the dividend payout year, 

however, they show signs of rising profits in the following year. 

 Nissim & Ziv (2001) validated the hypothesis of dividend signals with data from 

companies listed on the New York Stock Exchange from 1964 to 1997. Dividend growth was 

found to be positively correlated with changes in profitability in two years following the payout 

(Nissim & Ziv, 2001). Kato, et al. (2002) validated the signal theory on the Japanese stock 

market, indicating that the income statement is positively correlated with dividend change and 

Tobin's Q. In particular, the authors affirm dividend change is not only a signal of past and 

present income, but also future earnings. 

 A study by Grullon et al. (2005) discovers the limitation, which is the assumption of a 

linear income ratio, in the Nissim & Ziv (2001) research model. They think this is not true in all 

cases. Fama & French (2000) have shown that enterprise income is a non-linear function. 

Therefore, he checked the model with the assumption of non-linearity. The linear model results 

in a positive correlation between dividend increase and profit change in the following two years, 

but no meaningful relationship is found in the event of a lowering dividend. However, a 

correlation between dividend change and profitability variation in the following years does not 

exist in the non-linear model. This conclusion was also made by Reza et al. (2014) in the study 

of companies listed on the Chinese stock exchange. 

 Lie (2005) focuses on firms with reducing dividends and those without dividend payout. 

The study analyses quarterly performance and dividend data from US firms from 1980 to 1998. 

Nonetheless, the author finds little evidence of a change in earnings from 661 observations of 

dividend reduction and 484 observations of dividend skip. 

 Choi et al. (2011) applied the linear model of Nissim & Ziv (2001) and the nonlinear 

model of Grullon et al. (2005) to evaluate the information content from dividend annoucement 

on the stock market of South Korea in the period before the US economic crisis, from 1991 to 

2007. The results support only signal theory in the event of a declining dividend with a linear 

pattern and does not confirm the theory as dividend increases. The results of the nonlinear model 

are consistent with Grullon et al. (2005) that no evidence supports the signal theory. 

 The results of Liu & Chen (2015) study show that the change in dividends does not have 

a statistically significant correlation with the change in return on equity (ROE), but a negative 

and significant effect on changing the ROA one year later. 

3.1.2.  Literature review of ownership structure’s effect on dividend policy 

Zeckhauser & Pound (1990) studied the influence of institutional ownership on dividend 

policy. According to the author, institutional investors with large investments may affect 

corporate dividend policy through an alternative mechanism for dividend policy to reduce the 

agency cost, because institutional investors are considered to have a stronger motivation to 

monitor the performance of business managers and better control the conflict of interest between 
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shareholders and managers. This implies a possible negative relationship between institutional 

ownership and dividends. Short et al. (2002) used the array data on the UK stock market to show 

the same relationship between dividends payout and institutional ownership. 

Gugler (2003) also investigated the relationship between dividends and ownership based 

on the array data from 1991-1999 by Australian firms. The author asserts that dividends in state-

controlled enterprises are more stable than family businesses. In addition, the state companies are 

not willing to reduce their dividends. Anderson & Associates (2011) point out that state 

shareholders prefer cash dividends to stocks. Researches by Chen et al. (2009) and Choiu et al. 

(2010) in the Chinese stock market finds evidence that state-owned enterprises pay more 

dividends. Government ownership is also discussed in the study of Deng et al. (2017), examining 

the relationship between corporate dividends and earnings. The authors included the control 

variable of ownership to their research model. Dividends from state-owned enterprises are shown 

to provide less earning information. 

Baba (2009) studies the impact of increasing presence by foreign investors on the dividend 

policy of Japanese firms since late 1990s. Several important conclusions are made. Firstly, the 

high level of foreign ownership in the previous year likely results in higher dividends paid in the 

current year. However, the marginal impact of foreign ownership is not significant. Secondly, a 

high level of foreign ownership is more correlated with the possibility of better dividends. Thus, 

foreign ownership has a positive influence on decisions on dividend payout and dividend change 

of Japanese enterprises. 

3.2. Theoretical framework 

In a well-known study, Miller and Modiglani (1961) concluded that dividend policy does 

not affect corporate value, assuming perfect capital markets. In reality, however, there is no 

perfect market as assumed by Miller and Modiglani, due to the existence of taxes, transaction 

costs and information asymmetries between investors and regulators. This information disparity 

makes it impossible to assess the true value of a company by external investors. In this 

circumstance, the market value does not necessarily reflect the intrinsic value. Due to the 

information asymmetries, the market value of stocks is usually informed by cash flows to 

shareholders, making dividends an effective tool for conveying information from the company 

management to investors. This founds the rationale of the dividend signal theory. 

The dividend signal theory assumes that managers have better access to business 

information than shareholders. They usually get positive information about the business 

profitability, which is not reflected by the current share prices because investors only know the 

published information. The signal theory suggests that profit distributions such as dividends 

contain informative signals about the business prospects. Therefore, investors can extract 

information about the business prospects from dividend decisions. Increasing dividends show 

positive current profitability and future prospects, while declining dividends reflect the future 

pessimistic earnings. This means that the rising dividend implies higher profits, while decreasing 

dividends suggests a reduction in profitability. 
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The famous models of signal theory are known by Bhattacharya (1979), Miller & Rock 

(1985), and John & Williams (1985). As shown in these models, managers, who forecast 

favourable business prospects for the following years, would signify the market by paying 

dividends as a result of the belief that their capital needs can be funded by future revenue. 

Conversely, managers, who do not expect future earnings improvement, will not pay dividends. 

In addition to the theory of dividend signals, the authors consider the agency theory to 

explore the relationship between dividend change and future profitability of state-controlled 

enterprises and private-owned firms. The agency theory is discussed by Jensen and Meckling 

(1976) and confirmed by Jensen (1986) in one of his studies. Jensen argues that managers have 

the incentive to scale up their business beyond the optimal scale to amplify resources under their 

control. Shareholders bear the costs associated with management monitoring consequently. It is 

suggested that increasing dividend payments may lower the cash available to managers for 

investment in ineffective projects. On the other hand, dividend payments require managers to 

access capital markets for raising funds. In this case, banks and financial analysts may be able to 

track the behavior of managers and monitor the businesses for the maximum interests of 

shareholders. As a result, investors concerned about the agency issue will positively respond to 

higher dividends, triggering a rise in stock prices, and vice versa. 

3.3. Research methodology 

3.3.1. The models 

To test the relationship between dividend change and future profitability of state- and 

private-controlled firms,  the authors use two linear models developed by Nissim & Ziv (2001): 

MH1: (Et - Et-1)/B-1 = α0 + α1ΔDIV0 + α2ROEt-1 + εt 

Nissim and Ziv (2001) points out that the relationship between current dividend change 

and future profit variation is not consistent in cases of increasing and reducing dividends. 

Therefore, the separation model between the two groups is proposed as follows: 

MH2: (Et - Et-1)/B-1 = α0 + α1DPC.ΔDIV0 + α2DNC.ΔDIV0 + α3ROEt-1  

                                        + α4(E0 – E-1)/B-1 + εt  

In addition, the nonlinear model of Grullon et al (2005) is deployed in the study: 

MH3: (Et - Et-1)/B-1 = α0 + α1DPC.ΔDIV0 + α2DNC.ΔDIV0 +  

                               + (β1+ β2NDFED0+ β3NDFED0.DFE0 + β4PDFED0.DFE0).DFE0  

                               + (λ1+ λ2NCED0+ λ3NCED0.CE0 + λ4PCED0.CE0).CE0 + εt 

Where: 

DIV: Cash dividend per share on an annual basis 

ΔDIV0: Dividend change in year 0 compared to year -1, measured by the equation: 

DIV0 = (DIV0 – DIV-1)/DIV-1 
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E0    : After-tax profit in the year of dividend change (year 0) 

E-1  : After-tax profit in the year prior to dividend change (year -1)  

Et    : After-tax profit in the year after dividend change 

ROE: Return on Equity 

B-1 : Book value of equity in the year prior to dividend change (year -1) 

 DPC (DNC): Dummy variable with a value of 1 if the dividend is increased (decreased), 

and 0 in other cases. 

DFE0 = ROE0 – E[ROE0, with E[ROE0 is the expected value of ROE0, as determined by 

the regression equation: E[ROE0= α0 + α1log(SIZE-1)  + α2log(MTB-1) + α3ROE-1 + εt 

SIZE-1: Total assets in year -1 

MTB-1: Market to book value of equity in year -1 

CE0 = (E0 – E-1)/B-1 

NDFED0 (PDFED0): Dummy variable with a value of 1 if DFE0 is negative (positive), and 

0 in other cases. 

NCED0 (PCED0): Dummy variable with a value of 1 if CE0 is negative (positive), and 0 in 

other cases.  

The popular research methodology in the subject of information content in dividend 

annoucement is the Ordinary Least Squares (OLS), which is also adopted in this paper by using 

STATA 14 to examine the relationship between dividend change and future profitability of non-

financial companies listed on the stock market of Vietnam. In addition, according to Greene 

(2007), FEM and REM (Random Effects Model) address certain constrains of the OLS model, 

such as omitted variables, heteroskedasticity and autocorrelation. To choose between FEM or 

REM, the Hausman test is used, showing the outperformance of FEM against REM.  

3.3.2.  Data 

The sample includes non-financial companies listed on the Ho Chi Minh City and Hanoi 

Stock Exchanges in the period 2008-2017 (excluding insurance, real estate, securities and 

banking firms because of their different financial reporting structure and high leverage ratio). To 

forecast profitability in two years after the change in dividends, cash dividend data is collected 

from 2008 to 2016. Therefore, dividend changes are observed in the period 2009-2016. The 

companies selected for the research sample are required to meet the following criteria: 

- Be available for trading on the stock market as of December 31, 2017; 

- Pay cash dividend in at least two consecutive years; 

- Do not have notice of dividend payment by stock or share split between the two 

consecutive years of cash dividends. 

- Companies paying either extremely high dividend (over 500%) (Choi et al., 2011) or 

extremely low dividend (less than 10%) (Fairchild et al., 2014) are excluded from the sample. 

The information on cash dividends, stock dividends, dividend acquisitions and financial ratios 
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(After-tax profit, ROE, book value of equity, market to book value (MTB) of shares, and total assets) 

are extracted from StockPlus. The final sample consists of 657 observations of dividend increase, 

893 observations of dividend decline and 643 observations of constant dividend. 

To validate the hypothesis, the sample is categorized into two groups, which are state-

controlled enterprises (SCE) (the state holds more than 50% of shares) and private-controlled 

enterprises (PCE) (private investors owns 50% of shares or less). 

4. Results and discussion 

4.3. Sample descriptive statistics 

Table 2: Sample descriptive statistics 

Variable Mean Std. Dev Min Max 

Pannel A: Increasing dividend (N= 657) 

ΔDIV0 0.649622 0.770919 0.1 5 

logSIZE 26.76029 1.526033 20.72016 31.9056 

MTB 0.827282 1.248674 0.045662 49.75124 

ROE 0.143316 0.201485 -2.16785 4.655722 

Pannel B: Decreasing dividend (N= 893) 

ΔDIV0 -0.52315 0.334967 -1 -0.1 

logSIZE 26.91765 1.390015 23.40907 31.92203 

MTB 0.654477 0.547082 0.065114 4.624554 

ROE 0.112496 0.122919 -0.71439 1.015535 

Pannel C: Constant dividend (N= 643) 

LogSIZE 26.87998 1.33577 23.40154 31.01134 

MTB 0.730009 0.709786 0.061643 10.98446 

ROE 0.17301 0.091593 -0.00477 0.642945 

Source: Calculation of authors 

Table 2 shows the average inflation rate of 65% and the average deflation rate of 52% in 

dividend among non-financial companies listed on the Vietnam stock market in the 2008-2016 

period. The result shares similarity with other stock markets as demonstrated by Choi et al. 

(2011) in the Korean stock market, where the dividend grows by 41.39% and drops by 27.28%, 

or 38.5% and 17.9%, respectively, according to Grullon et al. (2005). In addition, the companies 

showing more generous dividends experienced higher ROE and MTB than the business with 

shrinking dividends. 

4.4. Model results 

Table 3: Results of Model 1 

Variable 
T=1 T=2 

OLS FEM OLS FEM 

 SCE PCE SCE PCE SCE PCE SCE PCE 

ΔDIV0 0.0149** 0.0265*** 0.0182** 0.0298*** -0.00677 -0.000620 -0.00492 -0.00733 

 (0.00715) (0.00663) (0.00743) (0.00610) (0.0106) (0.00720) (0.0123) (0.00700) 

ROEt-1 -0.163* -0.189*** -0.452*** -0.701*** -0.112 -0.188*** -0.539*** -0.703*** 

 (0.0849) (0.0539) (0.105) (0.105) (0.103) (0.0663) (0.156) (0.0965) 
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Variable 
T=1 T=2 

OLS FEM OLS FEM 

Constant 0.0289** 0.0361*** 0.0749*** 0.114*** 0.0189 0.0351*** 0.0809*** 0.106*** 

 (0.0120) (0.00825) (0.0167) (0.0159) (0.0134) (0.0102) (0.0227) (0.0133) 

N 758 1,436 758 1,436 670 1,230 670 1,230 

R2 0.025 0.029 0.104 0.181 0.011 0.025 0.120 0.203 

Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1 

Source: Calculation of authors 

Table 3 presents the results of Model 1 with the grouping of companies into state-

controlled and private-controlled enterprises. The OLS and FEM regression results show that 

both classes of firms support the signal theory with T = 1, but do not support with T = 2. In other 

words, the change in dividends of state-controlled or private-controlled firms provides forecasts 

of the change in profitability for the following year. This finding is different from Nissim & Ziv 

(2001), who states that a divided change is positively correlated and statistically significant to a 

profitability change over the preceding two years. However, in the OLS and FEM, when T = 1, 

the Beta coefficient of PCEs is always higher than SCEs and the regression significance level for 

the latter is 5%, compared with 1% in the former. Specifically, the Beta coefficient for SCEs 

under the OLS and FEM is 0.0149 and 0.0182, respectively, while the Beta coefficient of PCEs 

is 0.0265 and 0.0298, respectively. This result implies that when the private companies increases 

(decreases) dividends, the profit increase (decrease) in the following year will be larger than the 

change of profit in state firms. 

In addition, the correlation coefficient of ROEt-1 in the regression model shows the adverse 

effect of ROE in the previous year on the future profitability of firms with T = 1 and T = 2, 

meaning that when ROE climbs up, the following year's profit tends to drop, and vice versa. 

Nissim & Ziv (2001), Grullon et al. (2005) and other researchers also found a negative 

correlation between ROEt-1 and profit variation in the year following a dividend change. 

Table 4: Results of Model 2 

Variable 

T=1 T=2 

OLS FEM OLS FEM 

 SCE PCE SCE PCE SCE PCE SCE PCE 

DPC0. ΔDIV 0.0164* 0.0190** 0.0189** 0.0203*** 0.00875 0.00114 0.0151 0.00777 

 (0.00848) (0.00835) (0.00873) (0.00746) (0.0131) (0.00983) (0.0167) (0.0105) 

DNC0.ΔDIV 0.0249 0.0518*** 0.0186 0.0454*** -0.0255 0.00789 -0.0357 -0.0397** 

 (0.0197) (0.0147) (0.0238) (0.0164) (0.0244) (0.0164) (0.0265) (0.0169) 

ROEt-1 -0.0668 -0.159*** -0.416*** -0.824*** -0.0468 -0.172** -0.476*** -0.684*** 

 (0.0572) (0.0574) (0.111) (0.0938) (0.116) (0.0770) (0.176) (0.101) 

(E0–E-1)/B-1 -0.168 -0.0944 -0.0412 0.126* -0.174 -0.0853 -0.149 -0.0389 
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Variable 

T=1 T=2 

OLS FEM OLS FEM 

 (0.153) (0.0815) (0.156) (0.0742) (0.111) (0.0985) (0.105) (0.0568) 

Constant 0.0166* 0.0398*** 0.0695*** 0.137*** 0.00495 0.0353*** 0.0643*** 0.0927*** 

 (0.00944) (0.0109) (0.0194) (0.0159) (0.0158) (0.0130) (0.0246) (0.0154) 

N 758 1,435 758 1,435 670 1,229 670 1,229 

R2 0.039 0.035 0.104 0.186 0.033 0.028 0.144 0.209 

Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1 

Source: Calculation of authors 

Table 4 presents the regression results of Model 2 in cases of increasing and decreasing 

dividends to further illustrate the ownership effect on the relationship between dividend change and 

profitability variation in the following two years. Specifically, when T = 1 (dividend increase), SCEs 

and PCEs share the same relationship and are both statistically significant, although the significant 

level of private firms is higher than that of state companies. In the case of reducing dividends, the 

Beta coefficient is positive for both types of enterprises, although only private firms are statistically 

significant (at 1%), while SCEs are in reverse. When companies increase their dividends, the 

profitability in the preceding year will increase with both groups. The future profitability in private 

firms is reduced by 1% when they lower dividend, but this trend is not confirmed in state enterprises. 

The regression results for T = 2 under OLS and FEM show a correlation between dividends and 

profits over the next two years exists, but insignificant, which means the profitability rise is not 

confirmed. The FEM produces a negative Beta coefficient in the case of reducing dividends for both 

SCEs and PCEs. However, only private firms are statistically significant at 5% (-0.0397), while 

SCEs are in contrast. It could be concluded that the profit of PCEs will increase again after two years 

of dividend reduction, while this trend in SCEs is not observed. 

Table 5: Results of Model 3 

Variable 
T=1 T=2 

OLS FEM OLS FEM 

 SCE PCE SCE PCE SCE PCE SCE PCE 

DPC0. ΔDIV 0.0126 0.0249*** 0.0175** 0.0319*** 0.0143 -0.00161 0.0179 0.00823 

 (0.00927) (0.00921) (0.00830) (0.00923) (0.0148) (0.00967) (0.0171) (0.0101) 

DNC0.ΔDIV 0.0236 0.0395*** 0.0116 0.0252 -0.0183 -0.0145 -0.0402** -0.0700*** 

 (0.0203) (0.0129) (0.0236) (0.0156) (0.0198) (0.0169) (0.0199) (0.0181) 

β1 0.246 -0.175 -0.326 -0.951** 0.0220 0.401** -0.567** -0.0427 

 (0.383) (0.355) (0.562) (0.441) (0.252) (0.178) (0.225) (0.220) 

β2 -0.577 -0.122 -0.266 -0.357 0.0456 -0.350 -0.0516 -0.735* 

 (0.546) (0.460) (0.663) (0.477) (0.449) (0.362) (0.374) (0.444) 

β3 0.926* 0.941** 3.585* 1.048 2.037*** 0.736* 1.650*** -0.0725 

 (0.477) (0.395) (1.955) (0.937) (0.457) (0.394) (0.619) (0.670) 

β4 -0.941 2.934* 0.180 3.201 0.640 -1.461*** 1.651*** -1.201*** 

 (1.805) (1.711) (1.869) (2.446) (0.487) (0.328) (0.411) (0.447) 
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Variable 
T=1 T=2 

OLS FEM OLS FEM 

λ1 -0.0411 0.0298 0.0977 0.338 -0.429* -0.0442 -0.384** -0.191 

 (0.226) (0.322) (0.315) (0.304) (0.241) (0.206) (0.181) (0.159) 

λ2 0.00420 0.194 0.279 0.454 0.746** 0.202 0.635 0.473 

 (0.355) (0.360) (0.478) (0.300) (0.362) (0.364) (0.385) (0.369) 

λ3 -0.201 -0.201 -0.122 -0.220 1.573** 1.085* 1.999 2.131** 

 (1.051) (0.197) (1.614) (0.342) (0.777) (0.622) (1.344) (0.943) 

λ4 -0.00204 -1.848** -0.237 -1.899* 0.140 -0.299 0.0384 -0.136 

 (0.521) (0.796) (0.609) (1.116) (0.195) (0.592) (0.154) (0.284) 

Constant -0.00364 0.0122* 0.00597 0.0134* 0.00712 0.00259 0.00101 -0.0151 

 (0.00855) (0.00692) (0.0108) (0.00748) (0.0121) (0.0102) (0.0123) (0.0146) 

N 735 1,345 735 1,345 667 1,204 667 1,204 

R2 0.075 0.085 0.093 0.226 0.136 0.073 0.259 0.197 

Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1 

Source: Calculation of authors 

The regression results on a nonlinear model (Table 5) support the signal theory with T = 1 

and find the opposite finding to the signal theory when T = 2 in FEM. This result is significantly 

different from the non-linear model in previous external studies, in which the significant 

correlation between dividend change and profit variation in subsequent years is not found. The 

researches by Grullon et al. (2005) on the US stock market, Choi et al. (2011) on Korean stock 

market, Reza et al. (2014) on the Chinese stock market validate the signal theory with linear 

models, whilst no supporting evidence is given in non-linear models. This result also confirms 

the different dividend signals between state-controlled and private-owned enterprises. When T = 

1, SCEs only find a positive correlation, which is statistically significant, between the dividend 

change and the profit variation one year later in the case of higher dividends (Beta coefficient in 

FEM is 0.0175). The theory is validated in private firms in both cases. When T = 2, FEM 

produces contrast results against the signal theory for both types of companies with the Beta 

coefficient of -0.0402 (significance level of 5%) and -0.0700 (significance level of 1%). 

5. Conclusions and implications 

Dividend signals are a topic that has attracted attention from many scholars. So far, the 

empirical results have not been consistent around the world. The article examines the 

relationship between dividend change and future profitability in state-controlled and private-

controlled companies, so as to discover the effect of ownership structure on dividend signals. 

Data is collected from non-financial companies listed on the Vietnamese stock market in the 

period 2008-2017. 

The study found evidence supporting the signal theory with T = 1 on the Vietnamese stock 

market, meaning that dividend change is a useful information for investors to forecast 

profitability in the subsequent business year. Particularly, a dividend rise implies a more 

profitable future for the company, and vice versa. 

Nonetheless, the dividends signal is different between the two groups, including state-
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controlled enterprises (the state holds more than 50% of shares) and private-controlled 

enterprises  (private investors owns 50% of shares or less). The study validates the hypothesis 

H0, confirming the effect of ownership structure on the relationship between dividend change 

and future profitability in non-financial companies listed on the stock market in Vietnam. 

Specifically, in state-controlled enterprises, higher dividends implies a larger profit in the future, 

though the profitability decline is not confirmed when dividend drops. In the mean time, the 

signal theory is supported in private-sector firms in one year after the dividend change, i.e., 

dividend variation is a good predictor of business earnings. It is interpreted that the dividend 

change in private-owned enterprises is a true reflection of their performance, while this signal is 

only valid in state businesses when they raise dividend. 
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Abstract: The paper examines how the introduction of Vietnamese ETFs impacts on 

liquidity of the underlying stocks. We found that the component stock’s liquidity decreased after 

the first Vietnamese-based ETF (DBX) introduced in 2008, but significantly improved after the 

other two ETFs introduced in 2009 and 2014 (VNM and E1VFVN30, respectively).  In addition, 

the stock liquidity change is more pronounced for the stock which had lower weight in the ETFs.  

The empirical findings may result in policy implication about the effects of ETF creation on the 

Vietnam stock market under different trends of stock market. ETF creation not only provides 

anew and alternative investment, but also diversified and transparent investment tool to 

Vietnamese investors.  

Keywords: ETF, liquidity, investor recognition, inter-arbitrage, adverse selection 

 

1. Introduction 

Exchange-traded funds (ETFs) are widely considered as one of the most successful financial 

tools for index trackers. ETFs allowinvestors to trade indices quite easily, in small amounts at 

significantly lower costs, rather than to replicate individual securities of a particular index. At the end 

of September 2015, there are 5978 ETFs/ETPs (Exchanged Traded Products) listed on over 61 

exchanges with total assets US$2.8 trillion (Young, 2015). Understanding how and why ETFs can 

affect the trading of underlying securities attracted great interests from researchers. Empirical 

evidences of liquidity effects are mixed so far. While Hegde and McDermott (2004) find that 

creation of the DIAMONDS ETF (tracking the Dow Jones Industrial Average index) results in an 

improvement in liquidity of the underlying 30 stocks, Hamm (2010) found a significant decrease in 

liquidity of component stocks of 294 U.S. equity ETFs from 2002 to 2008. In the context of 

Vietnam’s securities market, the first two domestic ETFs were introduced in 2014. Besides, there are 

two other ETFs based on Vietnamese stocks such as VNM, DBX which traded on U.S. and 

European stock exchanges since 2008. Our study contribute to literature a specific evidence about the 

significant impacts of Vietnamese ETFs to the underlying stocks’ liquidity, which may lead to some 

implications to the development of ETFs in Vietnam 
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2.Literature review 

 Various studies investigate how the introduction of ETFs affects liquidity of underlying 

assets in mature capital market, namely, the U.S and European markets. This issue is 

controversial and the empirical evidencesare mixed between the investor recognition hypothesis, 

the adverse selection hypothesis and the arbitrage hypothesis. While the adverse selection 

hypothesis predicts a decrease in liquidity of underlying assets after the introduction of ETFs, the 

investor recognition and the arbitrage hypotheses forecast an increase in liquidity of underlying 

stocks (Winne et al., 2014, Richie and Madura, 2007, Hegde and McDermott, 2004, Fremault, 

1991, Merton, 1987). 

According to the investor recognition hypothesis, Merton (1987) suggested that an unusual 

event, such as the introduction of a new financial tool, might attract the attention of newfound 

investors, hence, those investors would trade these stocks related to the event. Besides, the 

shareholder base may increase, so required return will decrease and liquidity will increase 

because of a decrease in direct transaction cost and a decline in information asymmetry (Hegde 

and McDermott, 2003). Stock liquidity measured by total depth, trading volume and number of 

trades was shown to increase after the introduction of Nasdaq 100 ETFs (Richie and Madura, 

2007).Similarly,under the track of the arbitrage hypothesis, the introduction of financial 

instruments which derived from existing underlying securities like ETFs may enhance market 

efficiency due to inter-market arbitrage opportunities (Winne et al., 2014).  More precisely, 

liquidity measured by absolute spread and effective spreadof underlying stocks may be improved 

when risks are reallocated between the underlying stock markets and ETF markets, and the order 

imbalances are reduced(Fremault,1991; Hegde and McDermott, 2004).Conversely,the adverse 

selection hypothesis states that the introduction of ETFs may lead to a liquidity decrease of 

underlying stocks because individual stocks become less attractive than composite index (i.e. 

low adverse selection cost). Hamm (2010) used bid-ask spread to measure liquidity to analyze 

294 ETFs between 2002 and 2008. In Vietnam, there is no academic research about ETFs’effects 

to stock liquidity. Some studies reveal the relationship between stock liquidity and stock returns 

(Batten and Vo, 2014) or monetary policy (Ly, 2015), but no empirical study has  investigatedthe 

introduction of Vietnam-based ETFs and their impacts on underlying stock liquidity.  

The liquidity effects on the underlying stocks may be divergent between different weights 

of component stocks. The arbitrage hypothesis does not mention the relationship between stock 

weight in the ETF and the liquidity changes after the introduction of ETF(Fremault, 1991). On 

the other hand, according to the recognition hypothesis,the liquidity effects on individual 

underlying stocks are asymmetric based on weights of the component stocks in the ETFs 

(Merton, 1987). In other words, the lower the weights of the component stocks in the QQQ ETF, 

the more pronounced the liquidity effect (Richie and Madura, 2007). Besides, the adverse 

selection hypothesis states that the liquidity of the underlying stocks with higher weights within 

ETFs will reduce the most after the ETFs are born. Specifically, the stocks with higher weight 

held in the ETFs exhibit greater adverse selection cost of individual stocks. As a result, the 

uninformed traders prefer the more diversified instruments, like ETFs, to avoid high adverse 

selection cost when trading individual underlying stocks (Hamm, 2010). 



842 

The purpose of the paper is to find out a significant effect on liquidity of underlying stocks 

due to the introduction of the Vietnam – based ETFs, the ETFs are constructed to track 

Vietnamese stocks mostly. Due to the data availability, the paper focused on the three critical 

ETFs which are DBX (born in 2008), VNM (born in 2009) and E1VFVN30 (born in 2014). 

The research findings show that there is an improvement in liquidity of underlying stocks 

measured by absolute and relative spreads after the introduction of VNM in 2009 and 

E1VFVN30 in 2014. The results are consistent with Richie and Madura (2007), Hegde and 

McDermott (2004), Jegadeesh and Subrahmanyam (1993).However, with the ETF introduced in 

2008, DBX, the study found a decrease in liquidity of component stocks. The possible reason 

may come from unique downturn context of Vietnam stock market in 2008.The Amihud’s 

illiquidity measurement (Amihud, 2002) reveal no significant effect to the specific context of 

Vietnam. Liquidity effects also depend on the weight of each stock within the ETF, the lower 

weight the stocks, the more pronounced stock liquidity increase.  

The research is structured into four sections. After the introduction and the literature 

review, the hypothesis development is presented in the second section. Section 3 outlines the 

data description and methodology while section 4 demonstrates empirical results and discussion. 

The research is ended by concluding remarks 

3. Hypotheses development  

Liquidity effect can be explained by the adverse selection theory, the arbitrage theory and 

the investor recognition theory as discussed above. The adverse selection forecasts a decrease in 

liquidity of underlying stock due to the lower attractiveness of the stock from low level of 

information asymmetry and higher benefits of diversification of ETFs (Jegadeesh and 

Subrahmanyam, 1993). However, under the context of Vietnam, awareness of average investors 

about the benefits of ETFs is still limited due to their trading behavior instock exchanges being 

mostly based on traditional financial tools such as stocks and bonds. Vietnamese investors often 

invest money by themselves instead of pooling money to fund managers. Furthermore, most of 

the Vietnamese investors are individuals and they are usually confused in selecting stocks to 

invest with non-transparent information of an emerging market. Therefore, the investor 

recognition hypothesis may explain better when the formation of the ETFs will raise a signal to 

the investors about the good stocks selected by professional funds, like ETFs. The underlying 

stocks liquidity is expected to increase after  the introduction of the ETFs. In addition, the 

arbitrage theory of Fremault (1991) may not apply well for Vietnam-based ETFs because of two 

reasons. Firstly, DBX and VNM are traded in foreign stock exchanges such as the U.S., Hong 

Kong, Singapore, among others. Risk arising from exchange rate fluctuations and differences in 

trading hours with Vietnam stock markets will limit arbitrage opportunities. Secondly, although 

E1VFVN30 is a domestic ETF traded in Hochiminh Stock Exchange, its creation and 

redemption process is only conducted weekly on  Tuesdays that result in a low chance for 

arbitrage activity between the underlying stock’s market and the ETF market. 

With the investor recognition theory, the research expects to test the first hypothesis as 

following: 
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H1: The introduction of Vietnam-based ETFs positively affects the underlying stock 

liquidity 

Moreover, the recognition theory(Merton, 1987)suggests that the liquidity effects should 

be most pronounced to the less heavily weighted stocks in the ETFs. It is rooted for the second 

hypothesis of the research: 

H2: The liquidity of underlying stocks is improved more for the stocks with lower weights   

in the ETFs Index 

4. Research methodology and variables description 

The research investigates three ETFs tracking Vietnamese stock market at some specific 

points of time with regards to the introduction of each ETF. Although, there are four ETFs 

containing a huge weight of Vietnamese underlying assets, the domestic ETF E1SSHN30 is 

relatively new to the market with small total assets, so E1SSHN30 is excluded from the research 

sample due to illiquidity. The three ETFs are studied around three inception dates as following 

DBX: 15/01/2008; VNM: 11/08/2009 and E1VFVN30: 06/10/2014.  

Data used in the paper is obtained from FTSE for DBX, from Vanech for VNM and from 

Stoxplus for E1VFVN30. The data contains stock codes and respective weights in each fund. 

In order to test the expected hypotheses, three trading windows around the event of the 

ETF introduction have been selected: 50-day, 100-day and 6-month. The trading windows can be 

chosen differently among researchers, for example:  50 days (Hegde and McDermott, 2004), 60 

days and 30 days (Winne et al., 2014). The motivation for choosing different trading windows is 

based on two reasons. First, the post-ETF inception period should be sufficiently long to contain 

the days when liquidity impact is sizeable enough. Second, the trading window should be “short 

enough to minimize the probability the exogenous factors, not controlled for the analysis” 

(Winne et al., 2014). Vietnamese stock market is featuredby modest liquidity, so 50-day and 

100-day trading windows are suitable to test liquidity effects. Multiple trading windows are 

employed with the aim to test sensitivity of timeframe as a robustness test. 

Regression models are designed as follows:  

���,� =  �� + ����� + ����� ∗�� +  �������������������������,� + ����������������

+  �����������1980+ �����������������,� 

+  �������������,� +   ���������������,� +  ��,�  

(1) 

The model is built on Hegde and McDermott (2004), Richie and Madura (2007),Winne et 

al. (2014) based on the original model of Jegadeesh and Subrahmanyam (1993) with dependent 

variable is liquidity, dummy variable ETF and interaction term ETF*weight will be used to 

detect liquidity effects on the underlying assets after the introduction of ETFs.  

We use three proxies to capture stock liquidity, namely, Absolute Spread, Relative Spread and 

Amihud Ratio. Absolute spread and Relative Spread are considered as transaction cost measures of 
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liquidity (Richie and Madura, 2007

1993). Amihud illiquidity ratio measures price impact of liquidity 

liquidity proxies based on a review of previous studies by Winne et al. (2014), Hamm (2010), Richie 

and Madura (2007), Hegde and McDermott (2004), Jegadeesh and Subrahmanyam (1993).

Six variables, namely price, trading value, volatility, firm size, order imbalance, market 

return, are explored as control variables of the model.

The detail explanation of each variable is shown in the Table 1.

Table1:

Variable Variable name in the model

Dependent variables - Liquidity proxies 

Log of Absolute 
spread 

Logabsolutespread 

Relative spread Relativespread 

Daily Amihud 
illiquidity ratio 

Amihud 

ETF variables  

ETF ETF 

ETF*weight ETFxwi 

Control variables 

Price ����������������������

Trading Value LNTradingvalue 

Volatility  Parkinson1980 

Firm size  Firmsize 

Market return MarketReturn 

Order imbalance Orderimbalance 

5. Research findings 

5.1. Descriptive statistics 

Table 2 reports the descriptive statistics for variables. Panel A contains 2721 observations 

of 27 underlying stocks of the DBX 

Panel B contains trading data of 14 stocks of the VNM. Panel C contains 3090 observations of 

30 stocks of the E1VFVN30. Means of the two liquidity proxies: absolute spread and relative 

Richie and Madura, 2007, Hegde and McDermott, 2004, Jegadeesh and Subrahmanyam, 

. Amihud illiquidity ratio measures price impact of liquidity (Amihud, 2002

ed on a review of previous studies by Winne et al. (2014), Hamm (2010), Richie 

and Madura (2007), Hegde and McDermott (2004), Jegadeesh and Subrahmanyam (1993).

Six variables, namely price, trading value, volatility, firm size, order imbalance, market 

rn, are explored as control variables of the model. 

The detail explanation of each variable is shown in the Table 1. 

Table1: Description of variables 

Variable name in the model Description and computation

Log of absolute spread = ln(Ask price – bid price)

�������� ������ =
2(��� �����

��� �����

���ℎ�� =
���
��

��,� is trading value of the stock i on day and

on stock i on day t. 

ETF is a dummy variable. ETF is zero before the introduction of 
ETF and one afterward. 

Interaction term between ETF and weight of each stock in each 
ETF, respectively 

�����������������������,�  Adjusted closing price in the day of each stock 

Log of total trading value in Vietnam Dong traded in the day of 
each stock 

in which High and Low are the highest and the lowest trading 
prices in the day of each stock, respectively. The method is 
based on Parkinson (1980). 

Log of Market capitalization 

Market return =
VNindex�

 VNindex
 Order imbalance = |sell trade volumes - 
trade volume 

Table 2 reports the descriptive statistics for variables. Panel A contains 2721 observations 

stocks of the DBX - ETFs around the inception date (i.e.15/01/2008). S

Panel B contains trading data of 14 stocks of the VNM. Panel C contains 3090 observations of 

30 stocks of the E1VFVN30. Means of the two liquidity proxies: absolute spread and relative 

Jegadeesh and Subrahmanyam, 

Amihud, 2002). The choice of 

ed on a review of previous studies by Winne et al. (2014), Hamm (2010), Richie 

and Madura (2007), Hegde and McDermott (2004), Jegadeesh and Subrahmanyam (1993). 

Six variables, namely price, trading value, volatility, firm size, order imbalance, market 

Description and computation 

bid price) 

����� − ��� �����)

����� + ��� �����
 

� �,��

�,� 
 

on day and ��,�is the return 

ETF is a dummy variable. ETF is zero before the introduction of 

Interaction term between ETF and weight of each stock in each 

Adjusted closing price in the day of each stock  

Log of total trading value in Vietnam Dong traded in the day of 

 
in which High and Low are the highest and the lowest trading 
prices in the day of each stock, respectively. The method is 

�−  VNindex���
VNindex���

 

 buy trade volume|/total 

Table 2 reports the descriptive statistics for variables. Panel A contains 2721 observations 

ETFs around the inception date (i.e.15/01/2008). Similarly, 

Panel B contains trading data of 14 stocks of the VNM. Panel C contains 3090 observations of 

30 stocks of the E1VFVN30. Means of the two liquidity proxies: absolute spread and relative 



845 

spread are lowest in Panel C (4.8675 and 0.0072, respectively). It may imply that that there is an 

improvement in liquidity in 2014 compared to the year 2008 and 2009. Statistics of Amihud’s 

measure shown in Table 2 is 0.0000 that does not mean Amihud ratios equal zero for whole 

sample. Due to the formula of Amihud ratio (Amihud, 2002) (return divided by trading value), 

Amihud ratio is very small and close to zero. 

Table 3 shows that all correlation coefficients among independent variables are less than 

0.8, which may lead to less concern about the multicollinearity problems between independent 

variables in the regression model (Gujarati, 2004). 

Table 2: Data statistics 

Panel A: DBX Observation Mean Standard Deviation 
Min  
Min 

Max 

Logabsolutespread 2716 5.9343 1.1935 3.2052 10.0273 

Relativespread 2721 0.0265 0.0465 0.0000 0.3911 

Amihud 2721 0.0000 0.0000 0.0000 0.0000 

ETF 2721 0.5057 0.5001 0.0000 1.0000 

ETFxWeight 2721 0.0187 0.0338 0.0000 0.1396 

LNAdjusted_closing price 2721 10.3316 0.7261 8.3168 11.7563 

LNTradingvalue 2721 22.3290 1.7063 13.4075 26.5172 

Parkinson1980 2721 0.0003 0.0005 0.0000 0.0036 

Orderimbalance 2721 26.2102 527.7204 0.0000 23510.0000 

MarketReturn 2721 -0.0068 0.0218 -0.0470 0.0475 

Panel B: VNM      

Logabsolutespread 1365 6.0601 1.3386 4.6052 11.2118 

Relativespread 1365 0.0216 0.0497 0.0013 0.5827 

Amihud 1364 0.0000 0.0000 0.0000 0.0000 

ETF 1365 0.5143 0.5000 0.0000 1.0000 

ETFxWeight 1365 0.0260 0.0282 0.0000 0.0800 

LNAdjusted_closing price 1365 9.9458 0.3442 9.2720 10.8242 

LNTradingvalue 1365 24.3431 1.9478 12.8790 34.5939 

Parkinson1980 1365 0.0005 0.0007 0.0000 0.0070 

Orderimbalance 1355 1.0542 4.6020 0.0000 122.8326 

MarketReturn 1365 0.0039 0.0199 -0.0436 0.0476 

Panel C: E1VFVN30      

Logabsolutespread 3089 4.8675 0.7398 3.8356 8.8966 

Relativespread 3090 0.0072 0.0071 0.0000 0.1387 

Amihud 3090 0.0000 0.0000 0.0000 0.0000 

ETF 3090 0.5049 0.5001 0.0000 1.0000 

ETFxWeight 3090 0.0166 0.0259 0.0000 0.0934 

LNAdjusted_closing price 3090 10.0381 0.5838 8.9359 11.4295 

LNTradingvalue 3090 23.7133 1.2934 19.5044 28.2621 

Parkinson1980 3090 0.0003 0.0004 0.0000 0.0059 

Orderimbalance 3090 0.6307 0.8479 0.0003 17.1774 

MarketReturn 3089 4.8675 0.7398 3.8356 8.8966 
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Table 3: Pearson Correlation matrix 

Panel A: DBX Logabs~d Relati~d Amihud ETF ETFxWeight LNAdju~e LNTrad~e Par~1980 Orderi~e Marke~rn 

Logabsolutespread 1.0000          

Relativespread 0.6835 1.0000         

Amihud 0.0905 0.0867 1.0000        

ETF 0.2169 0.3102 0.0560 1       

ETFxWeight 0.0416 0.1290 -0.0160 0.5492 1      

LNAdjusted_closing price 0.4431 -0.1169 0.0053 -0.2581 -0.1988 1     

LNTradingvalue -0.1311 -0.1532 -0.2430 -0.1822 0.2788 0.1575 1    

Parkinson1980 0.0242 -0.0276 -0.0282 0.1642 0.0325 -0.0376 0.0453 1   

Orderimbalance 0.0410 0.0429 0.2547 0.0470 0.0072 -0.0336 -0.2003 -0.0292 1  

MarketReturn -0.0602 -0.1455 0.0001 -0.0941 -0.0517 0.0493 0.0088 -0.0061 0.0289 1 

Panel B: VNM           

Logabsolutespread 1          

Relativespread 0.6728 1         

Amihud 0.0452 0.0132 1        

ETF -0.1603 -0.1432 -0.0859 1       

ETFxWeight -0.0738 -0.1069 -0.0807 0.6968 1      

LNAdjusted_closing price 0.1836 0.0714 -0.0087 0.2652 0.1915 1     

LNTradingvalue 0.0058 -0.0096 -0.5521 0.1713 0.2017 -0.0301 1    

Parkinson1980 -0.0928 -0.0676 -0.0249 -0.1248 -0.1424 0.0055 0.1242 1   

Orderimbalance 0.2294 0.256 0.0107 -0.109 -0.1006 -0.0171 -0.1071 -0.0879 1  

MarketReturn 0.0885 0.1033 0.0385 0.0171 0.0153 0.0331 -0.064 -0.0888 0.0396 1 

Panel C: E1VFVN30           

Logabsolutespread 1          

Relativespread 0.5164 1         

Amihud 0.0078 0.0514 1        

ETF -0.0257 -0.0122 0.0929 1       

ETFxWeight 0.2237 0.0007 0.0155 0.6348 1      

LNAdjusted_closing price 0.6549 -0.0748 -0.0764 -0.0151 0.2868 1     

LNTradingvalue 0.1166 0.0868 -0.4744 -0.1222 -0.0099 0.1237 1    

Parkinson1980 0.1365 0.3036 0.0161 -0.0186 -0.0772 -0.0856 0.3483 1   

Orderimbalance 0.0141 0.0812 0.4276 0.0397 0.0041 -0.0691 -0.365 -0.0906 1  

MarketReturn -0.028 -0.0756 -0.0594 -0.1625 -0.1031 0.0141 -0.0286 -0.1665 -0.0382 1 

5.2. Regression results  

The hypothesis about an increase of underlying stock liquidity is proved to be significant 

after the introduction of the two ETFs: VNM and E1VFVN30, while the introduction of DBX 

led to the decrease of stock liquidity. The table 4 shows the regression findings of 100 trading 

window in which the coefficients of ETF dummy are negative significantly at 1% and 5% level 

as absolute spread and relative spread considered as proxy for stock liquidity of the VNM and 
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E1VFVN30. It means we found a very significant improvement in liquidity when VNM and 

E1VFVN30 were introduced through tightening the spreads. With regard to coefficients of 

interaction term ETF*wi of these two ETFs, four estimates are positive and strongly significant 

at 1% and 5% levels when liquidity is measured by absolute spread and relative spread. The 

reduction in spreads for more heavily weighted stocks is mitigated or its liquidity is improved 

less. This suggests that the liquidity improvement following the ETF inception would have 

greater for smaller index component which is consistent with recognition hypothesis(Merton 

(1987), Richie and Madura (2007),Barber and Odean (2008).  

However, DBX has contradictory liquidity impact with positive coefficients associated 

with ETF dummies. In other words, there is a decrease in liquidity of underlying stocks the after 

the introduction of DBX. It may result from the fact that individuals stocks of the DBX become 

less attractive than composite index (i.e. low adverse selection cost). Instead of investing in 

individual stocks, investor can gain benefits of diversification from ETFs. Other possible reason 

is the context of 2008 in Vietnam, DBX was born in the stage of extreme down turn. Vietnam 

stock market witnessed a massive outflow as a huge number of investors sold their stocks and 

selected different investment opportunities like saving deposits or golds. The market liquidity 

also declined significantly. Some investors still prefer to invest on the Vietnam stock market, 

they will prefer to invest on DBX, the unique diversified index at that time, instead of individual 

component stocks. By doing this way, the investors will get more benefit of diversification and 

low adverse selection cost. 

Table 4: Regression results of ETFs’ impacts to liquidity based on 100 trading days 

 Panel A:  DBX Panel B: VNM Panel C:  E1VFVN30 

 (1) (2) (3) (1) (2) (3) (1) (2) (3) 

VARIABLES Absolute 
spread 

Relative 
spread 

Amihud 
illiquidity 

ratio 

Absolute 
spread 

Relative 
spread 

Amihud 
illiquidity 

ratio 

Absolute 
spread 

Relative 
spread 

Amihud 
illiquidity 

ratio 

ETF 0.619*** 0.0223*** 0 -1.509*** -
0.0253*** 

-3.37e-10 -
0.0915*** 

-
0.000697** 

0 

 (0.0539) (0.00241) (0) (0.169) (0.00591) (3.73e-10) (0.0278) (0.000349) (0) 

ETFxWeight 3.470*** 0.0949** -6.38e-10 17.49*** 0.199* 8.59e-09 2.112*** 0.0171** -0 

 (0.874) (0.0390) (3.86e-10) (3.130) (0.109) (6.89e-09) (0.586) (0.00734) (0) 

Constant 2.652*** 0.276*** 4.17e-09 -6.676** -0.148 1.70e-
08*** 

-4.417*** 0.00538 0 

 (0.727) (0.0325) (3.09e-09) (2.836) (0.0991) (6.25e-09) (0.383) (0.00480) (9.80e-11) 

LNAdjusted 

closingprice 

0.893*** -0.00298** 1.65e-10 1.021*** 0.0166*** -3.84e-10 0.784*** -0.00100*** 0 

 (0.0272) (0.00121) (1.50e-10) (0.109) (0.00380) (2.40e-10) (0.0204) (0.000256) (0) 

LNTrading 

value 

-0.0527*** 0.000702 -1.97e-10 0.0482*** 0.00129** -9.38e-
10*** 

-0.0123 6.14e-05 -0*** 

 (0.0163) (0.000728) (1.77e-10) (0.0175) (0.000610) (0) (0.00883) (0.000111) (0) 

Parkinson1980 -42.80 -9.354*** 4.36e-08 -170.8*** -4.054** 2.54e-07** 453.9*** 6.079*** 1.17e-09*** 

 (40.34) (1.804) (4.60e-08) (48.24) (1.685) (1.06e-07) (29.68) (0.372) (2.45e-10) 
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 Panel A:  DBX Panel B: VNM Panel C:  E1VFVN30 

 (1) (2) (3) (1) (2) (3) (1) (2) (3) 

Orderimbalance 0.000359*** 1.69e-05*** 0* 0.0592*** 0.00228*** -0** 0.0546*** 0.000641*** 0*** 

 (0.000125) (5.59e-06) (0) (0.00721) (0.000252) (0) (0.0133) (0.000167) (0) 

Firmsize -0.178*** -
0.00851*** 

-0 0.0569 -0.000716 3.25e-10 0.0518*** 0.000278* 0 

 (0.0270) (0.00121) (6.14e-11) (0.102) (0.00355) (2.24e-10) (0.0121) (0.000152) (0) 

MarketReturn -3.114*** -0.248*** -4.70e-10 4.614*** 0.209*** 1.56e-09 -0.527 -0.0213 -0 

 (0.850) (0.0380) (6.46e-10) (1.680) (0.0587) (3.70e-09) (1.109) (0.0139) (0) 

Observations 2,663 2,668 2,668 1,343 1,343 1,343 3,029 3,030 3,030 

Number of i 27 27 0.068 13 13 13 30 30 0.255 

Note: The table reports the results of the regression model (1). The dependent variable is 

the daily absolute spread in logarithm.LNAdjusted closingprice, LNTrading Value, 

Parkinson1980, Orderimbalance, Firmsize, and MarketReturn are respectively, the daily 

adjusted closing price in logarithm, the trading value in logarithm, the price range (volatility), the 

imbalance between buy and sell traded volumes as a percentage of the total traded volume, the 

VnIndex return. ETF is a variable set to 0 before the introduction of the ETF and 1 

afterward.ETFxWeight is the interaction term between the dummy ETF and weight of each stock 

of ETF. Standard errors are robusted in parentheses. One, two and three asterisks (*,**, and ***) 

indicate statistical significance at the 10%, 5% and 1% level, respectively. 

As relative spread takes the role of dependent variable, the liquidity adjustments are similar 

as Absolute spread but less significant. We found significant deterioration of index-stock 

liquidity following the introduction of DBX. The evidence is consistent with all three ETFs 

trading windows at 1% and 5% level of significance. The regression results of VNM subsample 

also indicate an improvement in liquidity of individual component stocks in post-VNM period 

(i.e. tightening relative spreads). However, we only found evidence of the increase in liquidity of 

component stocks in post-E1VFVN30 100 trading days at 5% level of significance.  

Regarding Amihud ratio, we did not find any significant evidence of changes in liquidity. 

The evidence is consistent at all three ETFs. Amihud ratio measures price impact of stock liquidity 

which is calculated by dividing return on stock by trading value. The higher Amihud ratio, the 

more stock illiquid is (Amihud, 2002). Amihud ratio suggests that when investors could buy a 

great block of stock with the minimal impact on its stock price, the stock is high liquid. Based on 

the measurement of liquidity as Amihud ratio, it is indicated that there is a strictly negative 

relationship between stock liquidity and return (Amihud, 2002). We did not find significant 

changes in liquidity of underlying stocks after the introduction of ETFs tracking Vietnam stock 

markets when Amihud ratio is used as liquidity proxy. This finding is logical with Batten and Vo 

(2014), the authors show the positive relationship between stock return and liquidity in Vietnam 

during the period of 2007-2010. It means the context of Vietnam hasn’t supported the implication 

of the negative return-liquidity relationship in the Amihud measurement. 

To sum up, we found significant improvement in liquidity of underlying stock after the 
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introduction of the two ETFs tracking Vietnam stock market in the year of 2009 and 2014, but a 

decrease in liquidity after the introduction of the DBX in 2008. This improvement may be 

supported by Investor Recognition hypothesis, except DBX possibly due to the massive 

downturn of the market. 

5.3. Robustness check  

We use two other trading windows including 50 days and 6 months around the inception date 

to conduct robustness test. The regression results are presented in table 5,table 6 and table 7. The 

results show that when the liquidity effect is tested under different trading window, the regression 

results do not change. On the other words, the evidence is consistent at all three ETFs. Firstly, there 

is an increase of underlying stock liquidity is proved to be significant after the introduction of the two 

ETFs: VNM and E1VFVN30, while the introduction of DBX led to the decrease of stock liquidity 

(i.e. the coefficients of ETF dummy are negative significantly at 1% and 5% level as absolute spread 

and relative spread considered as proxy for stock liquidity at all three trading windows. Secondly, 

DBX has contradictory liquidity impact with positive coefficients associated with ETF dummies. 

The signs of estimates are consistent negative at all three trading windows.  Thirdly, with regard to 

coefficients of interaction term ETF*wi of these two ETFs,four estimates are positive and strongly 

significant at 1% and 5% levels when liquidity is measured by absolute spread and relative spread. 

That suggests that, the Hypothesis 2: “The liquidity of underlying stocks is improved more for the 

stocks with lower weights   in the ETFs Index”is confirmed. The results are consistent at all three 

trading windows of the VNM and E1VFVN30. Finally, there are no significant changes found in 

liquidity of underlying stocks after the introduction of ETFs tracking Vietnam stock markets when 

Amihud ratio is used as liquidity proxy. 

Table 6: Regression results of ETFs’ impacts to Absolute spread of stocks 

 Panel A:  DBX Panel B: VNM Panel C:  E1VFVN30 

 (1) (2) (3) (1) (2) (3) (1) (2) (3) 

VARIABLES  Pre- and 
post-DBX 
period of 
50 trading 
days 

Pre- and 
post-DBX 
period of 
100 trading 
days 

Pre- and 
post-
DBX 
period of 
6 months 

 Pre- and 
post-
VNM 
period of 
50 trading 
days 

Pre- and 
post-
VNM 
period of 
100 
trading 
days 

Pre- and 
post-
VNM 
period of 
6 months 

 Pre- and 
post-
E1VFVN3
0 period of 
50 trading 
days 

Pre- and 
post- 
E1VFVN3
0 period of 
100 trading 
days 

Pre- and 
post- 
E1VFVN3
0 period of 
6 months 

ETF 0.320*** 0.619*** 0.583**
* 

-1.408*** -1.509*** -1.021*** -0.124*** -0.0915*** -0.0672*** 

 (0.0579) (0.0539) (0.0506) (0.224) (0.169) (0.135) (0.0389) (0.0278) (0.0252) 

ETFxWeight 2.569*** 3.470*** 4.589**
* 

23.75*** 17.49*** 12.56*** 3.072*** 2.112*** 1.690*** 

 (0.990) (0.874) (0.809) (4.106) (3.130) (2.476) (0.815) (0.586) (0.534) 

Constant 0.347 2.652*** 3.008**
* 

-6.502* -6.676** -3.050 -4.504*** -4.417*** -4.136*** 

 (0.859) (0.727) (0.654) (3.680) (2.836) (2.425) (0.559) (0.383) (0.338) 

LNAdjusted 

closingprice 

0.900*** 0.893*** 0.896**
* 

0.922*** 1.021*** 0.928*** 0.799*** 0.784*** 0.775*** 

 (0.0315) (0.0272) (0.0247) (0.155) (0.109) (0.0879) (0.0283) (0.0204) (0.0184) 
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 Panel A:  DBX Panel B: VNM Panel C:  E1VFVN30 

 (1) (2) (3) (1) (2) (3) (1) (2) (3) 

LNTrading 

value 

0.0304 -0.0527*** -
0.0729*** 

0.0167 0.0482**
* 

0.0457**
* 

-0.0181 -0.0123 -0.0180** 

 (0.0221) (0.0163) (0.0134) (0.0273) (0.0175) (0.0166) (0.0131) (0.00883) (0.00767) 

Parkinson1980 115.9** -42.80 -32.79 -30.47 -170.8*** -112.7*** 433.1*** 453.9*** 439.7*** 

 (55.58) (40.34) (36.68) (80.29) (48.24) (37.04) (40.54) (29.68) (23.89) 

Orderimbalanc
e 

0.0864**
* 

0.000359**
* 

5.35e-
05* 

0.0820**
* 

0.0592**
* 

0.0665**
* 

0.0761*** 0.0546*** 0.0476*** 

 (0.00868) (0.000125) (2.73e-
05) 

(0.0124) (0.00721) (0.00721) (0.0226) (0.0133) (0.00846) 

Firmsize -0.170*** -0.178*** -
0.174**

* 

0.0921 0.0569 -0.0321 0.0540*** 0.0518*** 0.0499*** 

 (0.0334) (0.0270) (0.0236) (0.129) (0.102) (0.0904) (0.0172) (0.0121) (0.0108) 

MarketReturn 0.213 -3.114*** -1.396* 12.26*** 4.614*** -1.188 -0.0967 -0.527 0.891 

 (0.965) (0.850) (0.823) (2.596) (1.680) (1.277) (1.488) (1.109) (0.929) 

Observations 1,348 2,663 3,235 649 1,343 1,988 1,559 3,029 3,899 

Number of i 27 27 27 13 13 14 30 30 30 

Note: The table reports the results of the regression model (1). The dependent variable is 

the daily absolute spread in logarithm. LNAdjusted closingprice, LNTrading Value, 

Parkinson1980, Orderimbalance, Firmsize, and MarketReturn are respectively, the daily 

adjusted closing price in logarithm, the trading value in logarithm, the price range (volatility), the 

imbalance between buy and sell traded volumes as a percentage of the total traded volume, the 

VnIndex return. ETF is a variable set to 0 before the introduction of the ETF and 1 afterward. 

ETFxWeight is the interaction term between the dummy ETF and weight of each stock of ETF. 

Standard errors are robusted in parentheses. One, two and three asterisks (*,**, and ***) indicate 

statistical significance at the 10%, 5% and 1% level, respectively.  

Table 7: Panel regression of Relative Spread 

 Panel A:  DBX Panel B: VNM Panel C:  E1VFVN30 

 (1) (2) (3) (1) (2) (3) (1) (2) (3) 

VARIABLES Pre- and 
post-DBX 

period of 50 
trading days 

Pre- and 
post-DBX 
period of 

100 trading 
days 

Pre- and 
post-DBX 
period of 6 

months 

Pre- and 
post-VNM 
period of 50 
trading days 

Pre- and 
post-VNM 
period of 

100 trading 
days 

Pre- and 
post-VNM 
period of 6 

months 

Pre- and 
post-

E1VFVN30 
period of 50 
trading days 

Pre- and 
post- 

E1VFVN30 
period of 

100 trading 
days 

Pre- and post- 
E1VFVN30 
period of 6 

months 

          

ETF 0.00993*** 0.0223*** 0.0183*** -0.0164*** -0.0253*** -0.0138*** -0.000919* -0.000697** -0.000440 

 (0.00144) (0.00241) (0.00240) (0.00478) (0.00591) (0.00431) (0.000474) (0.000349) (0.000316) 

ETFxWeight 0.00757 0.0949** 0.156*** 0.242*** 0.199* 0.0969 0.0195** 0.0171** 0.0159** 

 (0.0246) (0.0390) (0.0383) (0.0877) (0.109) (0.0788) (0.00993) (0.00734) (0.00669) 

Constant 0.108*** 0.276*** 0.304*** 0.0299 -0.148 0.00381 0.00370 0.00538 0.00516 

 (0.0214) (0.0325) (0.0310) (0.0786) (0.0991) (0.0773) (0.00682) (0.00480) (0.00424) 
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 Panel A:  DBX Panel B: VNM Panel C:  E1VFVN30 

 (1) (2) (3) (1) (2) (3) (1) (2) (3) 

LNAdjusted 

closingprice 

-0.00260*** -0.00298** -0.00258** 0.00991*** 0.0166*** 0.00967*** -0.00106*** -0.00100*** -0.00108*** 

 (0.000784) (0.00121) (0.00117) (0.00332) (0.00380) (0.00280) (0.000346) (0.000256) (0.000231) 

LNTrading 

value 

0.00283*** 0.000702 0.000467 0.000988* 0.00129** 0.00107** 0.000106 6.14e-05 0.000110 

 (0.000549) (0.000728) (0.000634) (0.000583) (0.000610) (0.000528) (0.000160) (0.000111) (9.61e-05) 

Parkinson1980 -0.246 -9.354*** -8.930*** 0.173 -4.054** -2.057* 5.714*** 6.079*** 5.613*** 

 (1.381) (1.804) (1.740) (1.715) (1.685) (1.180) (0.495) (0.372) (0.299) 

Orderimbalance 0.00279*** 1.69e-05*** 2.65e-06** 0.00175*** 0.00228*** 0.00246*** 0.000758*** 0.000641*** 0.000729*** 

 (0.000216) (5.59e-06) (1.30e-06) (0.000264) (0.000252) (0.000230) (0.000276) (0.000167) (0.000106) 

Firmsize -0.00469*** -0.00851*** -0.00933*** -0.00463* -0.000716 -0.00336 0.000320 0.000278* 0.000270** 

 (0.000829) (0.00121) (0.00112) (0.00275) (0.00355) (0.00288) (0.000210) (0.000152) (0.000136) 

MarketReturn 0.00320 -0.248*** -0.188*** 0.331*** 0.209*** 0.0317 -0.00402 -0.0213 0.0130 

 (0.0240) (0.0380) (0.0390) (0.0555) (0.0587) (0.0407) (0.0182) (0.0139) (0.0116) 

Observations 1,348 2,668 3,242 649 1,343 1,989 1,560 3,030 3,900 

Number of i 27 27 27 13 13 14 30 30 30 

Note: The table reports the results of the regression model (1). The dependent variable is 

the relative spread. LNAdjusted closingprice, LNTrading Value, Parkinson1980, 

Orderimbalance, Firmsize, and MarketReturnare respectively, the daily adjusted closing price in 

logarithm, the trading value in logarithm, the price range ( volatility), the imbalance between buy 

and sell traded volumes as a percentage of the total traded volume, the VnIndex return. ETF is a 

variable set to 0 before the introduction of the ETF and 1 afterward. ETFxWeight is the 

interaction term between the dummy ETF and weight of each stock of ETF. Standard errors are 

robusted in parentheses. One, two and three asterisks (*,**, and ***) indicate statistical 

significance at the 10%, 5% and 1% level, respectively.  

Table 8: Panel regression of Amihud Illiquidity ratio 

 Panel A:  DBX Panel B: VNM Panel C:  E1VFVN30 

 (1) (2) (3) (1) (2) (3) (1) (2) (3) 

VARIABLES Pre- and 
post-
DBX 

period 
of 50 

trading 
days 

Pre- and 
post-
DBX 

period of 
100 

trading 
days 

Pre- and 
post-
DBX 

period of 
6 months 

Pre- and 
post-
VNM 

period of 
50 

trading 
days 

Pre- and 
post-
VNM 

period of 
100 

trading 
days 

Pre- 
and 

post-
VNM 
period 

of 6 
months 

Pre- and 
post-

E1VFVN30 
period of 

50 trading 
days 

Pre- and 
post- 

E1VFVN30 
period of 

100 trading 
days 

Pre- and 
post- 

E1VFVN30 
period of 6 

months 

ETF 0** 0 0 2.22e-10* -3.37e-10 -5.59e-
10** 

0 0 0.00295 

 (0) (0) (5.05e-11) (1.20e-10) (3.73e-10) (2.49e-10) (0) (0) (0.00216) 

ETFxWeight -7.87e-11* -6.38e-10 -2.18e-10 -8.41e-10 8.59e-09 7.51e-09* -0 -0 -0.0230 

 (0) (3.86e-10) (8.08e-10) (2.20e-09) (6.89e-09) (4.56e-09) (0) (0) (0.0522) 

Constant 5.95e-
10*** 

4.17e-09 -3.68e-10 5.04e-09** 1.70e-
08*** 

1.31e-
08*** 

-0 0 0.281** 

 (1.77e-10) (3.09e-09) (6.53e-10) (1.97e-09) (6.25e-09) (4.47e-09) (7.95e-11) (9.80e-11) (0.102) 
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 Panel A:  DBX Panel B: VNM Panel C:  E1VFVN30 

 (1) (2) (3) (1) (2) (3) (1) (2) (3) 

LNAdjusted 

closingprice 

-0* 1.65e-10 8.84e-
11*** 

-1.60e-10* -3.84e-10 0 -0 0 -6.64e-05 

 (0) (1.50e-10) (0) (8.31e-11) (2.40e-10) (1.62e-10) (0) (0) (0.0106) 

LNTrading 

value 

-0*** -1.97e-10 -1.82e-
10*** 

-2.88e-
10*** 

-9.38e-
10*** 

-8.39e-
10*** 

-0*** -0*** -0.00837*** 

 (0) (1.77e-10) (0) (0) (0) (0) (0) (0) (0.00193) 

Parkinson1980 2.09e-09 4.36e-08 2.69e-08 1.09e-07** 2.54e-07** 1.70e-
07** 

9.26e-10*** 1.17e-09*** 14.82*** 

 (1.32e-09) (4.60e-08) (3.68e-08) (4.29e-08) (1.06e-07) (6.82e-08) (2.57e-10) (2.45e-10) (3.191) 

Orderimbalance 0*** 0* 0*** -0* -0** -0** 0* 0*** 0.0167*** 

 (0) (0) (0) (0) (0) (0) (0) (0) (0.00581) 

Firmsize -0* -0 1.23e-
10*** 

1.16e-10* 3.25e-10 2.44e-10 0 0 -0.00288 

 (0) (6.14e-11) (0) (6.88e-11) (2.24e-10) (1.67e-10) (0) (0) (0.00479) 

MarketReturn -0 -4.70e-10 -5.00e-10 1.21e-09 1.56e-09 1.29e-09 -0 -0 0.110* 

 (0) (6.46e-10) (8.26e-10) (1.39e-09) (3.70e-09) (2.35e-09) (0) (0) (0.0636) 

Observations 1,348 2,668 3,257 649 1,343 1,988 1,560 3,030 3,899 

R-squared 0.210 0.068     0.188 0.255 0.420 

Number of i 27 27 27 13 13 14 30 30 30 

Note: The table reports the results of the regression model (1). The dependent variable is 

Amihud ratio. LNAdjusted closingprice, LNTrading Value, Parkinson1980, Orderimbalance, 

Firmsize, and MarketReturnare respectively, the daily adjusted closing price in logarithm, the 

trading value in logarithm, the price range ( volatility), the imbalance between buy and sell 

traded volumes as a percentage of the total traded volume, the VnIndex return. ETF is a variable 

set to 0 before the introduction of the ETF and 1 afterward. ETFxWeight is the interaction term 

between the dummy ETF and weight of each stock of ETF. Standard errors are robusted in 

parentheses. One, two and three asterisks (*,**, and ***) indicate statistical significance at the 

10%, 5% and 1% level, respectively.  

6. Implication and Conclusion 

The main interest of this paper is liquidity adjustments after the introduction of three ETFs 

tracking Vietnam stock market through using different liquidity proxies. The regression 

estimates are well consistent between three trading windows 50 trading days, 100 trading days 

and 06 months around the inception dates of DBX, VNM and E1VFVN30, respectively. 

However, there is a conflicted results regard to stock liquidity improvement after the 

introduction of each ETF. As measured by absolute spreads and relative spreads, liquidity of 

underlying stocks in the VNM and E1VFVN30 is proved to increase,that is explained by 

Investor Recognitionhypothesis,while we found a decrease in liquidity of component stock in the 

DBX fund. The possible reason may come from unique downturn context of Vietnam stock 

market in 2008, which lead to the activeness of the adverse selection hypothesis. However, the 
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Amihud illiquidity measurement has not been found significant under the context of Vietnam 

during the investigated period. 

Regard to policy implication, ETFs should be promoted in Vietnam due to two reasons. 

Firstly, ETF is a financial innovative providing index-trackers modern investment tool with 

many advantages such as benefit of diversification, transparency, intraday active trading. 

Secondly, under the increasing trends of the market, creation of ETF may improve liquidity of 

underlying assets that is important to investors, stock issuers, and fund managers in managing 

their portfolios. Even with the downturn side of the market, ETFs still be considered as a 

diversified and low-risk investment instrument. 

The result also confirms that the liquidity impact is asymmetric on weights of component 

stocks in Vietnamese ETFs. Specifically, the liquidity improvement following the ETF inception 

would have greater for smaller index components. It may suggest Vietnam’s ETF managers in 

diversifying weights of components stocks with the aim to maximum liquidity improvement.  
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Abstract: This paper introduces the initial economic reforms in Lao P.D.R.  in late 1980s 

by transiting from centrally-planned economy to a market-oriented economy.  This paper has 

provide some insight on banking system reforms since 1988 and focuses  on perspectives and 

challenges of  Lao PDR’s bank credit for private sector in the period of 1990-2017. This paper 

pointed out the significant reforms in the bank system such as ownership structure (state owned 

commercial bank, private bank, Joint venture and foreign bank branches) through number, asset, 

deposit and credit in the banking system.  Authors assessed bank credit for private sector and to 

make clearly what are perspectives and challenges. Finally, this paper provides a conclusion that 

bank credit for private sector has increased significantly and  promoted private sector growth 

and  private sector become a major driving force for Lao economic development and also 

summarizes the main challenges in  bank credit for private sector  as follow  (1) Bank of the Lao 

P.D.R (BOL) was a less autonomous bank, (2)  the banking system remains  weak in competition  

( the banking system was dominated by State owned commercial banks in all areas like: asset, 

credit and deposit),  (3) the government launches direct lending for  state owned enterprise 

(SOE)   through state owned commercial banks (SOCBs) and (4) two state owned commercial 

banks are facing with insolvency.  

Keywords: State owned commercial bank (SOCBs), the bank of Lao PDR (BOL), the 

banking system, bank credit, private sector, perspectives and challenges. 

 

1. Introduction 

The main purpose of this paper is to review and assess the reforms has been made in  Lao 

P.D.R’s banking system with aiming to generate sufficient credit loan for  private sector as a part of 

the bigger economic reform plan. Lao P.D.R enacted the law that allows its banking system to adopt 

two-tier characteristics in 1988. This new bank system came in two years after the country had 

started its New Economic Mechanism (NEM) in 1986, a thoroughly economic reform plan with the 

intention to move its economy to a more market-oriented one. The NEM recognized that Lao PRD’s 

economy consists of multiple ownership forms which also include private sector. Since the reforms, 
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the government of Lao PDR has carried out relevant policies and activities to promote the 

development of private sector. To stimulate its private sector, Lao PDR has depended on multiple 

sources of funds, one from its banking system was considered to be the primary one.  

The reforms of Lao PRD’s banking system in 1988 was therefore to improve its banks’ 

operations to be more efficient, transparent, liquid and competitive. This reform gave birth of 

commercial banks, not just only state-owned commercial banks (SOCBs) but also subsequently 

provided institutional grounds for other types of bank ownership to emerge, including joint-

venture commercial, private and foreign banks, over the past 30 years. 

The commercial banks continually provide credit to economy. The commercial bank 

actively supply credit for private sector increasingly, their customers not only included state 

owned enterprise (SOE) but also included private enterprise and private enterprise increased 

significantly. In recent years, the commercial banks give special attention to small medium 

enterprise (SMEs) and rural areas. They extended their service network on other villages, city 

and provinces cross the country by opening new branches. The commercial also developed and 

applied the modern banking program to enhance their performance and facilitate access banking 

service. Therefore, the commercial banks become a main credit channel to Laos’s economy over 

the past 30 years. And they also encouraged private sector development and became a largest 

contributor to economic growth.   

The paper is organized as follows: the second section provides briefly economic reforms 

and the banking system reforms and this section focus on bank credit to private sector which 

perspectives and challenges. This section is a main purpose of this paper. Therefore, it seem to 

be a longer section, this section discussed achievements from banking system reform and special 

bank credit for private sector as well as the main cause  to be challenges and be limitation for 

bank credit for private sector over the past 30 years. The third section conclude the main purpose 

of paper and discussed  the research direction in the future. 

2. Empirical review 

2.1. Economic and financial reforms in Lao PDR    

In December 1975, the Lao People’s Democratic Republic was proclaimed, which then 

adopted a centrally planned economic system. In the late 1980s, the Lao People’s Democratic 

Republic (Lao P.D.R) has mended substantial progress since its transition from centrally –

planned to market oriented economy toward a more opened country and Lao PDR—Accelerating 

Structural Transformation for Inclusive Growth “The New Economic Mechanism (NEM)” was 

endorsed on The Fourth Congress of the Lao People’s Revolutionary Party (LPRP). The main 

purpose of NEM  was reduction of state controlled over national economy and   increased the 

role of the private sector in promoting economic development and reducing poverty, encouraged 

 foreign direct investment  (FDI), forward markets with international trade, more  domestic 

competition and  reduction of export base on nature resource (Simon Fry, 2006). 

The NEM was national comprehensive reforms. To achieve above goals in the future. The 

NEM was designed into three major phases as follow:  The first phase from 1986-1988 focused 
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on in creation of measures liberalized price, trade and promote the state owned enterprise to 

forward commercial enterprise and increase the role of private enterprise in promoting economic 

growth, reform the tax policies and tax system   as well as to promote foreign direct investment. 

The   second phase  from 1990-1991,  those period focused to  solve the problem in financial -

banking sector as follow: the imposition of restriction on government and state-owned enterprise 

borrowing, issuance the high interest rate  treasury certificate  and bank deposits to reduce excess 

liquidity and promote saving and implement of tightening fiscal policy. The third phase after 

1990,  the mainly focused to reform the restructure of national economy. Therefore, many  state 

owned enterprises (SOCs)  had  privatized  in this phase and the privatization except for those  

deemed strategic, as well as  the separating comprehensive  the commercial banking function 

from state banking function was deemed the key measures  to accelerate a two-tier banking 

system  (Andrew Rosser,  2009). 

The   government of the Lao P.D.R  has implemented various measures under NEM, which 

include the fundamental components: (1) improve the business environment to promote the 

private sector, to  forward the market-oriented and to greater domestic competition, (2) the 

improving institutional performance  and upgrading  infrastructure to improve market economy 

operation, (3) the establishment of price stability through macroeconomic policy measures , and 

(4) the strengthening of domestic competitive advantages, to accelerate integration- oriented and 

 push for trade liberalization  ( Phouphet Kyophilavong, 2009).  

Summary, under NEM, since 1986, the government of the Lao P.D.R started implementing 

to the decontrols state over the national economy and increase the role of private enterprise as 

well as more market-oriented economy and opened economy and promote foreign direct 

investment (FDI). Therefore,   NEM is real the reduction of visible hand (the government 

intervention too much in economy) and promotion of invisible hand (the role of market 

mechanism) in context of the Lao P.D.R. 

2.2. The bank system reforms in Lao PDR   

Recognizing the role of financial system to promote the socio- economy, the government 

of the Lao P.D.R paid attention to financial system reforms at beginning of economic reforms 

(Phetsathaphone Keovongvichith, 2012). To back up its transition forward a market-oriented 

economy. The banking sector was also the objective of economic reforms that it mean the 

banking sector reforms were the part of economic transition from a centrally-planned economy 

to a market-oriented economy under New Economic Mechanism (NEM) was introduced initially 

in 1986. In 1988, the milestone for banking sector reforms was which the previous  nonbank 

system  was replaced by the  two-tier bank system, the commercial banking activities has 

separated from state banking function  (Phouphet Kyophilavong,  2009). 

Before 1988, the Lao banking system had mono bank system to support the economic 

planning model follow up the Soviet Union. At the time the bank system had only state bank 

(SB) to provide financial and banking service to economy and society and there  is bank system 

had no private bank, joint venture and foreign bank branch. After 1988, the Lao banking system 

was reformed initiated which the mono bank system was replaced by the two–tiers banking 
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system. The new Lao banking system became more competitive, more different type of the 

ownership, more encourage bank credit for private sector and more promote the role of Non-

State-Owned Banks in economic growth.     

Milestone for the banking system of the Lao P.D.R,  based on Decree No: 11/BOL, dated 

12/3/1988  for state bank restructuring, to promote different type of ownership and  boosting 

bank credit to  private  sector.  In this period, the government of the Lao P.D.R issued policies to 

attractive the capital and technique from other countries around the world to invest in banking 

sector in order to increase the competitive environment on banking-finance market and forward 

regional and global integration in the future. The most highlight of banking reforms that the 

commercial banking function was separated comprehensively from central banking function and 

bring the multi exchange rate system in to one unified (ADB, Lao PDR, 2016).  

The banking sector reforms were three phases follow as:  

Phase I (1988-1992): the mono bank system was replaced by two -tier bank system, practically, 

established Bank of the Lao P.D.R (BOL) replaced State Bank of Laos (SBL) and more state owned 

commercial banks were established, the first joint venture bank with 30 percent of government equity 

was also established. There transfer 19 branches of previous state bank in each province to do 

commercial bank function that mean it separate the commercial bank activities from central banking 

function and regulations for prudential operation of two-tier bank system were  enacted.  

Phase II (1992-1995) witnessed an increase in number of financial institution (bank 

financial institution and non-bank financial institution) in the Lao PDR.  Based on the  Prime 

Minister Decree No. 3 of 1992 on management of commercial bank and other financial 

institutions with define banking business and requirements for establishment of private bank. 

Hence, six branches of Thai bank, a branch of Malaysia bank and a second joint venture bank 

were established. In 1995, the Law on bank of Lao PDR (the Law on bank of Lao PDR was 

enacted first in 1990) was amended. The bank system of the Lao P.D.R had been continuously 

improved and developed with regard to quantity and quality. And phase III (1996-to date) 

focused on improvement of judicial and regulation related to bank of the Lao P.D.R and in order 

to improve the efficiency of the two-tier bank system.   

Summary, the banking sector reforms was a part of economic reforms, the purpose of 

banking sector reforms forward reduction of the government intervention in banking sector, 

promote different type of ownership, encourage bank credit for private sector and in order to 

increase domestic competition of banking sector.  

2.3. Overall of the bank system of Lao PDR in period 1990-2017 

To support the  two-tier bank system operations smoothly and efficiently  that  prudential  

regulation  and law related to banking  sector were enacted  follow as central bank Law first  

enacted in 1990 (second amended in 1995 and third amended in 2018 ), this Presidential Decree 

No. 01/PR of 11 March 1997 on commercial bank was enacted and  it was replaced by Decree 

No. 02/PR  of 22 March 2000 and  6 year later the commercial bank law was  enacted  in 2006  ( 

www.bol.gov.com.la ). The bank system (commercial bank) of Lao P.D.R has multi ownership 

restructure bank follow as state commercial bank (SCOBs), private bank, foreign bank branch 



and joint venture.  The numbers, sizes, assets, deposits and credits of banks increased year by 

year as well as quantity of banking services were improved. The brief banking system of the Lao 

P.D.R follow as table below:  

Table 1: The brief banking system of the Lao P.D.R in period 1990

No Item 

1 Banks 

1.1 SCOBs 

1.2 Private banks 

1.3 Joint venture bank 

1.4 Foreign bank branches 

2. Average asset (billion kip) 

3. Average credit for private sector 
(billion kip) 

4 Average of deposit(billion kip) 

Figure 1: The average asset, deposit and credit of banking system of the Lao P.D.R 
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In early 2013, the Lao PDR become the WTO's 158th member and become AEC’s member 

in 2015. The banking system of Lao P.D.R. actively upgraded and developed the banking 

technology, corporate governance and risk management as well as implement the Lao P.D.R’s 

commitments with international organization.  At the present time, the banking system applies   the 

Basel I and forward application of Basel II and Basel III. Furthermore, by globalization and 

modernization, the bank system actively integrates in region and international in order to attract 

more the capital and more the technology forward increasing of domestic capacity in banking 

sector as well as to accelerate the banking system’s implementation of the commitments in the 

future. This period, the Lao banking system has increased the size of bank,   as well as quantity of 

service and product improved. The brief banking system of the Lao P.D.R follow as table below:  

Table 2: The brief banking system of the Lao P.D.R in period 1990-2017 

No Item 
2009-
2011 

2012-
2014 

2015- 
2017 

Note 

1 Banks 27 31 42 The number of bank was  highest in this 
period 

1.1 SCOBs 3 3 3 The number of bank was highest in this 
period 

1.2 Private bank 7 7 7 The number of bank was highest in this 
period 

1.3 Joint venture bank 3 3 3 The number of bank was highest in this 
period 

1.4 Foreign bank branch 13 18 29 The number of bank was highest in this 
period 

2. Average asset (billion kip) 22,320.23 64,760.26 111,086.22  

3. Average credit for private sector 
(billion kip) 

12,375.38 31,003.23 52,347.75  

4 Average of deposit(billion kip) 17, 287.8 36,995.12 61,054.74  

                                           Sources: ADB, Lao key indicate (1988-2017) 

The banking sector reforms was to promote a diversified ownership structures in the 

banking system of Lao P.D.R.  The number of banks were increased from 17 banks in 1990 to 42 

banks in 2018 and   ownership structures of bank also changed too.  Before the banking sector 

reforms (1988) the banking system of Lao P.D.R, there was only state ownership (state bank). 

 At the beginning of the 1988, banking sector reforms,    the banking system had only 4 type of 

  ownerships structure as follow: state owned commercial bank (SOCBs), private bank (PB), 

foreign bank branch and Joint venture bank. And Foreign bank branches  were  a uptrend from  7  

banks in period 1990-1995  to 19 banks in 2018, private banks  were uptrend form 5 banks in 

period 2002-2008 to 7 banks in 2018, joint venture banks were stable trend from  2 banks in 

period 1990-1995 to 3 banks in 2018. But state owned commercial bank (SOCBs) were a 

downtrend from 8 banks in   period 1990-1995 to 3 banks in 2018 as we can see at figure 1.  



Figure 2: The banks of the Lao P.D.R in period 1990
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Figure 3: The average asset, deposit and cr
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securities company asset  ratio  approximate  0.46 percent and micro finance asset  ratio  

approximate 0.26 percent  (BOL, capital market strategy plan, 2012).  

The Lao stock market slightly late to establish compared to region (LSX was established in 

2010 and first initiate trade on 11/11/2011). There were only three listed companies on Lao 

Securities Exchange (LSX) in 2011. The end of 2017, there are 9 listed companies, the market 

capitalization is 11,374.2 billion kip (US$ 1,361,853,448.3) and compared to GDP is 10 percent. 

Average of the market capitalization to GDP in period 2011-2017 was around 8-9 percent (LSX, 

perform report, 2017). In 2017,  Lao P.D.R’s the market capitalization to GDP   was smallest 

percent compared some Asian countries  as follow: 71.2 percent, 39.3 percent, 51.3 percent, 92.6 

percent, 116.4 percent and 52.2 percent  in China, Cambodia, Indonesia, Philippine, Thai and 

Vietnam respectively ( www.ceicdata.com ). Therefore, the banking system was confirmed to 

become the main channel to supply fund to meet social demand.  

The bank credit for economics increased year by year, which bank credit for economics 

grew an average of 29% per year in period 1986-2017. Volume of bank credit for economy 

increased year by year as follow 2.717 billion kip, 157.173 billion kip, 2,688.88 billion kip, 

59,560.2 and 7,5087.57 billion kip for  1985, 1995, 2005, 2015 and 2017 respectively. The 

average bank credit for economy  approximate as nearly 12,302.15 billion kip (approximate as 

nearly  $ 1,473 million) during  this period from 1985 to 2017 and the financial depth ratio ( 

bank credit for economy to GDP)  was increased year by year such as  3 percent, 9 percent, 7 

percent, 55 percent and 53 percent in 1986,  1996, 2006, 2016 and 2017 respectively  and 

 average the financial depth ratio accounted for 19  percent  in period  between  1986 and  2017. 

(ADB, Key indicate 1985-2017). 

The bank credit for economy includes three sector as follow:  government, private sector 

and financial institutions which bank credit for private sector accounted for two third of total 

bank credit for economy. And  authors  focus on  bank credit for private sector. Bank credit for 

private sector has increased significantly in each year, especially after 1991 to date, which the 

average  growth ratio was around 78 percent  in period  between 1986 and 2017, volume of bank 

credit for private sector in each year  as follow:  0.25 billion kip, 128.86 billion kip, 2,143.8 

billion kip, 43,476  billion kip and 60,539.4  in 1985, 1995, 2005, 2015 and 2017 respectively. 

Which the average volume of bank credit for private sector  was approximately 9,341.02 billion 

kip (approximate $ 1,118.42 million) during  period  from 1985 to 2017  and the bank credit for 

private sector ratio (bank credit  for private sector to  total bank credit for economy )  has been 

an increasing trend  as follow:  9 percent, 82 percent, 80 percent, 73 percent and 81 percent in 

1985,  1995, 2005, 2015 and 2017 respectively  and average those  ratio approximate  65.09 

percent (two third of total bank credit for economy) in period from 1985  to 2017. (ADB, Key 

indicate 1985-2017). 

With an assessment of the structure of bank credit for private sector we recognized there 

are 7 main sectors as follow: industry and handicraft, construction, material and supply, 

agriculture, trade/commerce, services, transport and other. The trend of bank credit for private 

sector has positive signal to follow up the trend of structural economics (the portion of industry 
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and service sector increase and the portion of agriculture decrease). The average ratio of bank 

credit contribute to industry sector   was  largest ratio (21 percent) and the average ratio of bank 

credit contribute to  trade/commercial  was secondly ratio ( 20 percent) and  the average ratio of 

bank credit contribute to transportation  was the lowest ratio ( 6.3 percent) as follow:  

Table 3: Bank credit contribute for economics sector from 2007 to 2017  

(Unit: percent of total bank credit 

Year 

Sector 
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

Industry and Handicraft 22 20 19 19 20 17 18 19 19 33 29 

Construction  4 5 4 12 6 5 6 4 6 12 14 

Material and  Supply 8 9 8 6 13 18 21 21 10 4 2 

Agriculture 9 13 14 16 13 10 11 10 18 8 9 

Trade/ Commercial  29 26 23 23 21 24 21 20 20 17 19 

Transportation 9 10 10 14 17 16 12 11 10 10 10 

Services 19 17 22 10 10 10 10 11 17 16 17 

Others  22 20 19 19 20 17 18 19 19 33 29 

Source: IMF Country reports (2012 and 2014) and www.bol.gov.com.la (2012 -2017) 

2.5. The bank credit for private sector in period 1986-2017 

The bank credit for private sector which increasing trend year by year.  The bank credit for 

private sector not only contribute to a large enterprise but also Small Medium Enterprise 

(SMEs). The bank credit for private sector not only provide credit for  the large city and large  

province but also contribute credit to rural areas forward  facilitate for enterprise and households 

 access formal financial services and reducing poverty (ADB, 2015). Furthermore, the bank 

credit for private sector contribute directly to private enterprises improve themself to enhance 

their efficiency, extend business operation and promote their competitive capacity on 

globalization context.  

Moreover, the bank credit for the private sector has the role in reduction of imbalance of 

 economic structure ownership ( between state owned enterprise and private enterprise ) toward 

reducing monopoly in national economy and promote domestic competition. In period 1975-

1986, economy of Lao P.D.R was  the centrally planned economy which support from Soviet. 

There was only state owned enterprise and no private enterprise, the economy was dominated 

100 percent by state owned enterprise (SOE). There was a less completion and none credit  for 

private sector. Therefore, in period 1983-1986,   GDP average was approximately 53.77 billion 

kip (US$ 6,437,978.93 ) and  GDP  growth rate  average was around 4 percent (ADB, Key 
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indicator, 1985-2017).  In period between  1986 and 2017), Economic of Lao P.D.R  had 

transited from the centrally planned economy   to market-oriented economy under New 

Economic Mechanism (NEM). We recognized various of owned enterprise in economy. In this 

period,  the bank credit  for private sector had growth in every year.   

3. The findings 

The bank credit for private sector contributed to promote private sector improve themself, 

enhance their competitive capacity  and business operation,  as well as promote Small Medium 

Enterprise (SMEs) and Micro  Enterprise access formal financial services. Therefore,  the private 

sector  becomes a largest contributor to economic growth and plays a key role in creating 

economic.  Average  GDP  increase as follow: 53.8 billion kip, 682,06 billion kip, 81,609.9 

billion kip in 1982, 1992, 2012 and 2017 which growth rate average around  6.5 percent  in 

period from 1990 to 2017 (ADB, key indicator, 1985-2017).  

Results from banking reforms have driven the national economic growth and   reduced 

significantly the country’s dependence on the external source of finance.  Banking reforms also 

encourage role of private sector to economic growth. Private sector has become a main driving 

force of Lao economic growth in past year. In 2011, when we compared three sector (state 

owned enterprise, private enterprise and state -private joint ventures) contributed to economy.  

Private enterprises (domestic and foreign ) were the largest contributor to economic growth 

accounted for 16 percent of GDP, state owned enterprise (SOC) became the second contributor 

to economic growth accounted for 8.2 percent of GDP and the last contributor was state -private 

joint ventures accounted for  7.3 percent  (www.jclao.com). These figures demonstrate that  the 

private sector has the more important role to drive economic growth  and therefore  bank credit 

related to promote the private sector’s  high growth.   

The banking system of Lao P.D.R has been dominated by the state-owned commercial 

bank (SCOBs) in assets, deposits as well as credits.   More than 7 years after banking system 

reforms initiated in 1988,  the state owned commercial (SCOBs) had a large Non Performing 

Loans  which collected from the centrally planned economy. On the other hand,  SCOBs a large 

Non Performing Loans due to  a weak cooperation, business operation, risk management, 

governance, etc. In early 1990s the SCOBs were insolvency seriously. At the time,  BOL 

continued to extend credit  to support  the  government irrigation project throughout  budget in 

1998 which significant  credit volume to government 171 billion kip and to irrigation project  

147 billion kip  they  were around a half of the  new credit extend 1998. (IMF,2000,2002).  

Lao P.D.R always faces the a fiscal deficit and a current account deficit during in period 

between 1985 and 2017 which a fiscal deficit   averaged approximately   5-6 percent of GDP and 

a current account  deficit  averaged approximately   300-350 percent  of  GDP (ADB, Key 

indicator, 1985-2017).  In front of challenges, the government of Lao P.D.R  used to intervene 

the banking system by lending direct to SOEs and refinancing budget by fund from banking 

sector ( IMF, 2000, 2002, 2004). These problems increased significantly  in recent years when 

slower economic growth due to government  of Lao P.D.R conducted  policies limit investment 

in  forest and mining sector  so the revenue  may significantly affect.  Therefore,  the government 



866 

could not play for public project  then  enterprise default with the commercial banks  and SOCBs 

dominated  and main contributor a credit to government project then   SOCBs are faced 

insolvency seriously this situation authors call “ Triangular debt ”  it mean that the government 

was debt to enterprise (contractors) and enterprise (contractors) were a debt to commercial 

banks. Before 2014, the situations occurred a lot, and now day Lao government of Lao P.D.R 

commitment to stop using baking refinancing the budget or limit lending direct to SOEs. 

Although,  in practice the SOCBs provided credit to  the private companies were  contractor of 

the government project, but  the real borrowers were the government. This situation call 

 “Disguised fiscal deficit financing by the banking sector” ( IMF,2017;  JACA, 2005 ). The 

above challenges always affect directly and indirectly to the bank credit for private sector.  

On the other hand,  the banking system of characterize  of the Lao P.D.R  that the bank of 

the Lao PDR (BOL) less autonomy.  According to previously  BOL law ( Enacted in 1990 and 

first amendment in 1995 ), BOL’s all key monetary policies, action plans and strategy before 

implementation it should  be approved by the government normally this process take long time. 

To improve this situation, BOL law in 2018, as amended by the Second. However,  BOL has less 

autonomy because the governor is a member of the Council of Ministers and is responsible 

before the government for success and shortcomings in the implementation of his/her duties in 

accordance with the Law on the Government of Lao P.D.R. BOL has duties  state management 

of  monetary policy and banking sector across the country (BOL law, 2018).  The domestic 

banking market were dominated by  SCOBs  the  from 1988 to date,  so the banking system has 

 less competition and   inefficient  therefore it will limit or challenge to contribute credit to 

economy   and specifically credit to private sector.  

The above situation, it deems the  main cause to explain why the banking system of Lao 

PDR is  uncompetitive and  inefficient. The banking system was dominated by SOCBs over 

banking areas as follow: asset, deposit and credit.  In practice the asset of SOCBs to total asset of 

banking system ratio has downtrend    but still too high ratio (more than 40 percent). When 

compared between the state owned commercial  banks ( SOCBs ) and  the non state owned 

commercial  banks (private bank, joint venture bank and  foreign bank branch)  about number 

bank, asset , deposit and credit  as follow:  SOCBs have only 3 banks but market share of  asset , 

deposit and credit  are over 50 percent and none SOCBs have 38 banks but market share of  asset 

, deposit and credit are less than 49 percent.  

Table 4: Summary ratio of asset, deposit and credit of different type  

of ownership bank in 2005 and in period 2012-2017. 

                                                                        Unit: percent to total 

 2005 2012 20013 2014 2015 2016 2017 

Asset  100 100 100 100 100 100 100 

SCOBs 57 56 53 52 46 44 43 
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 2005 2012 20013 2014 2015 2016 2017 

Private bank 13 18 19 17 19 18 18 

Joint venture bank 7 9 11 10 10 10 10 

Foreign bank branch 23 17 18 21 26 28 28 

Deposit  100 100 100 100 100 100 100 

SCOBs 66 64 62 59 59 59 59 

Private bank 16 17 22 20 21 21 21 

Joint venture bank 7 7 8 8 8 8 7 

Foreign bank branch 11 12 8 9 12 12 14 

Credit 100 100 100 100 100 100 100 

SCOBs 67 65 59 54 47 5 49 

Private bank 14 15 19 19 21 20 20 

Joint venture bank 6 7 9 9 14 13 13 

Foreign bank branch 13 13 14 17 17 17 17 

                                                                             (www.bol.gov.com.la)  

 

Figure 4: Ratio of asset  of bank in 2005 and in period 2012-2017. 
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Figure 5: Ratio of deposit of bank in 2005 and in period 2012-2017. 

 

Figure 6: Ratio of credit of bank in 2005 and in period 2012-2017. 

 However,  the non performing loans (NPLs) increased main from state owned commercial 

banks account for 60% in 1999 and reduce to 35% in 2005   (Asian Pacific Rural and 

Agricultural Credit Association- APRA, 2006)  

 Characters of  private enterprise of Lao PDR  is  Small Medium Enterprise ( SMEs ), the 

most SMEs limit to access financial resource due to low governance - business operation and 

small asset that reason to challenge for credit to private sector or SMEs (Phouphet 

Kyophilavong, 2008) and according to report SMEs around more than  90 percent of total 

register firm  were faced  the obstacles to access bank credit (www.xinhuanet.com, news on 

28/6/2018). However, in 2000, the commercial bank law was enacted to promote commercial 

bank. Impractical, the Lao financial - banking sector are dominated by state owned enterprise 

and state owned commercial bank and they are not active provide credit in rural areas nor 

microfinance (APRACA, 2006). Therefor,   Small Medium Enterprise  

(SMEs)  limit to access the  formal financial sources as well as  the bank’s credit.  It also 

reflected from Lao P.D.R  was rank 116 of 189 rated countries in the category  “getting credit” 

when  some Asian countries like Cambodia, Thailand and Vietnam  rank 12, 89, 36, respectively 

(Kristina Spang, 2015).   
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When the bank system was dominated by state owned commercial banks (SCOBs) for all 

in banking areas (Asset, deposit and credit). Hence, when state owned commercial banks have 

insolvency, the Lao government have to support or injection capital to maintenance of   state 

owned commercial banks (SOCBs)’s operation continue  because if SOCBs bankrupt it will 

drive the bank system face risky serious or domestic financial crisis. In 2000, NPL of SOCBs 

around 20 percent to 70 percent which 70% cause from state activities (IMF, 2004). Even 

though, the cost for resolve this problem is very high but Lao government has  no choice  so for 

last period   Lao government played high price for rescue  SOCBs such as  the firstly,  Lao 

government recapitalization  for SOCBs  estimated 2 percent of GDP in 1994. Secondly, in 

2005, Banque Pour Le Commerce Exterieur Lao Public (BCEL) and Lao Develop Bank (LDB) 

were recapitalized by 129 billion kip (US$ 15.5 million.) account for 0.5 percent per GDP and 71 

billion kip (US$ 8.5 million) account for 0.25 percent per GDP respectively. Lao government 

also recapitalized for state owned enterprise (SOE) with 638 billion kip (US$ 76.4 million) 

account for 2.2 percent per GDP in during 2005-2008 the government issued bonds to resolve 

insolvency of state owned enterprise as well as to compensate for loss from directed credit to and 

credit guaranteed by Ministry of Finance (Asian Develop Bank, 2006 and   IMF, 2006).   

According to IMF country report, 2008 and 2012, the report showed the worth of   

government’s the priority projects were financed by BOL’s credit accounted for 8.4 percent of 

GDP and public funding for infrastructure approximated 75% total of public funding. When the 

loans was NPL  it will not appear on the state owned commercial bank's  balance sheet by writ 

off and recapitalization so NPL of  SOCBs were low but  foreign bank branches   were high 

(11%).   NPL of the system bank was 70% and declined to 6% in 2004 and 2007 respectively 

because writ off by a huge public funding ( Kristina Spantig, 2015). 

At current, two in three of SOCBs are facing a weak finance and the government of Lao 

P.D.R is considering to resolve the same situation in previous years.  Therefore, bank credit for 

private sector will obstructed and limit.    

4. Recommendations 

Lao government should develop economy which sustainable growth. Try to reduce budget 

deficit, current account deficit and inflation. Making policies focus on promotion of production 

goods and export and promote import goods/material for reproduction. Implement of commitment 

to stop lending direct to SOEs completely and refinancing budget deficit by banking system. Lao 

government should review the prudential regulator related promotion of SME access financial fund 

from the banking system to increase the bank’s credit to private sector.  

The bank of the Lao PDR (BOL) should consider to increase the autonomy in higher level 

to operate the monetary policy and continually improve   inspection, supervision   and credit risk 

management. As well as restructure early as possible for two state owned  commercial banks 

(SOCBs) by privatization to enhance the bank’s efficiency -operation  and also promote more  

competitor  in the banking market furthermore to promote the bank commercial contribute credit 

to private sector. To ensure SMEs could access the financial fund from the banking system, BOL 

should facilitate environment for SMEs development and improve their competitive capacity to 
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ensure support consumer goods/service for domestic market  and export in order to reduce 

import also improve the payment of balance (POB)  as well as reduce current account deficit in 

the future that the most challenge for the exchange rate and international reserve.   

  The commercial banks continually develop and improve the governance ,business 

operation, credit risk management, reform and in order   to apply the Basel II and  privatized  to 

meet the criteria to list on Lao stock exchange (LSX) in the future,  etc.  To enhance the 

competition capacity, profitability and limit a non performing loans (NPLs) to ensure continually 

 operation of banking function to provide credit for economic development in general and 

particular private sector.  Also, actively promote credit to rural area and private sector. Specially, 

the commercial banks should have a credit policy in order to promote the loan for SMEs.  

The enterprise play the role of promotion credit to private sector because if the enterprise 

have a good performance or a good business operation, it would increase the enterprise’s rating 

and let the enterprise access the bank’s credit smoothly in particular and in general the private 

sector. Therefore, enterprise should develop and improve themself to meet the minimum credit 

criteria of the bank   to enhance their efficiency and limit the non performing loan (NPL). Avoid 

using the credit which a wrong purpose, continually improve governance, internal management, 

credit management in order to more competitive capacity and profit capacity  and  it also 

contributes to  promote the bank’s credit to private sector.  

5. Conclusion 

 Based on  The Eighth Five-Year National Socio- Economic Development Plan  (2016-

2020), April, 2016,  author realized  that  Lao government has a priority for promotion of Small 

Medium Enterprise (SMEs) in order to be strengthening, development, more competitive  and 

more contribute to socio-economy of Lao P.D.R  in the future  and to promote SMEs to access a 

financial sources is the  priority framework. On the other hand, to achieve the goal of The Eighth 

Five-Year National Socio- Economic Development Plan (2016-2020), the total of investment is 

worth 223,000 trillion kip approximated  30 percent of GDP. Base on financial market  context, 

Lao P.D.R is bank -based. Therefore, the bank system  will play  the  role to be main supply 

credit channel to investment so to ensure contribution credit  to  economy smoothly and 

efficiency the country need the bank system perform in a full function and more competition. 

To day, private sector increase efficiency and play the role to contribute economic growth 

beside state owned sector reveal the negative inside their operation.  However, private sector still 

weak and enterprise is major small medium enterprise account for 90% of total enterprise   

(Soukvina Philavanh, 2016). So authorities believed that through this paper will provide general 

of economic and banking reforms and evidence related credit to private sector about advantages 

and disadvantages will contribute more understanding of background of bank system and 

characteristic to help policy maker issue the policy and measure to promote  bank credit for 

private sector as well as SMEs. 
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Abstract: The financial disruptions that started in the second half of 2007 highlighted the 

importance of financial stability in maintaining overall macroeconomic stability. It is timely as 

many central banks, including the State Bank of Vietnam, have started adding macroprudential 

tools to their financial stability toolkits and seen macroprudential policy as aiming for 

containment of risks across the financial system as a whole and fostering financial stability. 

However, one of the challenges of researchers and institutions is to determine signals about 

systemic risk in nations within an international context over multiple crises. In addition, with the 

growing popularity of macroprudential tools at central banks, there has been a recent growth in 

literature that considers the impact of these tools on monetary policy transmissions. Therefore, 

the article gives an overview of macroprudential policy - definition, objective and tools; 

discusses aspects of macroprudential frameworks, including the macro-stress tests and 

especially, the countercyclical capital buffer envisaged in Basel III and designed to build up 

buffers limiting systemic rick during the boom in the financial cycle and finally; and does an 

overall literature review about the impact of macroprudential instruments on monetary policy. 

Keywords: macroprudential policy, systemic risk, monetary policy. 

 

1. Introduction 

The origin of the term ‘macroprudential’ can be traced back to the late 70s (Clement, 

2010) and it is increasingly mentioned for recent years when many monetary economists 

and central bankers have started to wonder whether the main postulates of this form of 

monetary policy which is based on inflation targeting are enough or should be revised 

(Malovaná and Frait, 2017). A consensus among policymakers that a macroprudential 

approach to regulation and supervision should be adopted is growing (Galati and Moessner, 

2013). Especially, the international financial crisis in the 2007 has extremely serious 

effects on both domestic and global economies, which has highlighted the paramount and 

urgent need for macroprudential policy to perform the role of supporting the entire 

financial system and reducing the existing risks.  

In Vietnam, macroprudential supervision is gradually focused. Through Financial Sector 

Assessment Program initiated by the World Bank and the International Monetary Fund (IMF), 
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issues related to macroprudential policy are determined. In particular, regulations on 

organization and operation of the Banking Inspectorate and Supervision that were promulgated 

in April 2014 stress that banking supervision is carried out regularly and continuously through 

macroprudential supervision. 

Compared with other policies promoted, Tomuleasa (2015) considers the macroprudential 

policy as an advantageous approach to and limiting the systemic risk. However, the setting and 

implement of the policy needs extremely careful and detailed consideration, because it is too 

hard to know how best to design policy to address systemic risk which is sometimes hidden. The 

academic profession and policymakers should seriously think about macroprudential tools, 

particularly the countercyclical capital buffer and the macro-stress tests (Arnold et al., 2012).  

In light of essential issues mentioned earlier, this article is focusing on an overview of 

macroprudential and concerning the implement of tools of macroprudential policy as follows. 

Section 2 presents the definition of ‘macroprudential policy’, then shows its objectives and tools 

in the third one. Section 4 points to recent trends in limiting systemic risk through the buffer 

tools envisaged in the Basel (I, II, III), and pays a serious attention on financial cycle from which 

two lessons in macroprudential frameworks are drawn. Section 5 show how macroprudential 

instrument impact on monetary transmissions. Finally, the conclusion is given in section 6. 

2. The definition of macroprudential policy 

Macroprudential is originally comprehended as an orientation or perspective of regulatory 

and supervisory arrangements (Borio, 2014). Of course, its definition is antonym of 

‘microprudential’ (Table 1).  

Table 1. The macro- and microprudential perspectives  

 Macroprudential Microprudential 

Proximate objective  limit financial system-wide distress limit distress of individual institutions 

Ultimate objective  avoid output (GDP) costs  consumer (investor/depositor) protection 

Characterisation of risk 
Seen as dependent on collective behavior 

(‘endogenous’) 

Seen as independent of individual agents’ 
behavior 

(‘exogenous’) 

Correlations and common 
exposures across institutions 

important  Irrelevant 

Calibration of 
prudential controls 

in terms of system-wide 
risk; top-down 

in terms of risks of individual 
institutions; bottom-up 

Source: Borio (2003); Borio (2011) 

Macroprudential means the calibration of a systemic or system-wide perspective instead of 

that of the safety of individual standalone institution, or in other words, the proximate objective 

of macroprudential supervision is to limit the risk of episodes of system-wide financial distress. 

It can also be seen as taking explicitly account of dependence of risk on the collective behavior 

of financial institutions, which is called ‘endogenous’. Furthermore, following a top – down 

approach, establishing the desirable safety standard for the whole system is basics from which 

that of the individual institutions can be derived.  
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Although the term ‘macroprudential’ dates back in the 1970s and its meaning has been 

developed in Bank for International Settlements (BIS) works over the years, it is fairly difficult 

to find the exact definition of this term. The point that the term is effectively synonymous with 

any policy that promotes financial stability or limits systemic risk is too extensive, and vice 

versa, the interpretation that defines the one as any policy – regulatory and supervisory policy – 

that handles the too-big-to-fail problem is arguably too narrow. The former explanation could 

just cause the term to be considered as ‘financial stability policy’, which is also means that the 

one become redundant. The original rationale for the term was to promote a different use of 

prudential (regulatory and supervisory) tools, and to improve the pursuit of financial stability. 

The latter neglects the time dimension that is the procyclicality of the financial system or how 

aggregate risk in the financial system evolves over time. It also ignores the cross-sectional 

dimension, especially the serious problem of correlations of exposures across institutions, which 

does not show how risk is allocated within the financial system at a point in time (Borio, 2011). 

The use of the term ‘macroprudential’ is likely to depend on institutional arrangements 

and evolve over time. However, it can also legitimately be defined as the institutional 

arrangements available to pursue system-wide stability along the dimensions mentioned 

above to reach proximate objective. According to this, any available tools of the 

corresponding authority is also be seen as ‘macroprudential’, or to make it clearer, each 

dimension corresponds to a source of system-wide financial distress and then a 

corresponding policy principle is established and applied. 

Due to the fundamentals explained above, the term ‘macroprudential policy’ that has also 

increasingly experienced with becomes easier to identify. IMF et al. (2016) show that 

‘macroprudential policy is defined as the use of primarily prudential tools to limit systemic risk’ 

(Page 4), or more particularly, that of prudential tools with the explicit objective of promoting 

the financial systemic stability is implemented as a whole (Clement, 2010). 

 As mentioned earlier, systemic risk is generally considered as having two dimensions: 

time dimension and cross-sectional dimension. In addressing those, the macroprudential policy 

orientation complements the microprudential focus on the safety and soundness of individual 

institutions (IMF et al., 2016). 

3. Objectives and tools of macroprudential policy 

3.1. Objectives 

Over the past decades and especially until the crisis erupted, there has been a broad 

convergence of views on the monetary policy objective that should be geared towards price 

stability defined over a horizon of no longer than 2 years, and maximum sustainable employment 

(Galati and Moessner, 2013). Operative objectives can be practically defined in terms of 

Consumer price index (CPI) inflation or some other types.  

As mentioned earlier, macroprudential policy seen as aiming at financial stability is too 

extensive and not a mainstream view. Therefore, there are different views. Padoa-Schioppa 

(2003), Allen and Wood (2006) define financial stability as robustness of the financial system to 
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get over external shocks; Schinasi (2004) focuses on the endogenous nature of financial distress 

and describes financial stability as resilience to shocks originating from the financial system; or 

Borio and Drehmann (2009) examine the vulnerability of financial distress to normal-sized 

shocks rather than large shocks. 

Knight (2006), Ebrahimi Kahou and Lehar (2017) and IMF et al. (2016) state that 

macroprudential policy aims for containment of risks across the financial system as a whole. 

This idea is sometimes understood that keeping the banking system safe ensures the safety of the 

system as a whole, because banks play the role of significant providers of credit to the economy. 

However, macroprudential policymakers also need to manage systemic risks outside the banking 

system, for activity of capital market and market-based financing increasingly expand (IMF et 

al., 2016). 

Mester (2017) points out that macroprudential policy or specifically macroprudential 

supervision aims to foster financial stability in two ways. The first category is the practice of 

lowering the probability of a financial crisis through setting the new higher standards for 

financial institution capital, leverage requirements, liquidity requirements, concentration limits, 

and the certain standards for corporate governance including executive compensation, and the 

stress tests. The second one is the reduction in the costs imposed on the rest of the economy 

when a shock hits the financial system. For example, Dodd-Frank requires that a systemically 

important financial institution has to provide a resolution plan that details how it would wind 

down the firm should it fail, and the act’s Title II provisions establishing an orderly liquidation 

authority to resolve troubled nonbank financial companies. 

Taking account of the points mentioned above, the main macroprudential policy objectives 

can be that putting up strong resistance of the financial system (also called financial systemic 

stability) to shocks or economic imbalances, and limiting the probability and spread of 

international financial crisis. Especially, to ensure the former, it is necessary to approach the 

existing systemic risks in two dimensions explained earlier: the time and cross-sectional 

dimension.  

3.2. Tools 

IMF et al. (2016) suggest a broad range of tools in a manner addressing the range of 

potential vulnerabilities in both dimensions. As regard the former dimension, Committee on the 

Global Financial System (CGFS, 2012) and European Systemic Risk Board (ESRB, 2015) show 

that a range of tools can be used to address systemic risk by increasing resilience to shocks and 

containing the pro-cyclical build-up of vulnerabilities. These include three main tools: Broad-

based capital tools to limit risks from a broad-based credit boom; Sectoral capital and asset-side 

tools to decrease vulnerabilities arising from lending to specific sectors and Liquidity-related 

tools to address the build-up of liquidity and foreign exchange risks associated with lending 

booms (Annex 1). 

Galati and Moessner (2013) list the main tools used which include risk measurement 

methodologies, financial reporting, regulatory capital, funding liquidity standards, collateral 
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arrangements, risk concentration limits, compensation schemes, and restrictions on profit 

distribution, insurance mechanisms etc. Most of them are also implicit in table 2. 

As regard the latter, the cross-sectional dimension, the distribution of risk in the financial 

system at a point in time is focused on. IMF et al. (2016) emphasize that policies are being 

developed to address not only financial stability risks arising from bank activities but also that 

from nonbank activities and interconnectedness in market infrastructure. In addition, Hannoun 

(2010), Galati and Moessner (2013) give an overview of alternative sets of tools toward financial 

stability. Tools mentioned following is to minimize the costs caused by financial instability, to 

reduce disparities between the settling day of the assets and liabilities, credit incentives for 

applicants to use it effectively etc. (Table 2). 

Table 2. Alternative Sets of Tools to Foster Financial Stability 

Tool set Goal Instruments 

Prudential policy: 
Microprudential 

Limit distress of individual institutions e.g. quality/quantity of capital, leverage ratio 

Prudential policy: 
Macroprudential 

Limit financial system-wide distress e.g. countercyclical capital charges 

Monetary policy Price stability Monetary policy key rates 

Open Market Operations 

Standing Facilities 

Minimum Reserves 

Non-standard Instruments1  

Fiscal policy Manage aggregate demand 

 

Taxes; automatic stabilizers; discretionary 
countercyclical measures 

Build fiscal buffers in good times e.g. measures to reduce debt levels; 
taxes/levies on the financial system 

Capital controls Limit system-wide currency 
mismatches 

e.g. limits on open foreign exchange positions; 
constraints on the type of foreign currency assets 

Infrastructure 
policies 

Strengthen the resilience of the 
infrastructure of the financial system 

e.g. move derivative trading on exchanges 

Source: Hannoun (2010), Galati and Moessner (2013) and Beyer et al. (2017). 

In particular, Galati and Moessner (2013) point out that the main tools used are included 

risk measurement methodologies, financial reporting, regulatory capital, funding liquidity 

standards, collateral arrangements, risk concentration limits, compensation schemes, and 

restrictions on profit distribution, insurance mechanisms etc. To all intents and purposes, a 

number of tools were actually operated, namely: liquidity ratio, loan-to-value, debt to income, 

leverage ratios, credit-to-GDP, value-at-risk, stress tests.  

 

                                                 
1 for example Asset purchase programme (APP); Targeted longer-term refinancing operations (TLTRO); 

Eligible Collateral and Counterpart 
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Mester (2017) addresses the tools aiming at emerging risks include the countercyclical 

capital buffer, the capital conservation buffer, and stress test scenarios. The countercyclical 

capital buffer allows regulators to increase risk-based capital requirements when credit growth is 

judged to be excessive and leading to rising systemic risk. The capital conservation buffer 

ensures that banks raise capital above regulatory minimums in good times so that when they 

cover losses in bad times, their capital ratio will stay at or above the regulatory minimum. The 

stress tests can include scenarios that become more severe during strong economic expansions.  

As regard macroprudential in Vietnam, Nguyen (2014) shows that tools should be built and 

organized as systems of indicators and methods that include system of indicators reflecting level 

of financial health, that of information reporting, that of methods and processes of analysis and 

monitoring, and annual financial stability report. In addition, it is also essential to build a system 

of early warning and have a plan or preventive programs in case of emergency. The tool kit of 

macroprudential policy will be based on the tools proposed above plus a number of other tools 

suitable for the characteristics of the Vietnamese financial system (Pham, 2014). 

4. Limiting systemic risk and two lessons for macroprudential frameworks 

Achieving macroeconomic stability requires the identification of systemic risk in the 

financial system and of the factors that are driving it. According to a BIS paper (CGFS, 2010), 

systemic risk is ‘a risk of disruption to financial services that is caused by an impairment of all or 

parts of the financial system and has the potential to have serious negative consequences for the 

real economy’ (Page 2) . In other word, it is defined as financial instability that is so widespread 

that it impairs the functioning of a financial system to the point where economic growth and 

welfare suffer materially (Arnold et al., 2012) . In spite of a great number of models made by 

many researchers, measuring exactly systemic risk is still not easy. One of the challenges of 

researchers and institutions is to determine signals about systemic risk in nations (United State of 

America can be named as a typical example) in an international context over multiple crises.  

Because of the problem above, until now the capital adequacy prudential measures still 

raises debates among regulators of the banking and non-banking systems on the issue of liquidity 

calculation and provisions. The buffers mentioned earlier are put in place to protect banking 

system but sometimes the too tight rules can make banks hard to develop. 

The initial 1988 Basel I Accord set a standardized minimum level of bank capital for all 

banks, the Basel II Accord aimed at more closely connecting capital requirements with 

underlying banks’ risks, and one of goals of the Basel III Accord is to increase quality, 

consistency and transparency in capital of bank (Tomuleasa, 2015), especially in Global 

Systemically Important Banks (G-SIBs). These banks are banks that contribute a lot to systemic 

risk by virtue of their size, interconnectedness or other characteristics (Arnold et al., 2012). If a 

G-SIB fails for a certain reason, this can force a government to ‘bail out’ it and then the public 

can be imposed significant negative externalities. Therefore, Basel III sets out the tightening of 

capital requirements to protect financial institutions from a new crisis (Table 3). The actual 

financial crisis revealed the effects of pro-cyclicality and associated risks. Minimum capital 
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requirements are completed by leverage considered flexible enough to be used as micro and 

macro instrument or as a countercyclical tool (Tomuleasa, 2015). 

Table 3. A comparative evolution of Basel I, Basel II and Basel III requirements 

Indicators BASEL I BASELII BASEL III 

Minimum Total Capital Plus 
Conservation Buffer 

8% 8% 8% 

   10.5% 

Minimum Tier 1 Capital  4% 4% 6% 

Minimum Common Equity 

Capital Ratio 

2% 2% 4,5% 

Source: Adapted from Tomuleasa (2015) 

Compared with other policies promoted, (Tomuleasa, 2015) considers the macroprudential 

policy as an advantageous approach to the systemic risk. However, the setting and implement of 

the macroprudential tools needs extremely careful and detailed consideration. Arnold et al. 

(2012) point to two lessons on macroprudential frameworks that academic professions and 

policymakers need to pay a serious attention on and that is associated with financial cycle. Their 

research has also discovered that the financial cycle is the factor that underlies severe financial 

crises, and the systematic risks are hidden behind the myriad of idiosyncratic elements that tend 

to cloud our understanding of the processes involved. This poses a question about financial cycle 

and characterizing it. 

As regards financial cycle, the experience of several countries in the 1987-early 1990s 

and in 2001–2008 points out the fact that from a medium-term perspective, we can 

characterize the economic slowdowns with the equity price crashing as unfinished 

recessions. The behaviors of both property prices and private-sector credit (credit-to-GDP 

ratio) can be seen as parsimonious descriptions of the financial cycle (Arnold et al., 2012). 

Drehmann et al. (2012) prove that peaks in the financial cycle tend to associated with 

episodes of financial distress through examining in seven industrial countries. The amplitude 

and length of the financial cycle are not constant and depend on policy regime (Borio, 2014). 

In addition, the crises in Germany and Switzerland, in which banks incurred losses on their 

exposures to financial cycles rooted mainly in the United States and United Kingdom, 

reflects the exposures to financial cycles abroad (Arnold et al., 2012). 

The following two lessons about the financial cycle in recent years are regarded as 

important and derive two implications for macroprudential policy frameworks by (Arnold et al., 

2012), which include the countercyclical capital buffer particularly drawn by Drehmann et al. 

(2012) and the macro-stress tests based on Borio and Drehmann (2009). The former envisaged in 

Basel III is designed to build up buffers during the boom in the financial cycle and to draw them 

down as stress materializes, and to protect banks from the bust of the cycle, thereby limiting the 
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risk of banking crises. There is a question as to whether having a single variable could guide 

both the build-up and release phases of the buffer or not. This problem is addressed via 

distinguishing between the indicators for the two phases. For the build-up phase, the preferred 

reference guide is the credit-to-GDP gap, which is a simplification but can help to the authorities 

resist the huge political economy pressures to refrain from taking restrictive action during 

booms. For the release one, because it is quite difficult to prove possible to identify any single 

variable working consistently across countries, variables such as credit spreads, and bank losses 

could be used. 

However, a problem that we have to tackle is how to address cross-border exposures. As 

mentioned earlier, German and Swiss banks with large exposures to the United States would 

have seen a significant increase in their capital buffer on those exposures ahead of the crisis. To 

address this problem, the cooperative (reciprocity) arrangements are envisaged as a model of 

cross-border cooperation for a broader set of macro-prudential tools (Arnold et al., 2012). 

In addition, the latter lesson is that the macro-stress tests are ill suited as early warning 

devices because of the fact that the current generation of models that underlie stress tests is 

unable to provide a realistic picture of the dynamics of financial distress. This statement is made 

in context called the ‘paradox of financial instability’ that means the system looks strongest 

precisely when it is the most fragile, or what looks like low risk is, in fact, a sign of aggressive 

risk-taking. It is necessary to notice signs such as unusually strong credit growth and asset prices, 

leverage (measured at market prices) artificially low, risk premia and volatilities unusually low 

precisely when risk is highest. The test show trouble far too late, only when the risk that has built 

up during the boom materializes. Thus, macro-stress tests can do considerably better as crisis 

management and resolution tools, and then be helpful in identifying the need for additional 

capital to prevent unnecessary credit crunches and in sorting out strong from weak institutions to 

resolve them properly. In short, it is essential to design the test correctly, which means seeing 

them as complements, and never as substitutes, for a tough inspection of the value of banks’ 

assets, and having capital and liquidity backstops in place. These conditions are necessary to get 

meaningful results and to secure the credibility of the tests. 

The two lessons are important for profession and policymakers in Vietnam. In the context 

of increasingly deep integration into the world economy, cross-border exposures of the crisis can 

have impact more and more negatively on domestic economy. In addition, the policymakers can 

use macro-stress tests as crisis management and resolution tools. 

5. Macroprudential and monetary policy 

Monetary and macroprudential policies are dissimilar and can be defined by their 

objectives. Monetary policy’s primary objective is price stability, or in some cases, is inflation 

rate, while macroprudential policy, as mentioned above, is concerned with financial systemic 

stability. Therefore, there are so many differences between these policies in their objectives and 

instruments, which is shown on table 4. 
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Table 4. Instruments and Objectives of Monetary and Macroprudential policy 

Policy Instruments Objectives 

Monetary Policy 

Monetary policy key rates 
Open Market Operations 
Standing Facilities 

Minimum Reserves 

Non-standard instruments 

 
 

Price stability 
 

Macroprudential 
Policy  

Loan-to-Values/Loan-to-Incomes  
Countercyclical capital buffer 
Capital conservation buffer 
Leverage ratio  

Mitigate and prevent excessive credit 
growth and leverage (leverage and 
pricing of risk) 

Financial 
stability 
(safeguarding 
against 
systemic 
risk) 

Liquidity coverage ratio 
Net stable funding ratio 

Mitigate and prevent excessive maturity 
mismatch and market illiquidity (maturity 
transformation and liquidity) 

Sectoral risk weights (in the residential 
and 
commercial property sectors) 
Intra-financial sector exposures 

Limit direct and indirect exposure 
concentration (interconnection) 

Capital surcharge on systemically 
important 
institutions 

Limit the systemic impact of misaligned 
incentives with a view to reducing moral 
hazard (pricing of risk) 

Systemic risk buffer  

Requirements on public disclosure 

Strengthen resilience of banking system; 
also possibly addressing concentration 
and excessive exposures 
(interconnection) 

Source: Beyer et al. (2017) 

Once the macroprudential  framework was in place, monetary policy could then, as before, 

focus exclusively on the objective of price stability (Svensson, 2012). However, trying to 

achieve both above objectives – price stability and financial stability – at the same time would 

result in a conflict of objectives, and a new time inconsistency problem may arise. Or to make it 

clearer, Ueda and Valencia (2012) point out situations where ex-ante, monetary policy would 

choose the socially optimal inflation and ex-post the central bank would choose a much higher 

inflation above the social optimum level of inflation to reduce the real value of private debt. The 

model of Collard et al. (2017) suggests that when shocks emerge that do not affect banks’ risk-

taking incentives, macroprudential policy should leave the capital requirement constant and 

monetary policy should move the interest rate in a standard way to stabilize prices; and when 

shocks emerge that increase/decrease banks’ risk-taking incentives, prudential policy should 

raise/cut the capital requirement and monetary policy should cut/raise interest rate in order to 

mitigate the effects of prudential policy on bank lending and output.  

Besides the above point which is from the separated perspective, the other point worth 

bringing into the equation is the integrated perspective which is also called ‘Financial Stability is 

Price Stability’ by Smets (2014). While the former perspective states that monetary policy 

should remain focused on price stability and macroprudential policy should pursue financial 

stability, the latter argues that monetary and macroprudential policy’s objectives are so deeply 

intertwined, and that the instruments and transmission mechanism for both fields, are likewise 

highly interacting, that it is both ineffective as impossible to clearly separate both objectives. 
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Especially, macroprudential measures which are used to affect lending have an impact on money 

creation and directly feeds into price stability (Brunnermeier and Sannikov, 2014) The 

interactions between two policies are shown on table 5, however, this article just focuses on the 

impact of macroprudential instruments on monetary policy. 

Table 5. The interactions of Macroprudential and Monetary policy. 

Objectives of macroprudential policy Monetary Policy 

Mitigate and prevent excessive credit growth and 
leverage (leverage and pricing of risk) 

Financial stability 
(safeguarding against 
systemic risk) 

Risk-taking and bank capital channels of 
monetary policy can be affected e.g. lower 
funding costs increase profitability and 
potential for retaining earnings 
 
Potential interaction with the interest rate 
channel. In the case of market liquidity 
disruptions: ELA, MRO and allotment type, 
asset purchases by the central bank 
 
Potential interaction with transmission of 
monetary policy if reduction of exposures 
impacts on market functioning. 

Mitigate and prevent excessive maturity 
mismatch and market illiquidity (maturity 
transformation and liquidity) 

Limit direct and indirect exposure concentration 
(interconnection) 

Limit the systemic impact of misaligned 
incentives with a view to reducing moral hazard 
(pricing of risk) 

Strengthen resilience of banking system; also 
possibly addressing concentration and excessive 
exposures (interconnection) 

Source: Beyer et al. (2017) 

As concerned earlier (in section 3.2), three types of macroprudential instruments are 

assessed: [1] capital-based (e.g. the capital ratios, CCyB), other capital buffers such as the 

capital conservation buffer or the leverage ratio), [2] liquidity-based (e.g. Loan-to-Value and 

Loan-to-Income ratios) and [3] asset-based tools (e.g. the Liquidity Coverage Ratio). Different 

instruments have different impacts on monetary policy transmissions2.  

Impact of capital-based instruments on monetary policy transmission 

According to the model of Aghion and Kharroubi (2013), ‘higher bank capital ratios may 

contribute to reducing the benefit of a countercyclical monetary policy’ (page 3). This view is 

explained by Beyer et al. (2017), that  ‘stricter regulation constrains the financial sector in 

providing credit. Banks therefore demand higher collateral from their borrowers, which weakens 

the responsiveness of credit demand to policy rates’ (page 23). However, the Aghion and 

Kharroubi (2013) also address another different point is that a sufficient release of 

countercyclical capital buffers will restore the effectiveness of monetary policy. This point is 

supported by Budnik and Bochmann (2017) who confirm that capital buffers affect bank 

responses to monetary policy shocks, or to make it clearer, the higher former results in the 

greater resilience of the banking sector.  

                                                 
2 For more information about monetary policy transmissions, see Annex 2. 
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Beyer et al. (2017) materialize the way the capital-based instruments affect the monetary 

policy transmission channels, include: the interest rate channel, the balance sheet and 

profitability channel, the bank capital channel, the risk-taking channel and an expectation-based 

effect. For example, in term of the first channel, requirements based on risk-weighted assets and 

the leverage ratio increase the cost of certain money market transactions, which will be reflected 

in market interest rates; or with regard to the risk-taking channel, capital-based instruments 

encourage banks to invest in less risky assets and are therefore less supportive of banks' search 

for yield. 

Impact of asset-based instruments on monetary policy transmission 

These instruments impose quantitative restrictions on the supply of credit and thus dampen 

potential credit growth directly, which is similar to a tightening of credit standards (Beyer et al., 

2017). The authors explain which monetary policy channels are the most likely to be affected, 

include the interest rate channel, the wealth channel, the risk-taking channel and the balance 

sheet and profitability channel. For instant, as regards the wealth channel, rising asset prices do 

not automatically raise the available collateral necessary to increase additional credit, thereby 

inducing a dampening effect on this channel. In comparison with other instruments, these can be 

more limited because these tools only affect a specific proportion of borrowers. 

Impact of liquidity-based instruments on monetary policy transmission 

As a macroprudential measure, liquidity requirements – when applied to a large set of 

banks – are likely to determine the overall money market conditions and therefore further 

influence the transmission of monetary policy (Bindseil and Nelson, 2015). Beyer et al. (2017) 

expect liquidity-based instruments impact on monetary policy transmission through the 

following channels: the interest rate channel, the balance sheet and profitability channel, the 

bank funding and lending channel, the bank capital channel and the formation of expectations. 

Kashyap and Stein (2000) report that monetary policy has a greater impact on banks (through the 

bank funding and lending channel) with lower buffers of liquid assets. 

6. Conclusion 

Macroprudential policies have emerged after it was recognized that the actions covered by 

this are appropriate for the entire financial system, instead of initially consideration that the 

appropriate actions at an individual level was more than enough to prevent systemic risk (fallacy 

of composition). The article gives an overview of macroprudential policy (definition, objective 

and tools), focuses on two important lesson for macroprudential frameworks from financial cycle 

and the impact of macroprudential instruments on monetary policy. However, there is still a lack 

of how best to design policy to address systemic risk and how the monetary transmissions affect 

macroprudential policy. 
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ANNEX 1. TOOLS STRESS TO VULNERABILITIES IN THE TIME DIMENSIONS: 

SOME EXAMPLES 

 

Tools Examples 

Broad-based capital tools 

Dynamic provisioning 
requirements 

In Financial reporting, accounting standards Use of less procyclical accounting standards; 
dynamic provisions 

Prudential provisions as add-on to capital; smoothing via moving averages of such 
measures; time-varying target for provisions or for minimum provision rate 

Disclosures of various types of risk (e.g. credit, liquidity) and of uncertainty about risk 
estimates and valuations in financial reports or disclosures 

Time-varying target for provisions or for minimum provision rate 

The countercyclical capital 
buffer (CCyB) 

A countercyclical capital buffer to particular exposures such as the Swiss CCyB for 
mortgages 

Time-varying leverage ratio caps Time-varying loan-to-value (LTV) ratios; Time-varying interest rate surcharges to 
particular types of loans; Guidelines linking performance-related pay to ex ante longer 
horizon measures of risk;  

Sectoral capital and asset-side tools 

Loan restrictions Caps on LTV, debt-service-to-income (DSTI) or loan-to-income (LTI) ratios;  

Conservative maximum LTV ratios and valuation methodologies for collateral; limit 
extension of credit based on increases in asset values; through-the-cycle margining 

Quantitative limits to growth of individual types of exposures 

Ban on proprietary trading for systemically important banks 

Liquidity-related tools 

A stock of highly liquid assets Differentiated reserves requirements; the Basel III Liquidity Coverage Ratio (LCR) 

Tools to contain maturity 
mismatch  

Core funding ratios, net stable funding ratio (NSFR); concentration limits; Foreign 
Exchange (FX) lending restrictions 

Currency mismatch limits; open FX position limits 

Price-based tools A levy on volatile funding 

Simpler designs Caps on the loan-to-deposit ratio 

Source: Adapted from IMF et al. (2016) and Galati and Moessner (2013) 
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ANNEX 2. MONETARY POLICY TRANSMISSION CHANNELS 

Transmission channels Description 

Interest rate Policy measures have an impact on money market rates, bank funding costs and 
saving and borrowing costs 

Money Changes in money supply affect liquidity conditions in the economy which may 
affect spending 

Exchange rate Affects price of imports and competitiveness 

Asset price and wealth Asset prices react to policy changes with implications for wealth due to valuation 
effects 

Balance sheet and profitability Changes in policy affect private sector balance sheets, net worth and collateral value 

Bank funding and lending Changes in policy affect bank lending supply and demand 

Bank capital Changes in policy have implications for bank capital and profitability 

Risk-taking  Search for yield and lending behavior. Accommodative policy for too long a period 
can create incentives for more risk-taking 

Expectations Influence private sector long-term expectations including by signaling the future 
policy course 

Source: Adapted from Beyer et al. (2017) 

 

REFERENCES 

1. Aghion, P. and Kharroubi, E. (2013), 'Cyclical macroeconomic policy, financial 

regulation and economic growth', BIS Working Papers, No 434. 

2. Allen, W. A. and Wood, G. (2006), 'Defining and achieving financial stability', 

Journal of Financial Stability, 2(2), pp. 152-172. 

3. Arnold, B., Borio, C., Ellis, L. and Moshirian, F. (2012), 'Systemic risk, 

macroprudential policy frameworks, monitoring financial systems and the evolution of capital 

adequacy', Journal of Banking & Finance, 36(12), pp. 3125-3132. 

4. Beyer, A., Nicoletti, G., Papadopoulou, N., Papsdorf, P., Rünstler, G., Schwarz, C., 

Sousa, J. and Vergote, O. (2017), 'The transmission channels of monetary, macro- and 

microprudential policies and their interrelations', Occasional Paper Series No 191. 

5. Bindseil, U. and Nelson, W. R. (2015), 'Regulatory change and monetary policy', 

CGFS Papers, (54). 



886 

6. Borio, C. (2003), 'Towards a Macroprudential Framework for Financial Supervision 

and Regulation?', CESifo Economic Studies, 49(2), pp. 181-215. 

7. Borio, C. (2011), 'Implementing a Macroprudential Framework: Blending Boldness 

and Realism', Capitalism and Society, 6(1). 

8. Borio, C. (2014), 'The financial cycle and macroeconomics: What have we learnt?', 

Journal of Banking & Finance, 45, pp. 182-198. 

9. Borio, C. and Drehmann, M. (2009), 'Towards an operational framework for financial 

stability:'fuzzy'measurement and its consequences', BIS Working Paper, No 284. 

10. Brunnermeier, M. k. and Sannikov, Y. (2014) 'Monetary Analysis: Price and Financial 

Stability', ECB Forum on Central Banking. https://www.ecb.europa.eu/pub/conferences/ 

ecbforum/shared/pdf/2014/brunnermeier_paper.pdf. Available at: https://www.ecb.europa.eu/pub/ 

conferences/ecbforum/shared/pdf/2014/ brunnermeier_paper.pdf. 

11. Budnik, K. B. and Bochmann, P. (2017), 'Capital and liquidity buffers and the 

resilience of the banking system in the euro area', European Central Bank Working Paper Series, 

(2120). 

12. CGFS (2010), 'Macroprudential instruments and frameworks: a stocktaking of issues 

and experiences', CGFS Papers, (38). 

13. CGFS (2012), 'Operationalising the selection and application of macroprudential 

instruments', CGFS Papers, (48). 

14. Clement, P. (2010), 'The term'macroprudential': origins and evolution', BIS Quarterly 

Review. 

15. Collard, F., Dellas, H., Diba, B. and Loisel, O. (2017), 'Optimal monetary and 

prudential policies', American Economic Journal: Macroeconomics, 9(1), pp. 40-87. 

16. Drehmann, M., Borio, C. E. and Tsatsaronis, K. (2012), 'Characterising the financial 

cycle: don't lose sight of the medium term!', BIS Working Papers No 380. 

17. Ebrahimi Kahou, M. and Lehar, A. (2017), 'Macroprudential policy: A review', 

Journal of Financial Stability, 29, pp. 92-105. 

18. ESRB (2015), 'The ESRB Handbook on Operationalising Macro-prudent Policy in the 

Banking Sector' The ESRB Handbook. European Systemic Risk Board. 

19. Galati, G. and Moessner, R. (2013), 'Macroprudential policy–a literature review', 

Journal of Economic Surveys, 27(5), pp. 846-878. 

20. Hannoun, H. (2010), Speech at the 45th SEACEN Governors' Conference, Siem Reap 

province, Cambodia. 

21. IMF, FSB and BIS (2016), 'Elements of Effective Macroprudential Policies: Lessons 

from International Experience.'. 



887 

22. Kashyap, A. K. and Stein, J. C. (2000), 'What do a million observations on banks say 

about the transmission of monetary policy?', American Economic Review, 90(3), pp. 407-428. 

23. Knight, M. D. (2006), 'Marrying the micro-and macroprudential dimensions of 

financial stability: six years on', The 14th International Conference of Banking Supervisors. 

24. Malovaná, S. and Frait, J. (2017), 'Monetary policy and macroprudential policy: Rivals 

or teammates?', Journal of Financial Stability, 32, pp. 1-16. 

25. Mester, L. J. (2017), 'The nexus of macroprudential supervision, monetary policy, and 

financial stability', Journal of Financial Stability, 30, pp. 177-180. 

26. Nguyen, H. M. T. (2014), Macroprudential supervision: Some issues in Vietnam. 

Available at: 

https://www.sbv.gov.vn/webcenter/portal/vi/menu/trangchu/hdk/hdkhcn/htnc/htnc_chitiet?center

Width=80%25&dDocName=CNTHWEBAP0116211768543&leftWidth=20%25&rightWidth=0

%25&showFooter=false&showHeader=false&_adf.ctrl-

state=izuc3h5ne_4&_afrLoop=1317167107926406 (Accessed: 23/9/2018). 

27. Padoa-Schioppa, T. (2003), 'Central banks and financial stability: exploring the land in 

between', The Transformation of the European Financial System, 25, pp. 269-310. 

28. Pham, P. T. (2014), Macroprudential policy for financial system in Vietnam. . 

Available at: 

https://www.sbv.gov.vn/webcenter/portal/vi/menu/trangchu/hdk/hdkhcn/htnc/htnc_chitiet?center

Width=80%25&dDocName=CNTHWEBAP0116211767947&leftWidth=20%25&rightWidth=0

%25&showFooter=false&showHeader=false&_adf.ctrl-

state=7mvqu7e7k_9&_afrLoop=1317656237775406#%40%3F_afrLoop%3D131765623777540

6%26centerWidth%3D80%2525%26dDocName%3DCNTHWEBAP0116211767947%26leftWi

dth%3D20%2525%26rightWidth%3D0%2525%26showFooter%3Dfalse%26showHeader%3Dfa

lse%26_adf.ctrl-state%3Dizuc3h5ne_41 (Accessed: 23/9/2018). 

29. Schinasi, M. G. J. (2004), 'Defining Financial Stability (EPub)', IMF Working Paper, 

WP/04/187. 

30. Smets, F. (2014), 'Financial Stability and Monetary Policy: How Closely Interlinked?', 

International Journal of Central Banking, 10(2), pp. 263-300. 

31. Svensson, L. E. O. (2012), 'The Relation between Monetary Policy and Financial 

Policy', International Journal of Central Banking, 8(S1). 

32. Tomuleasa, I.-I. (2015), 'Macroprudential Policy and Systemic Risk: An Overview', 

Procedia Economics and Finance, 20, pp. 645-653. 

33. Ueda, K. and Valencia, F. (2012), 'Central Bank Independence and Macroprudential 

Regulation', IMF Working Paper, WP/12/101. 



888 

b2-s8 

 

THE RELATION BETWEEN BUDGET DEFICIT AND TRADE 

DEFICIT IN VIETNAM: AN EMPIRICAL ANALYSIS WITH 

VAR MODEL  

Nguyen Phuong Mai 

Thang Long University 

phuongmai2701@gmail.com 

Vu Cuong 

National Economics University in Hanoi 

 

Abstract: The existence of a twin deficit (budget deficit together with trade deficit) has long 

been a concern of economic researchers because of its popularity and important role on 

macroeconomic stability. Using VAR model, many empirical researches around the world have 

shown divergency in the causal direction and complex transmission mechanism between two 

deficits, depending on selection of variables and country context of the researches. Due to poor 

database, there are few studies in Vietnam on this issue, typically in post 2012. This study aims to 

investigate the relation between two deficits, using 6 variable VAR model, in which the regulatory 

interest rate set by the central bank is used in replacement to the commercial interest rate – the 

variable commonly used in previous VAR-based studies. The paper concludes that in Vietnam, 

trade balance has adverse impact on budget balance, with a lag of 6 months. Consumer Price Index 

(CPI) affects both budget and trade balances while exchange rate and regulatory interest rate do 

not have any significant impact. Our study suggests that if economic growth rate and inflation 

control is the main objectives of macroeconomic stabilization policies, Vietnam should focus on 

improving trade balance, because trade surplus has positive contribution to GDP growth and 

reduce CPI changes. Otherwise, if coping with public debt is the priority, the government can 

accept higher trade deficit, GDP contraction and higher inflation. 

Keyword: budget deficit, trade deficit, twin deficit, twin deficit in Vietnam, twin deficit 

with VAR model.  

 

1. Introduction 

Vietnam has been known as a high and long - lasting growing economy over the last 30 

years. This record is attributed to successful implementation of macroeconomic policy and 

insistent pursuit to economic reform. Despite high economic performance, the country has still 

faced with frequent structural instabilities including high inflation, chronic trade and budget 

deficits, and votality of exchange rate…. Among them, the twin deficits are in great concern as 

they are considered barriers to development. Many economists and researchers point out negative 

consequences of lasting twin deficits as increasing inflationary pressure, severe crowding out effect 

and serious public debt burden (Dornbusch et al, 2004 and Begg et all, 2007). Meanwhile Sachs 

and Larrain (1993) confirm that trade and budget imbalances can weaken the position of current 
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account, pushing the country into indebtedness. More seriously in their research on persistent 

current account deficit effects, Ghosh and Ramakirshnan (2006) concluded that this problem may 

lead to a financial crisis. To get out of the twin deficits phenomenon, it is important to investigate 

the relationship as well as any transition channels between them. However, there is only handful of 

empirical studies exploring this issue for Vietnam. Some of them emphasized only on justifying 

the causal relationship between trade and budget deficits, while the others discussed mainly on 

transmission channels. Our study is an addition to the current literature with some modifications. 

Firstly, the quarterly time series for 2000 – 2016 period - a critical period in Vietnam’s economic 

integration process - has been employed. Secondly, figures on budget has been estimated based on 

internationally common practice in stead of Vietnam’s own standards as adopted in previous 

studies. Finally, commercial interest rate is replaced by regulatory interest rate (the rate set by 

central bank) as an explanatory variable in the investigation model.   

2. Theoretical framework 

Budget deficit is a phenomenon when total government expenditures exceed total tax revenue 

in a given period, usually in a year (Mishkin, 1998). Whereas, trade deficit is defined as positive 

difference the import value over the export value in a given year, or so-called “negative net export” 

(Hall and Lieberman, 1990). The co-existence of both budget deficit and trade deficit in a given year 

is referred as “twin deficit”. In a twin deficit situation, whether there is causality between trade deficit 

and budget deficit, and if yes, what direction the causal relation occurs, is still controversial.  There 

are four theoretical propositions on this relation, which can be briefly presented below. 

Firstly, the classical proposition: Budget deficit is the cause of trade deficit. 

The Keynesian absorption theory concludes that increase in public expenditure (key 

attribution to budget deficit) will push aggregate demand up and increase domestic income. 

Higher domestic income, in turn, will increase demand for imported goods and services, which 

leads to increase in trade deficit (Begg et all, 2007). 

Supporting this argument, Mundell-Fleming theory uses the IS-LM model to explain the 

positive affect of budget deficit on trade deficit in a floating exchange rate regime: Increase in 

budget deficit causes higher aggregate demand (1), resulting higher interest rate (2), higher 

capital inflow and appreciation of domestic currency (3). Imports are stimulated, and exports are 

contracted, leading to higher trade deficit.  

The causality in the first proposition can be displayed as follows: 

 

 

 

 

Note: 1(a) for Keynesian absorption; 1(b) for Mundell-Fleming theory. 

Figure 1. Budget deficit as a cause of trade deficit  

Secondly, the neo-classical proposition: Trade deficit is the source of budget deficit 

(1b) 
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Capital inflow↑ 
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Interest 
rate ↑ 

 



890 

According to this proposition, facing a temporary adverse shock such as shrink in 

investment, consumption or demand for exports (declining balance of trade), government uses 

expansionary fiscal policy to stabilize the economy in short-run. As a result of fiscal expansion, 

budget balance is negatively impacted. 

 

 

Figure 2. Trade deficit as a cause of budget deficit 

Thirdly, classical and neo-classical mix: round impact between trade and budget deficits 

In some empirical studies, the counter – effects have been found between the two deficits. 

First of all, budget deficit causes decline in national savings, increase in interest rate, higher 

capital inflow and appreciation of domestic currency. Consequently, imports increase, and 

exports shrink, and balance of trade is weakened.   

Higher trade deficit, in turn, slows down economic growth. The government can increase 

government spending and/or reduce taxes (deficit financing) as an attempt to contract the 

recession. The interaction between trade and budget deficits is a spiral process, leading to a 

positive correlation between them. Many studies support the round impact between the two 

deficits such as Darrat (1988), Kouassi et all (2004), Asrafuzzaman et all (2013). In this 

circumstance, due to the strong effect of intermediate factors (or transmission channels), it is 

impossible to eliminate trade deficit in order to escape from budget deficit.  

 

 

  

 

Figure 3. Mutual interaction between budget and trade deficits 

Lastly, there is independent coexistence of budget deficit and trade deficit. 

Based on the proposition of the classical economist David Ricardo, which then was further 

developed by Robert Barro in 1974, the Ricardian Equivalence Hypothesis (REH) argued that 

tax reduction make budget deficit more severe, forcing the government to issue government 

bonds to finance shortage in its expenditure (Dornbusch et all ,2004).  This response does not 

affect personal consumption as well as national savings because of the followings: 

First, given consumers’ rational expectation, they believe that deficit financing by bond 

issuance is just temporary taxation deference. In long-run, government is forced to increase taxes 

by equivalent amount to service due borrowings.  Thus, they do not change their consumption 

behaviors regardless increase in their current disposable incomes. Instead, they increase savings 

to prepare for higher tax payments in the future.  
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Second, increase in budget deficit (or reduction in public saving) is compensated by higher 

level of private saving. Since aggregate level of national saving is unchanged, interest rates, 

capital inflow and exchange rate are not affected, and trade balance is consequently untouched. 

Strengthening this proposition, Mundell – Fleming theory argued that the independent 

coexistence of two kinds of deficit is also held in a fixed exchange rate regime. Increase in 

government expenditure (higher budget deficit) leads to domestic currency appreciation. In a 

fixed exchange rate regime, central bank must increase money supply to stabilize the preset level 

of exchange rate. Therefore, neither interest rates nor exchange rate change, resulting in 

unaffected trade balance (Feenstra and Taylor, 2008) 

 

 

 

 

 

Figure 4. Co-existed but independent budget and trade deficits 

3. Research objective and methodology 

Objective of the study. The study aims at investigating if the causality does exist 

between trade and budget deficit. If so, then what is direction, magnitude and transmission 

channels to translate from a deficit to the other. Based on the investigation findings, policy 

implications are made towards coping with the twin deficits for sustainable economic 

development in Vietnam. 

Research methodology. The study employs both qualitative and quantitative analysis. In 

Section 4, descriptive analysis of statistics is qualitatively presented to identify the overall 

movement trajectory of the two deficits over the last 15 years. Following that in Section 5, the 

quantitative analysis is conducted using VAR model to investigate causality and transmission 

channels if any between them. 

Due to importance of budget and trade balances on the financial stability of an economy, 

the relation between them has been investigated by many scholars around the world. Many 

questions are raised such as: Does the budget deficit cause trade deficit or vice versa? What is 

the transmission channel between them? How to put them under control to restrain the 

government debt? In line with this, there are some empirical studies were carried out for 

Vietnam. Employing SVAR model with variables namely budget deficit, current account deficit, 

interest rate, nominal exchange rate and GDP, Hang et. al.  (2010) concludes the existence of the 

2 independent deficits in 1995-2009 period. Another investigation by Thanh et all (2011) 

confirms that (1) fiscal deficit negatively affected trade deficit from 1990-2010 and (2) deposit 

interest rate and nominal exchange rate had no Granger causality relation on the 2 deficits.  Two 
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years later, Thuy (2012) published her research with VECM of 4 variables, which were similar to 

that in Hang’s study (excluding GDP) for the 2000-2011 period. Her findings supported the 

classical proposition and the transmission channels suggested by Mundel-Fleming model. Trinh 

et all (2013) looked into the relationship between two deficits for the period 1994-2012, using 

VAR model. They found that current account deficit caused fiscal deficit without mentioning the 

effecting mechanism. In short, such studies employed only commercial interest rate (deposit or 

lending interest rates) as a variable in the studying models, and the time series explored in the 

study stayed only at year 2012, before the economic restructuring policy has been implemented 

in Vietnam. Our study reinvestigates this relation with a longer longitude for observations 

including the restructuring period by using the time series quarterly data for 2000-2016. Six 

variables are used as suggested by Mundel-Fleming framework, including: (i) budget balance; 

(ii) trade balance; (iii) regulatory interest rate; (iv) CPI; (v) nominal exchange rate; and (vi) real 

GDP. A revision in the model is replacement of commercial interest rate (as employed in 

previous studies) by regulatory (or recapitalized) interest rate issued by central bank (State Bank 

of Vietnam or SBV). This adjustment is justified by the fact that commercial interest rates in 

commercial banks in Vietnam have been directed by SBV’s regulatory interest rate. Employment 

of the latter allows a broader view on impact of government’s monetary policy on the inter-

relation between two deficits. 

Variables are listed in table 2. We start with examining the time series data of each 

variables. If the variables are found to be non-stationary then we proceed to see if there was a 

long run co-integration relationship between them. If yes, then an error correction model (ECM) 

will be employed to tests with VECM.  If no, then we moved to estimate by normal VAR. 

Table 2. List of variables employed in the study 

TD2 Trade balance: Exported value of goods and services to imported value of goods and services (trade surplus if 
TD>1, and trade deficit if TD < 1). 

BD2 Budget balance: Budget revenue (excluded borrowings) to budget expenditure (excluded principal payment) 
(budget surplus if BD >1, and budget deficit if BD < 1). 

CONTROL2 The SBV’s regulatory interest rate (recapitalizing rate) (%) 

CPI2 Consumer price index (Based year 2010 = 100)  

EXUSD Official exchange rate (LCU per USD, end of period) 

LGDP2  The logarithm of real GDP (2010 price) 

The time series data start from 2000 Q1 to 2016 Q4. The main source of the data is CEIC, 

GSO, World Bank, IFS. 

4. Current situation of budget balance and trade balance in Vietnam in 2000-2016 

Current status of budget balance. In most of years from 2000 to 2016 (except in some 

short periods as 2004-2006 and 2010-2011), Vietnam’s state budget was in relatively high deficit 

with the peak level of 1.3% of GDP (see Figure 5). It could be mainly attributed to the fact that 

dramatic increase in budget expenditures, typically in recurrent expenditure, outweighed the 

great tax collection effort in the same period. 
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Thanks for high economic growth, total budget revenue increased by 15.4% in average in 

the entire period. Of which, the 2000-2011 witnessed the highest growth rate of budget revenue 

with the peak level of 37.1% in 2008 before falling to 8% in 2012-2016 period, due to economic 

difficulties. The structure of budget revenue was positively shifted with increasing share of 

domestic revenue. The share of domestic revenue (excluding crude oil) in GDP increased from 

52% in 2005 to almost 80% in 2016, while the share of crude oil revenue felt accordingly from a 

quarter of total budget revenue (or 29% of GDP) to as very low level as 3.6% in 2016. In 

addition, since Vietnam became middle income economy in 2011, the share of external grants 

and borrowings in GDP dropped continuously. The increasing dependence of budget revenue on 

domestic revenue is a positive signal of stronger economic health of the economy and more 

sustainability of Vietnam’s fiscal stand. 

 

Figure 5. Vietnam’s trade and budget balance, 2000-2016 

Source: Data from CEIC and the authors’ estimation 

Whereas, public expenditure also increased strongly to meet higher demand of economic 

growth. Typically, in 2000-2011 period and as of 2017, Vietnam had the highest share of public 

expenditure in GDP in the region (see Table 1). Exclusion of principal payment for debt stock, 

the average growth rate of public spending was 16.5% per annum, or equivalent to average 

growth rate of total budget revenue in the same period. As main drive of increase in public 

spending, the share of recurrent expenditure in total public expenditure increased from 66% in 

2005 to 78% in 2016, while the corresponding share of capital expenditure felt sharply from 

30.15% to 19.7% in the same period. Vietnam has faced a risk of using new borrowings to 

finance domestic consumption instead of capital investment.  

Immediate consequence of this situation was substantial increase of Vietnam’s public debt 

from 50.8% of GDP in 2012 to 62% of GDP in 2016, making Vietnam the second largest 

indebted country in ASEAN (only behind Singapore), as shown in Table 1. In long-run, if it will 

impact adversely sources for debt service and seriously weaken budget balance. 
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Table 1. Public expenditure and public debt to GDP ratios  

in Vietnam and selected ASEAN countries 

Economy 
Public expenditure as % of GDP 

(annual average in 2015-2017) 

Public debt as % of GDP 

(2017) 

Vietnam 29.4 62 

Thailand 22 42.2 

Malaysia 24.9 56.3 

Singapore 17.7 112 

Indonesia 17.6 27.9 

Philippines 18.9 33.7 

  Source: Heritage Foundation 

Current status of trade balance. In the last 13 years, there is a spectacular increase in 

Vietnam’s total export value, from 63.7% of GDP in 2005 and right after Vietnam’s accession to 

WTO to more than 96% of GDP in 2017, reaching an average growth rate of 17% per annum.  

In export composition, good export accounted for a dominant and increasing share in total 

export and import value, from 88.6% in 2005 to 94.23% in 2017, while the share of service 

export dropped from 11.4% to 5.77% in the same period. Currently, Vietnam earned about USD 

13 billion from service export, which was much lower than other countries in the region 

(Thailand: USD 35 billion, Malaysia: USD 32 billion; Indonesia: USD 20 billion). Typically, the 

share of manufacturing goods in total export value lifted up substantially from 50% to 81% in 

the same period, showing a positive pattern change towards exporting more value-added 

commodities. However, the strongest contributor to that export value was foreign direct 

investment (FDI) sector, whose contribution (as percentage of GDP) was 2.6 time higher than 

export value from domestic enterprises. Agricultural products (cashew, rice, coffee…) and 

assembled goods still dominated the list of top ten exported goods in Vietnam, implying a 

vulnerable pattern of Vietnam’ export sector. 

As a developing country in the industrialization and urbanization process, Vietnam’s demand 

for import has also been increasing. From a level of USD 41.2 billion in 2005, the import value 

reached USD 228.1 billion in 2017 (or increased by 5.5 times), equivalent to 94.7% of GDP. The 

average annual growth rate of import value was 16.1% in this period. Similar to export structure, the 

share of good import in total import value outweighed the share of service import. From 2005 to 

2017, the former increased from 89.8% to 92.5% while the latter fell from 10.2% to only 7.5%. As 

observed by Nghia (2018), import of intermediary inputs for agricultural production tends to increase 

in recent years, accounting for more than half of export value of agricultural products. It means that 

added value generated by domestic agriculture sector has still not been high.   

Putting together movements of both export and import in the time horizon of the analysis, 

the Heritage Foundation observed that the openness of Vietnam’s economy has increased 

dramatically from 96.5% of GDP in 2000 to 190.7% in 2017. Despite of high growth rate of both 

export and import, in many years, import still increased faster than export, with the biggest gap 
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of 19 percentage points of GDP in 2008. That is why prior to 2011, Vietnam’s trade balance was 

always in deficit. Fortunately, since 2011, trade balance has been significantly improved, from 

smaller deficit to larger and larger surplus. Trade surplus was negligible as 0.2% of GDP in 

2012-2013, then widened to 1.1% in 2014, to more than 2.8% in 2016 and 2.7% in 2017. 

Improved trade balance has helped to increase foreign exchange reserve for the country. 

In summary, by comparing changing patterns of budget deficit and trade deficit, it seems that 

there are two different movements: in 2000-2005 and in 2008-2011, both deficits changed in the 

same directions while in the remaining years, they moved in opposite ways. Specifically, in 2006-

2007, while budget balance entered its unique period of surplus, trade balance was still in deficit. By 

contrast, since 2011, while Vietnam enjoyed increasingly strong trade surplus, its budget deficit was 

not improved. The question is if there is a causality relation between budget and trade balance, and if 

yes, how to explain the afore-mentioned movements of these balances in Vietnam.  

5. Empirical analysis of the relationship between budget and trade deficits with VAR 

model 

5.1.  Unit Root tests 

Unit root test is a priority procedure because the VAR model requires that all used 

variables are stationary. A time series variable is considered to be stationary if its mean, variance 

and auto covariance is remained unchanged during the studied time. So, we use the ADF 

(Augment Dickey Fuller test) to do this task. The test results are shown below: 

Table 3. Summary of Augment Dickey Fuller (ADF) test 

 

 
Level 1st Difference 

Conclusion 

“Stationary 
at…” 

Variable t_statistic 1% 5% 10% t_statistic 1% 5% 10%  

          

TD2 -3.770 -3.531 -2.905 -2.590     I(0) 

BD2 -5.151 -3.531 -2.906 -2.590     I(0) 

LGDP2 -3.373 -3.538 - 2.908 -2.591 -3.897 -3.538 -2.908 -2.591 I(1) 

EXUSD  - 0.1915 -3.529 -2.904 -2.589 -5.679 -3.530 -2.904 -2.589 I(1) 

CPI2 -0.195 -3.534 -2.906 -2.591 -4.452 -3.534 -2.906 -2.591 I(1) 

CONTROL2 -3.002 -3,533 -2,906 -2,591     I(0) 

According to the ADF test, TD2, BD2 and CONTROL2 are stationary at level, the 2 left 

variables (LDGP2 and EXUSD) are stationary at 1st difference. Thus, we decide to employ TD2, 

BD2, DLGDP2, DEXUSD, DCPI2 and CONTROL2 to satisfy the requirement that the model is 

only estimated by non-stationary variables.  

5.2. Lag selection test 

Naturally, VAR reflexes the impulse response of a variable itself after facing a shock and 

inte-reactions between all variables in a given lag. In order to identify the suitable lag for model, 

we use VAR lag order selection criteria.   
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Table 4. VAR lag order selection criteria 

VAR Lag Order Selection Criteria    

Endogenous variables: BD2 TD2 DLGDP2 CONTROL2 DEXUSD DCPI2   

Exogenous variables: C      

Date: 10/06/18   Time: 06:42     

Sample: 2000Q1 2016Q4     

Included observations: 63     

Lag LogL LR FPE AIC SC HQ 

0 -580.6290 NA 4.932755 18.62314 18.82725 18.70342 

1 -438.3815 252.8845 0.170073 15.25021 16.67896 15.81214 

2 -400.3440 60.37705 0.164365 15.18552 17.83893 16.22912 

3 -209.2543 266.9189* 0.001295* 10.26204 14.14010* 11.78730* 

4 -169.3243 48.16960 0.001342 10.13728* 15.23998 12.14420 

 * indicates lag order selected by the criterion   

 LR: sequential modified LR test statistic (each test at 5% level)  

 FPE: Final prediction error     

 AIC: Akaike information criterion    

 SC: Schwarz information criterion    

 HQ: Hannan-Quinn information criterion    

The tested results point out the lag 3 is the most suitable as 4 criteria including LR, FPE, 

SC and HQ suggest it. 

5.3. VAR model estimation and Granger causality test 

In order to test the relationship between the fiscal deficit and trade deficit, Pairwise 

Granger Causality Tests are conducted for BD2 and TD2 with tested lag from 1 to 8 order. The 

results are presented in table below: 

Table 5. Summary of Pairwise Granger causality tests  

 

         Null Hypothesis:    
 

Obs Lag F-Statistic Prob 

 

TD2 does not Granger Cause BD2 

BD2 does not Granger Cause TD2 
 

67 1 

 

6.60817 

0.00052 
 

 

0.0125 

0.9818 
 

 

TD2 does not Granger Cause BD2 

BD2 does not Granger Cause TD2 
 

66 2 

 

9.39734 

0.81899 
 

 

0.0003 

0.4457 
 

 

TD2 does not Granger Cause BD2 

BD2 does not Granger Cause TD2 
 

65 3 

 

5.94691 

0.67485 

 
 

 

0.0013 

0.5710 
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TD2 does not Granger Cause BD2 

BD2 does not Granger Cause TD2 
 

64 4 

 

4.22740 

0.45811 

 
 

 

0.0047 

0.7661 

 
 

TD2 does not Granger Cause BD2 

BD2 does not Granger Cause TD2 
 

63 5 

 

3.13206 

0.73210 

 
 

 

0.0152 

0.6027 

 
 

TD2 does not Granger Cause BD2 

BD2 does not Granger Cause TD2 
 

62 6 

 

2.82663 

0.52272 

 
 

 

0.0192 

0.7883 

 
 

TD2 does not Granger Cause BD2 

BD2 does not Granger Cause TD2 
 

61 7 

 

2.23622 

0.67627 

 
 

 

0.0481 

0.6911 

 
 

TD2 does not Granger Cause BD2 

BD2 does not Granger Cause TD2 
 

60 8 

 

1.78876 

0.68489 

 
 

 

0.1059 

0.7023 

 
 

The test results show that: From lag 1 to lag 7 

- Hypothesis H01: “TD2 does not Granger Cause BD2” is rejected at significant level of 

5% and 10%.  

- Hypothesis H02: “BD2 does not Granger Cause TD2” is accepted at all significant levels  

In short, according to the Granger testing, there is a relation “TD2 causes BD2” or trade 

balance affects budget balance. In other words, the relation between trade balance and trade balance 

supports the second proposition, in which trade deficit reduces national income, forcing the 

government to pursue expansionary fiscal policy, and thus leading to widening of budget deficit. 

To investigate further the relation (to see if that is positive or negative relation, and what 

are possible transmission channels), we do the coefficient test for the mutual reaction of 

variables. The testing procedure is as follows: 

From VAR estimations with lag 3, a set of six equations is developed. Each equation 

explains movement of a given variable. Then, equation coefficients are estimated with OLS 

method to test their significance levels based on P_value. Coefficients which are insignificant at 

significance levels of 5% and 10% are rejected to get better explanatory set of equations. The 

testing procedure is repeated with new set of estimated coefficients until the final set is reached, 

in which all coefficients are statistically significant. The final testing results are: 
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System: UNTITLED   

Estimation Method: Least Squares  

Date: 10/06/18   Time: 07:01   

Sample: 2000Q3 2016Q4   

Included observations: 66   

Total system (unbalanced) observations 390  

 Coefficient Std. Error t-Statistic Prob. 

C(5) -0.593377 0.106499 -5.571665 0.0000 

C(16) 0.014026 0.005701 2.460205 0.0143 

C(19) 1.481804 0.104289 14.20857 0.0000 

C(23) 0.641150 0.099269 6.458695 0.0000 

C(35) -0.016324 0.006561 -2.488183 0.0133 

C(36) 0.013602 0.006571 2.069880 0.0392 

C(38) 0.347082 0.099068 3.503491 0.0005 

C(43) 0.066898 0.002736 24.45461 0.0000 

C(45) -0.979499 0.014134 -69.29973 0.0000 

C(46) -0.996074 0.018328 -54.34675 0.0000 

C(47) -1.022074 0.014236 -71.79286 0.0000 

C(61) 1.263866 0.376499 3.356888 0.0009 

C(67) 0.636209 0.060232 10.56268 0.0000 

C(72) 0.001926 0.000616 3.125110 0.0019 

C(74) 0.463444 0.084703 5.471394 0.0000 

C(75) 0.264124 0.105050 2.514259 0.0123 

C(89) 0.529022 0.102997 5.136269 0.0000 

C(98) 0.944293 0.257015 3.674074 0.0003 

C(111) 0.751271 0.121814 6.167360 0.0000 

C(112) -0.265588 0.120931 -2.196190 0.0287 

Determinant residual covariance 0.000519   

Equation: BD2 = C(5)*TD2(-2) + C(16)*DCPI2(-1) + C(19) 

Observations: 66   

R-squared 0.414789 Mean dependent var 0.938639 

Adjusted R-squared 0.396211 S.D. dependent var 0.103706 

S.E. of regression 0.080584 Sum squared resid 0.409108 

Durbin-Watson stat 1.670558    

     

Equation: TD2 =C(23)*TD2(-1) + C(35)*DCPI2(-1) + C(36)*DCPI2(-2) + 

C(38)    

Observations: 65   

R-squared 0.475882 Mean dependent var 0.954053 

Adjusted R-squared 0.450105 S.D. dependent var 0.097337 

S.E. of regression 0.072180 Sum squared resid 0.317809 

Durbin-Watson stat 2.295039    

     

Equation: DLGDP2 = C(43)*TD2(-2) + C(45)*DLGDP2(-1) + C(46) 

*DLGDP2(-2) + C(47)*DLGDP2(-3)  

Observations: 64   

R-squared 0.994318 Mean dependent var 0.018152 

Adjusted R-squared 0.994034 S.D. dependent var 0.264168 

S.E. of regression 0.020404 Sum squared resid 0.024979 

Durbin-Watson stat 0.779371    

     

Equation: CONTROL2 = C(61)*TD2(-1) + C(67)*CONTROL2(-1) + C(72) 

*DEXUSD(-3) + C(74)*DCPI2(-2) + C(75)*DCPI2(-3) 

Observations: 64   
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R-squared 0.897105 Mean dependent var 7.297656 

Adjusted R-squared 0.890129 S.D. dependent var 2.811970 

S.E. of regression 0.932076 Sum squared resid 51.25719 

Durbin-Watson stat 1.861600    

     

Equation: DEXUSD =C(89)*DEXUSD(-1)  

Observations: 66   

R-squared 0.007178 Mean dependent var 121.2632 

Adjusted R-squared 0.007178 S.D. dependent var 198.6805 

S.E. of regression 197.9661 Sum squared resid 2664959. 

Durbin-Watson stat 2.057902    

Equation: DCPI2 = C(98)*BD2(-3) + C(111)*DCPI2(-1) + C(112)*DCPI2(-2) 

Observations: 65   

R-squared 0.440143 Mean dependent var 1.648441 

Adjusted R-squared 0.422084 S.D. dependent var 1.776639 

S.E. of regression 1.350615 Sum squared resid 113.0980 

Durbin-Watson stat 1.847279    

Thus, the testing procedure has led to acceptance of the following set of equations. This set 

is used as base for analyzing and justifying relations among variables. 

BD2  =  - 0.593377468595  * TD2(-2)  + 0.0140264286607  * DCPI2(-1)  + 1.48180371372 

TD2  = 0.641149734486  * TD2(-1)  - 0.0163237503165  * DCPI2(-1)  + 0.0136017677033  * 

DCPI2(-2)  + 0.347082346699 

DLGDP2  = 0.0668977595455  * TD2(-2)  - 0.979499022068  * DLGDP2(-1)  - 

0.996074337817  * DLGDP2(-2)  - 1.0220739229  * DLGDP2(-3) 

CONTROL2  = 1.26386570004  * TD2(-1)  + 0.636209295622  * CONTROL2(-1)  + 

0.00192624736006  * DEXUSD(-3)  + 0.463443799282  * DCPI2(-2)  + 0.264123817413  * 

DCPI2(-3) 

DEXUSD = 0.529022401411 * DEXUSD(-1) 

DCPI2 = 0.944293329805 * BD2(-3)  + 0.751270707616  * DCPI2(-1)  - 0.265587591674  * 

DCPI2(-2) 

5.4. Discussion 

The relation between trade balance (TD) and budget balance (BD) occurs in a single 

direction, in which trade balance has adversely impacted on budget balance with a lag of two 

quarters (as shown by Granger Causality Test above). It means that if there is an improvement of 

trade balance by 1 unit now, then six months later trade balance will be weakened by 0.59 units. 

This conclusion seems go against the theoretical proposition 2, which supports a positive relation 

between two deficits (even it sees trade balance as a cause of budget balance).  However, the 

neoclassical proposition has relied on a hypothesis that with higher trade surplus, the economy 

enters a rapidly growing period. The government may need to implement contracted fiscal policy 

to stabilize the macro economy. In fact, the government has another option instead of fiscal 

policy, that is contracted monetary policy. Given relative weak domestic currency, higher deposit 

interest rate will encourage households and firms to convert their foreign exchanges into 
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domestic currency and increase their domestic currency dominated deposits in the banking 

system. This policy stimulates capital mobilization for investment in the economy. As explained 

later, this is exactly Vietnamese government’s policy option to deal with this phenomenon. 

Therefore, it is not necessary that movement of trade balance will definitely lead to change in 

budget balance in the same direction. 

Back to the case of Vietnam, in the studying period, the government has been pursuing the 

economic restructuring policy, in which budget revenue is restructured towards reducing reliance 

on external sources of revenue (from export and import tariff) as an effort to increase fiscal 

independence and sustainability. In addition, under great pressure to comply with Vietnam’s 

commitments in signed bilateral and multilateral free trade agreements, reduction in tariff rates 

of many imported goods and services makes trade balance have insignificant impact on 

increasing budget revenue. While fiscal space for increase in budget revenue is limited (typically 

for a country where export and import tariff revenue had accounted for a quarter of total budget 

revenue as Vietnam), pressure on public spending to meet demand of urbanization and 

industrialization has been stronger than ever. Consequently, expansion of budget deficit is 

unavoidable. In our estimates, since Vietnam’s accession to WTO, growth rate of export and 

import tariff revenue fell substantially from 45% in 2007 to minus 3% in 2016. The share of this 

revenue source in total budget revenue dropped from 13% in 2008 to only 9% in 2016 (see 

Figure 6). These estimates has conformed with findings in study of Philip et all (2011), who 

estimated that compliance with the Free Trade Agreement with EU1 (using neoclassical model) 

would cost Vietnam an annual revenue loss of VND 5,785 billion (in rapid tariff reduction 

scenario) or VND 1,157 to 3,121 billion (in slow tariff reduction scenario) in 2015-2017 period.  

 

Source: Authors’ estimation from CEIC database 

Figure 6. The share of export - import tariff in total budget revenue and theirs growth rate  

in 2006-2016 

                                                 
1 Export value to EU has accounted for a half of Vietnam’s total export value. 
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In addition, CPI also has impact on budget stand with a lag of 3 months. If CPI increases in 

the previous quarter, the contracted actions in fiscal policy will be taken in this quarter to release 

inflation pressure, leading to improvement in budget balance. Using inflation as a signal for 

adjusting fiscal policy within 3 months can be seen as prompt response of the government. 

Variance analysis showed relative strong inertia of fiscal policy, because it was attributed from 

60% to 70% of changes in budget status. This finding is conformed with standard economic 

theory, which has often criticized fiscal policy because of its weak responsiveness to 

macroeconomic environment. The remaining 30% of changes in budget status can be attributed 

to exogenous factors, in which trade balance and CPI have equivalent weights.   

As pointed in Section 2, the movement of trade balance and budget balance in Vietnam in 

2000-2017 is not always in opposite direction. In fact, in 2000-2005 and in 2008-2011, they 

moved together in the same way. To justify their relation in such typical time periods, factors 

other than trade balance impacting budget balance are analyzed. 

Results from VAR model showed that trade balance had high degree of self-dependence 

(explaining 80% - 90%), while the second largest factor – price change – can explain only 8-10% 

of the total change in trade balance. If trade balance in the last quarter improved by 1 unit, its 

positive momentum can lead to improvement of trade balance in this quarter by 0.64 units. 

Impact of price change on trade balance is negative, because price increase can make exported 

goods become relatively more expensive and imported goods relatively cheaper. This correlation 

is aligned with the theorem of Mankiw (2015), who has pointed that increase in domestic prices 

results in increase in real term of trade between domestically produced and foreign goods. Since 

domestic goods become relatively more expensive than foreign goods, export will fall and 

import will increase, and trade balance will be weakened. According to Mankiw, domestic price 

impacts trade balance via real rather than nominal exchange rate, the phenomenon is so-called 

exchange rate effect. In the other side, better trade balance can help to improve GDP growth rate 

and force central bank to increase regulatory interest rate to control inflation.  

Another interesting finding from the VAR testing regards impact of exchange rate. While its 

impact on trade is not statistically significant (because it can explain only 1% change in trade 

balance), it is not the case for regulatory interest rate because 15-20% of its change can be attributed 

to change in exchange rate. Other variables in this study have statistically insignificant impact on 

exchange rate, while 80-90% of change in exchange rate can be explained by itself. Given diversity 

of determinants of exchange rate, of which domestic and international economic and political context 

is a key factor, further investigation is needed to have adequate explanation on this issue. 

Table 6. Summary of impacts of variables on each other        

Dependent variables Independent variables Direction of the impact Lag level (quarter) 

BD2 
TD2 - 2 

DCPI2 + 1 

TD2 DCPI2 - 3 

DLGDP2 TD2 + 2 

CONTROL2 

TD2 + 1 

DEXUSD + 3 

DCPI2 + 5 

DCPI2 BD2 + 3 
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6. Conclusions and policy implications 

Finding of the study can be summarized as follows:  

Firstly, in 2000-2016, trade deficit has caused budget deficit, and their relation is negative 

with lag level of 6 months. By contrast, budget balance has impact on CPI and vice versa, and 

both are positive. CPI affects budget balance with a lag of 3 months, while budget balance 

affects CPI with a lag of 9 months. 

Secondly, CPI has impact on trade balance while regulatory interest rate has no significant 

direct impact on the existence of twin deficits. 

Thirdly, budget and trade balance variables have high degree of self-dependence, or other 

exogenous variables have less impacts than themselves on their changes. 

Finally, exchange rate has insignificant impact on change of either trade balance or 

budget balance. 

From these findings, the impacting channels among variables can be mapped as follows:  

 

 

 

 

 

 

 

 

 

Figure 7. Interrelation between investigated variables 

Since budget balance and trade balance has negative relation, it is very hard to improve 

both at the same time. If economic growth rate is the main objectives of macroeconomic 

stabilization policies, Vietnam should focus on improving trade balance, because trade surplus 

has positive contribution to GDP growth. The predictable cost of such policy is worse budget 

balance and increase in public debts. The adverse impact of trade balance improvement on 

budget balance can last for 10 consecutive quarters, while on CPI can last for 8 consecutive 

quarters. By the same line of argument, if coping with public debt is the priority, the government 

can accept higher trade deficit, GDP contraction and higher inflation. 

However, as shown by the variance composition analysis, budget balance has high degree of 

self- dependence. Therefore, there are still different options to improve budget balance without 

reliance too much on status of trade balance. To do so, the must-do is to develop an effective and 

sustainable fiscal stand. In revenue side, more reliance on robust domestic tax-based sources is 

strongly recommended. However, if a shift of payment obligation for various public services from 
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government to households as currently implemented is taken into account, the households’ tax 

burden has been substantially increased. In fact, the room for further increase in tax rate is unlikely, 

at least in medium term, is very narrow as according to Heritage’s public, the tax burden in Vietnam 

currently is about 17.9% (in 2017) – much higher compared with other ASEAN countries (Singapore 

13.6%, Indonesia 10.4%, Malaysia 13.8%, Thailand 15.7%, Philippine 13.7%). Therefore, the 

government should emphasize strongly on expanding the tax base and make more fierce collection 

effort to minimize tax evasion rather than increasing tax rate. 

In the expenditure side, increasing effectiveness of public spending by strengthening fiscal 

aggregate discipline, allocative and operational efficiency is recommended. Improving public 

investment management system, right-sizing public sector, exposing public agencies to 

transparency, accountability and competition in using public money are among urgent actions to 

be taken by the government. 
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APPENDICES 

Appendix 1: Results of VAR Estimation 

Vector Autoregression Estimates     

Date: 10/16/18   Time: 12:11     

Sample (adjusted): 2001Q1 2016Q4     

Included observations: 64 after adjustments    

Standard errors in ( ) & t-statistics in [ ]    

 BD2 TD2 CONTROL2 DEXUSD DCPI2 DLGDP2 

BD2(-1) 0.094587 -0.009517 -0.387351 -336.1244 0.048215 -0.005278 

 (0.13849) (0.11655) (1.46156) (338.828) (2.34065) (0.02765) 

 [ 0.68301] [-0.08166] [-0.26503] [-0.99202] [ 0.02060] [-0.19090] 

       

BD2(-2) 0.004481 -0.100206 1.274659 140.9820 -2.247541 0.009491 

 (0.13041) (0.10975) (1.37636) (319.076) (2.20420) (0.02604) 

 [ 0.03436] [-0.91302] [ 0.92611] [ 0.44184] [-1.01966] [ 0.36453] 

       

BD2(-3) 0.187278 -0.079494 -0.559089 -83.38162 4.374946 0.027527 

 (0.12521) (0.10537) (1.32144) (306.344) (2.11625) (0.02500) 

 [ 1.49572] [-0.75441] [-0.42309] [-0.27218] [ 2.06731] [ 1.10121] 

       

TD2(-1) 0.055070 0.593251 -6.025939 -290.0315 -0.700845 0.023608 

 (0.17439) (0.14676) (1.84052) (426.682) (2.94755) (0.03482) 

 [ 0.31578] [ 4.04219] [-3.27404] [-0.67974] [-0.23777] [ 0.67808] 

       

TD2(-2) -0.409681 0.025197 1.961163 -518.4292 2.260334 -0.068006 

 (0.20598) (0.17335) (2.17393) (503.974) (3.48149) (0.04112) 

 [-1.98889] [ 0.14535] [ 0.90213] [-1.02868] [ 0.64924] [-1.65373] 

       

TD2(-3) 0.019131 0.032310 2.893320 480.0875 -4.416681 0.016366 

 (0.19582) (0.16480) (2.06664) (479.101) (3.30967) (0.03909) 

 [ 0.09770] [ 0.19606] [ 1.40001] [ 1.00206] [-1.33448] [ 0.41865] 

       

CONTROL2(-1) -0.008641 0.001771 0.841557 19.14720 0.029616 -0.002787 

 (0.01200) (0.01009) (0.12660) (29.3484) (0.20274) (0.00239) 

 [-0.72039] [ 0.17547] [ 6.64755] [ 0.65241] [ 0.14608] [-1.16396] 

       

CONTROL2(-2) 0.010444 0.019327 -0.276238 -1.113056 -0.304106 0.000795 

 (0.01542) (0.01298) (0.16277) (37.7346) (0.26067) (0.00308) 

 [ 0.67718] [ 1.48906] [-1.69710] [-0.02950] [-1.16662] [ 0.25808] 
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CONTROL2(-3) -0.015205 -0.012368 0.130732 -4.977196 0.268365 -0.001938 

 (0.00987) (0.00831) (0.10416) (24.1478) (0.16682) (0.00197) 

 [-1.54055] [-1.48904] [ 1.25507] [-0.20611] [ 1.60876] [-0.98343] 

       

DEXUSD(-1) -1.87E-05 -2.21E-05 -0.000302 0.339800 0.001491 3.01E-06 

 (6.0E-05) (5.1E-05) (0.00064) (0.14729) (0.00102) (1.2E-05) 

 [-0.30986] [-0.43663] [-0.47513] [ 2.30695] [ 1.46492] [ 0.25021] 

       

DEXUSD(-2) 2.72E-05 2.95E-05 0.000231 -0.033632 0.000669 4.01E-06 

 (6.5E-05) (5.4E-05) (0.00068) (0.15794) (0.00109) (1.3E-05) 

 [ 0.42113] [ 0.54316] [ 0.33950] [-0.21295] [ 0.61274] [ 0.31099] 

       

DEXUSD(-3) 2.72E-05 -2.47E-05 0.002092 0.048608 -0.000101 6.16E-06 

 (6.0E-05) (5.1E-05) (0.00064) (0.14793) (0.00102) (1.2E-05) 

 [ 0.45015] [-0.48527] [ 3.27809] [ 0.32860] [-0.09841] [ 0.51004] 

       

DCPI2(-1) 0.015505 -0.017589 0.055464 9.535708 0.812206 -0.001000 

 (0.00836) (0.00704) (0.08822) (20.4526) (0.14129) (0.00167) 

 [ 1.85475] [-2.50018] [ 0.62867] [ 0.46623] [ 5.74858] [-0.59950] 

       

DCPI2(-2) -0.008331 0.018954 0.219056 30.31752 -0.461386 0.001681 

 (0.01100) (0.00925) (0.11605) (26.9029) (0.18585) (0.00220) 

 [-0.75766] [ 2.04830] [ 1.88764] [ 1.12692] [-2.48261] [ 0.76558] 

       

DCPI2(-3) 0.013631 -0.007844 0.321643 -28.97630 0.171643 -0.001352 

 (0.01080) (0.00909) (0.11393) (26.4131) (0.18246) (0.00216) 

 [ 1.26269] [-0.86334] [ 2.82305] [-1.09704] [ 0.94070] [-0.62731] 

       

DLGDP2(-1) 0.097757 0.069875 -0.263888 175.9729 -0.780664 -0.976745 

 (0.06380) (0.05370) (0.67338) (156.108) (1.07841) (0.01274) 

 [ 1.53213] [ 1.30131] [-0.39188] [ 1.12725] [-0.72390] [-76.6801] 

       

DLGDP2(-2) 0.138881 -0.021855 0.356118 203.4586 -0.804132 -1.000546 

 (0.08054) (0.06778) (0.85004) (197.063) (1.36132) (0.01608) 

 [ 1.72430] [-0.32242] [ 0.41894] [ 1.03246] [-0.59070] [-62.2242] 

       

DLGDP2(-3) 0.005677 0.034054 0.260604 241.8817 -0.407852 -1.015756 

 (0.06623) (0.05573) (0.69894) (162.032) (1.11933) (0.01322) 

 [ 0.08573] [ 0.61101] [ 0.37286] [ 1.49280] [-0.36437] [-76.8273] 

C 1.047998 0.459018 1.818565 527.0152 1.299375 0.089745 

 (0.30377) (0.25564) (3.20593) (743.220) (5.13422) (0.06064) 
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 [ 3.44998] [ 1.79554] [ 0.56725] [ 0.70910] [ 0.25308] [ 1.47986] 

R-squared 0.576688 0.666400 0.936173 0.352945 0.592650 0.997412 

Adj. R-squared 0.407364 0.532961 0.910642 0.094122 0.429711 0.996377 

Sum sq. resids 0.285459 0.202175 31.79550 1708800. 81.54655 0.011377 

S.E. equation 0.079646 0.067028 0.840575 194.8675 1.346160 0.015901 

F-statistic 3.405816 4.994016 36.66845 1.363657 3.637235 963.5577 

Log likelihood 82.38918 93.42813 -68.42620 -416.9695 -98.56538 185.5086 

Akaike AIC -1.980912 -2.325879 2.732069 13.62405 3.673918 -5.203395 

Schwarz SC -1.339994 -1.684961 3.372987 14.26496 4.314836 -4.562477 

Mean dependent 0.942060 0.953772 7.297656 119.5322 1.669383 0.018152 

S.D. dependent 0.103460 0.098080 2.811970 204.7409 1.782579 0.264168 

Determinant resid covariance (dof adj.) 0.000252     

Determinant resid covariance 3.05E-05     

Log likelihood -212.1013     

Akaike information criterion 10.19066     

Schwarz criterion 14.03617     

Number of coefficients 114     
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APPENDIX 2: 

RESPONSE TO CHOLESKY ONE S.D INNOVATIONS 
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APPENDIX 3. 

RESULTS OF VARIANCE COMPOSITION ANALYSIS 

Variance 
Decomposition 

of BD2:        

Period S.E. BD2 TD2 DLGDP2 CONTROL2 DEXUSD DCPI2 

1 0.079646 100.0000 0.000000 0.000000 0.000000 0.000000 0.000000 

2 0.083668 91.21586 0.017560 0.140208 2.693771 0.482426 5.450170 

3 0.086663 85.07636 5.596103 0.156602 2.518018 1.234001 5.418916 

4 0.092840 75.11280 8.708057 0.301665 5.031666 2.397727 8.448086 

5 0.098259 67.81305 11.54150 0.287391 8.135391 2.222603 10.00006 

6 0.100119 65.37251 12.02241 0.298698 9.426957 2.900868 9.978557 

7 0.101490 63.88325 12.74078 0.319049 9.380206 2.944490 10.73222 

8 0.103607 61.84086 13.82959 0.307039 9.027132 3.055528 11.93985 

9 0.105772 59.76490 14.58322 0.402529 8.662266 3.736034 12.85106 

10 0.107380 58.11130 14.60712 0.602465 8.436123 4.366982 13.87601 

Variance 
Decomposition 

of TD2:        

Period S.E. BD2 TD2 DLGDP2 CONTROL2 DEXUSD DCPI2 

1 0.067028 0.001262 99.99874 0.000000 0.000000 0.000000 0.000000 

2 0.082656 0.002501 91.63122 0.060335 1.083444 0.035795 7.186704 

3 0.091154 0.599418 87.44017 0.119889 5.123006 0.098436 6.619079 

4 0.094552 1.335159 83.29276 0.117635 8.186968 0.902617 6.164864 

5 0.096119 2.418171 81.71391 0.127546 8.279444 1.174723 6.286203 

6 0.098257 2.803618 80.50597 0.129081 7.931197 1.358096 7.272041 

7 0.101645 3.005574 78.23081 0.275262 7.412093 2.357910 8.718351 

8 0.103655 3.286081 76.42949 0.353473 7.313210 3.047312 9.570434 

9 0.104606 3.426705 75.24664 0.464572 7.520212 3.370055 9.971815 

10 0.105119 3.435458 74.52077 0.474999 7.618151 3.557015 10.39361 

Variance 
Decomposition 
of DLGDP2:        

Period S.E. BD2 TD2 DLGDP2 CONTROL2 DEXUSD DCPI2 

1 0.015901 0.036567 0.006542 99.95689 0.000000 0.000000 0.000000 

2 0.022194 0.027746 0.182436 98.76086 0.602702 0.103740 0.322514 

3 0.022637 0.289655 3.110708 95.09794 0.629241 0.099748 0.772706 

4 0.022792 0.615365 3.960739 93.81191 0.620961 0.221129 0.769894 

5 0.028902 1.184855 2.463061 94.01874 0.386364 0.648854 1.298129 

6 0.032835 0.956390 2.041187 94.79939 0.351157 0.531692 1.320183 

7 0.033152 1.107043 3.052623 93.21197 0.412293 0.573805 1.642265 

8 0.033225 1.142952 3.406168 92.80787 0.415260 0.571721 1.656028 

9 0.037997 1.389152 2.630253 93.27936 0.318174 0.666023 1.717038 

10 0.041091 1.208994 2.446126 93.82990 0.325183 0.601259 1.588534 

Variance 
Decomposition 
of CONTROL2:        

Period S.E. BD2 TD2 DLGDP2 CONTROL2 DEXUSD DCPI2 
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1 0.840575 0.306982 9.654249 2.145688 87.89308 0.000000 0.000000 

2 1.080684 0.189376 9.239230 2.097492 87.69297 0.362880 0.418051 

3 1.274126 0.672504 15.97198 1.763699 64.63442 0.370505 16.58690 

4 1.739769 0.495700 9.240450 1.536791 36.51900 5.459289 46.74877 

5 2.196236 0.337681 5.807003 1.658257 24.84090 12.93853 54.41763 

6 2.485270 0.277266 4.881236 1.860717 20.11397 18.09623 54.77059 

7 2.650780 0.342916 5.942699 1.927567 17.81878 20.21931 53.74873 

8 2.760792 0.592044 8.316931 1.898633 16.47045 20.58979 52.13216 

9 2.848261 0.960914 10.89783 1.849769 15.54174 20.42281 50.32694 

10 2.925784 1.398662 12.93718 1.804580 14.90173 20.15304 48.80481 

Variance 
Decomposition 
of DEXUSD:        

Period S.E. BD2 TD2 DLGDP2 CONTROL2 DEXUSD DCPI2 

1 194.8675 0.058382 1.678603 4.166368 0.585248 93.51140 0.000000 

2 207.6707 1.453631 1.595546 4.073448 1.113974 91.42877 0.334626 

3 222.7964 1.263367 8.371940 3.644726 0.977418 79.79062 5.951927 

4 228.5628 1.222116 8.642312 3.538865 1.207036 76.75974 8.629933 

5 231.1453 1.212775 8.452096 3.515318 1.589543 76.77776 8.452512 

6 232.9997 1.515668 8.326056 3.473707 1.578668 76.77990 8.326004 

7 233.8379 1.653695 8.408067 3.457869 1.700434 76.31244 8.467493 

8 234.9317 1.640112 9.123112 3.427236 1.791831 75.62456 8.393145 

9 235.6751 1.671619 9.617821 3.417480 1.801856 75.15087 8.340357 

10 236.4687 1.788725 9.642510 3.396806 1.986932 74.72125 8.463777 

Variance 
Decomposition 

of DCPI2:        

Period S.E. BD2 TD2 DLGDP2 CONTROL2 DEXUSD DCPI2 

1 1.346160 0.065130 0.997550 0.011844 10.13392 1.210261 87.58130 

2 1.731059 0.047159 1.013765 0.261175 9.182054 1.592641 87.90321 

3 1.834671 1.514219 0.908353 0.412923 9.888988 6.569356 80.70616 

4 1.875253 2.129513 1.560845 0.443174 9.552677 9.037224 77.27657 

5 1.912265 3.274594 3.083405 0.444317 9.232407 8.938633 75.02664 

6 1.950023 3.273558 6.323018 0.429745 9.058713 8.644002 72.27096 

7 1.978610 3.307272 8.824102 0.423826 8.841828 8.403452 70.19952 

8 2.005956 3.792009 9.645184 0.412378 9.192278 8.330785 68.62737 

9 2.028741 3.925530 9.772346 0.403218 9.519638 8.413520 67.96575 

10 2.038708 3.911531 10.10426 0.401398 9.573086 8.514571 67.49516 

Cholesky Ordering: BD2 TD2 DLGDP2 CONTROL2 DEXUSD DCPI2    
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APPENDIX 4. 
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Abstract: This paper examines the effect of exchange rate volatility and other factors on 

trade balance of Vietnam in the period from the first quarter in 2000 to the fourth quarter in 

2016. The data of exports, imports, Gross Domestic Product of Vietnam and Gross Domestic 

Product of partners from International Monetary Fund is used in this research. The results show 

that a stable long-term equilibrium relationship exists between exports. Exchange rate volatility 

could increase the export value but Gross Domestic Product of partners had significant negative 

effect on the export. The Gross Domestic Product of Vietnam increase the import value but the 

effect of the exchange rate volatility on the import value is found not significant. Finally, the 

flexible control of State Bank on exchange rate volatility will enhance Trade Balance of Vietnam.  

Keywords: exchange rate volatility; trade of  balance; Vietnam. 

 

1. Introduction 

Multilateral real exchange rate is one of the important macro indicators of a country. It 

contributes to creating an economy’s international competitiveness. Therefore, it has a strong 

influence on a country’s foreign trade developments. Somebody knows that the movements of 

the real exchange rate have a permanent effect on exports and imports. Most empirical studies on  

the exchange rate volatility on trade focus only on developed countries, and the literature on 

transition economies is limited, because of  the lack of good data. Therefore, research related to 

exchange rate management still remains of interest to economists, especially for developing 

countries. For the Vietnamese economy, Vietnam's Trade Balance has been deficit since 2000. 

Despite many changes in the exchange rate policy of the State Bank of Vietnam, the level of 

improvement in the status of trade balance is still low. Over the past 10 years, there have been 

many research efforts on exchange rate mechanism in Vietnam. These studies show that 

Vietnam's exchange rate regime should be sustained. But other side it need more flexible on 

market signals. Vo Tri Thanh et al. (2000) suggested that Vietnam should follow the mechanism 

of currency exchange in a basket of currencies (Band-Basket-Crawling). In fact, in the past few 

years, Vietnam has pursued the adjusted exchange rate as proposed by the two studies. Two 

recent studies by Nguyen Tran Phuc and Nguyen Phuc Tho (2009) showed that this adjustable 
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anchor mechanism does not function effectively, cause of instability in the financial market. 

Moreover, it can’t flow the development of the foreign exchange market in Vietnam. A study by 

Nguyen Thi Thu Hang (2011) also shared Nguyen Tran Phuc (2009) and suggested for Vietnam 

to move quickly to a controlled floatation mechanism. Therefore, it is necessary to study the real 

exchange rate volatility and Trade Balance of Vietnam. 

2. Overview of the Foreign Exchange Rate Regime in Vietnam 

There have been many changes in exchange rate policy of Vietnam since 2000.  

Period from 2000 to 2006. 

Vietnam stock market started operation. This is the period when Asia began to recover 

after the crisis. In Vietnam, the Vietnamese stock market started to heat up very quickly. Amount 

of capital from the public and investors are increased rapidly. The State bank of Vietnam apply 

the exchange rate regime with narrow band, almost fixed. The nominal exchange rate has no 

volatility fluctuations, the SBV does not suddenly intervented in the exchange rate. 

Period from 2006 to 2011 

This is the period when the global economy fell into recession with two crises originating 

in the two largest centers in the world: the United States (financial crisis) and Europe (debt 

crisis). In Vietnam, from the end of 2006, the instrument of fluctuation amplitude began to be 

adjusted with higher frequency and with increasing trend until early 2009. After that, it is 

reduced to 3% and then 1% in 2011. In addition, a number of other instruments, both direct and 

indirect, they were applied by the SBV to solve high and unpredictable inflation such as captive 

reserve forced in foreign currency: domestic currency depreciation; Maximum deposit interest 

rate in foreign currency; foreign currency loans; foreign currency exchange with corporations, 

large corporations... Thus, the current exchange rate regime of Vietnam is still anchored with the 

adjustment margin. The foreign currency and foreign assets ratio on the SBV's currency balance 

sheet has been raised again since 2008. Because of the declining foreign exchange reserves 

andexchange rates is increased. That will have a negative impact to the SBV's solvency. 

Period from 2012 to current 

In 2012, the SBV has pledged to keep the exchange rate fluctuated by no more than 3%. 

And they focus on the interest rate tool curbing economic decline. However, in the first half of 

2012, the lowering of interest rates was not work with the output immediately affected the input. 

The demand of foreign currency to pay for imports will increase at the end year. As a result, that 

will inevitably put pressure on VND devaluation, inflation increase, macroeconomic stabilization 

efforts of the Government and the SBV. 

In 2013, the State Bank of Vietnam aims to maintain the exchange rate within the range 

of 2% -3%. The State Bank of Vietnam wants to control the expectation of depreciation of 

VND, creating conditions for enterprises to take initiative in production. As a result, the State 

Bank of Vietnam continues to manage the foreign exchange market. They closely control the 

exchange rate on market signals. It conforms to the macro balance and balance of payments. 

They implements measures to increase their reserves. The gap between the official exchange 
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rate and exchange rates in the free market were narrowed. This is an important factor in 

maintaining and strengthening investor confidence. Due to the stable exchange rate, enterprises 

and individuals exchange foreign currencies to Vietnam dong at commercial banks. In 

addition, the remittance has increased sharply. The amount of remittances to Vietnam in 2013 

is about $ 11 billion. 

The SBV has a target of stabilizing the exchange rate in 2014 within ± 2%. SBV closely 

combines exchange rate policy and interest rate policy. At the same time, they closely monitor 

the developments in the foreign currency market and balance of payment. The State Bank of 

Vietnam (SBV) continued to reduce interest rates on USD deposits and average interbank rates 

in line with developments in foreign currency supply and demand in the market. 

In 2015, the SBV face to many challenges in managing the exchange rate policy. SBV 

widened band of exchange rate from +/- 2% to +/- 3%. 

The SBV has been limiting dollar speculation on the market by reducing interest rates on 

the dollar. There force, it increased the attractiveness of VND. As a result, the foreign exchange 

market was stable. The exchange rate on the market dropped below the SBV's selling rate. And it 

more closely reflected the real supply and demand of the economy. 

Figure 1 shows that exchange rate fluctuations were moderate during the period between 

2000-2016 years.  

 

Figure 1: Exchange rate Dynamics in Vietnam, 2000-2016 

Source: IMF (2016), Fxtop (2018) 

Note: “Official rate” is the official exchange rate, “curb rate” is the parallel (curb) market 

exchange rate, both are shown in nominal values of Vietnam Dong per USD. The horizontal axis 

represents a period from 2000-2016. 

Vietnam is among the world’s most open economies, with trade amounting to about 160 

percent of GDP. It has increased world export and import market shares roughly fivefold in the 
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last 15 years. Export growth has been particularly strong in labor-intensive manufacturing of 

apparel/ footwear and, more recently, electronics. Gains in final electronics export market share 

have been similarly impressive. As a result, Vietnam’s export product mix has shifted from 

commodities to manufacturing. Geographically, exports are diversified with the U.S., the EU, 

and other non- East- Asian countries accounting for about 20 percent each, while China and 

Japan account for just under 10 percent each. Vietnam’s manufacturing export growth is largely 

driven by FDI with major inflows from Korea, Japan, Singapore, and Taiwan Province of China. 

FDI inflows accelerated in the run-up to Vietnam’s WTO accession in January 2007 from an 

annual average of US $ 2.5 billion from 2000 – 2005 to an annual average of US $ 8.4 billion 

from 2008 – 2014. The FDI sector’s share in Vietnam’s total exports has reached 70 percent.  

 

Figure 2: Exports and imports of Vietnam, 2000 - 2016 

Source: IMF (2016) 

Analysis of gross and value added data shows that multinationals tend to use Vietnam for 

final assembly with comparatively high foreign value added content. Accordingly, imports of 

intermediate and investment goods have been rising fast in recent years, with China supplying ⅓ 

of imports. Trade agreements and competitive wages have been key ingredients for Vietnam’s 

export success. Import tariffs have been gradually reduced, while most quantity restrictions have 

been removed. Vietnam has entered into a number of bilateral, regional, and multilateral trade 

agreements.  

Nonetheless, the trade increase with neighboring and other countries has also become 

volatile to the foreign exchange rate. In this analysis, it is assumed that Vietnam’s economy is 

“small” relatively to the rest of the economies in the world. In this respect, terms of trade shocks 

and the  impact of international trade flows will pass to the country with movements in exchange 

rates. In this regard, we investigate the impact of exchange rate volatility to trade flows of 

Vietnam to find out (1) whether exchange rate volatility has changed significantly after 

implementation of new system reforms in 2011, and (2) if volatility of real exchange rates has a 

negative or positive relationship with trade flows.  
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3. Literature Review  

Theoretical models that exam the relationship volatility and trade. They show exchange 

rate volatility may impact in a positive, negative, or ambiguous fashion on trade flows. These 

theoretical models drive different results depending on the assumptions employed, availability of 

capital, the time horizon of  the trader, etc.  

More recent studies, however, provide conditions that lead to either a positive or 

ambiguous relationship between exchange rate risk and trade flows. The theoretical models 

prevailing in these areas can broadly be classified in two ways: examples of the general 

equilibrium analysis are Gonzaga and Terra (1997), and examples of the partial equilibrium 

framework are (Ethier, 1973), (Viaene and C.G. de Vries, 1992), and (Barkoulas and Caglayan, 

2002). Viaene and C.G. de Vries (1992) provide a theoretical explanation for the empirical 

anomalies regarding the relationship between the volume of trade and exchange rate volatility. 

Under a partial equilibrium framework they show that in the absence of forward markets, an 

increase in exchange rate volatility reduces both imports and exports, and the surplus or deficit 

of the balance of trade is reduced as well. However, with a forward exchange market, one trade 

flow benefits and the other trade flow necessarily loses from changes in either the expected rate 

or the volatility of exchange rates. The intuition behind these opposing effects is that exporters 

and importers are on opposite sides of the forward markets. 

Franke (1991) developed a risk neutral firm’s exporting strategy model that provided 

support for the positive hypothesis. The assumptions of the model are: firms operate in 

monopolistic competition, firms maximize the net present value of expected cash flows from 

exports and profits are an increasing function of the real exchange rate. Franke (1991) also 

analyzed an investment problem. The export strategy was determined by the transaction costs 

incurred whereby the firm weights the entry (exit) costs associated with entering (abandoning) a 

foreign market against the profits (losses) created by exports. Where the cash flow is convex in 

exchange rate, the present value of cash flows grows faster that of entry and exit costs and the 

firm benefits from increased exchange rate volatility. Therefore, firms will enter a market sooner 

and exit later when exchange rate risk increases, the number of trading firms will also increase. 

So, on average, trade benefits from exchange rate risk. Sercu and C. Vanhulle (1992) looked at 

the same  problem in a  very  different setting. Sercu and C. Vanhulle (1992) argued that  friction 

here is brought about not by entry and exit costs, as stated in Franke’s paper, but by standard 

duties and/ or transportation costs. Additionally, a short - term “market period" perspective is 

adapted as risk-neutral firms produce in the current period for sales in the next period. Firms start 

producing at time zero for sales at time one, and may end up import-competing, exporting, or not 

trading at all depending on the end-of-period exchange rate. Sercu and C. Vanhulle (1992) 

showed that under perfect competition and under complete monopoly an increase in exchange 

rate volatility has similar effects on prices and production as decreased tariffs. For the 

intermediate market structure, the effect is uncertain. (In this model, exchange rate risk is 

measured as the conditional standard deviation of the exchange rate.) 

By summarizing the studies reviewed above, it can be concluded that high volatility in the 

exchange rate system may have substantial impact on trade and it may increase foreign trade 

operations in the export and import operations of the country.  
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4. Trade Model  

The main objective is to investigate the link between real exchange rate volatility and 

changes in trade flows of a country with abroad. In this respect, we will test the price elasticity 

functions to measure the responsiveness of export or import values to real exchange rate 

fluctuations.  

A survey of enormous literature on the subject by (Mc Kenzie, 1999) implies that using the 

standard model with adequate variables will be sufficient for analysis, in spite of  some previous 

studies that have included in their trade functions a number of different explanatory variables. 

We follow Doroodian (1999) and Pozo (1992) to specify the following trade functions:  

X = f(Yforeign, Vol) and     (1)  

M = g(Ydomestic, Vol)       (2)  

where X, M are real aggregate exports and imports, respectively; Yforeign accounts for 

foreign income of trading countries, Ydomestic  is domestic income, Vol is real effective exchange 

rate volatility (determined by ARCH approach).  

Fundamental economic theory suggests that foreign income has a substantial impact on 

domestic exports, so that an increase in real foreign income (Yforeign) will result to an increase in 

the demand for domestic exports. De Grauwe (1988) suggested that risk-averse people may 

export more because of exchange rate uncertainty (volatility) and it may result in increasing 

overall trade. If traders are risk-neutral, they can feel that exports are less attractive with 

exchange rate uncertainty. They may decide to perform fewer export activities, and this will 

result in declining overall trade. So, the impact of exchange rate volatility on exports can be 

either positive or negative. On the other hand, exchange rate volatility will have a negative 

relationship on imports. Variables such as domestic activity (Ydomestic), which is proxied by the 

real exchange rate (REER), and volatility will also have a major impact on the import function. 

To investigate this relationship in our model, trade functions in the simplified model will be 

changed to the following log–linear equation:  

logXt = β10 + β11logrGDPt,foreign + β12Volt +εt,     (3)  

logMt = β20 + β21logrGDPt,domestic + β22Volt +εt,    (4)  

where logXt is the logarithm of real exports, logMt is the logarithm of real imports, 

logrGDPt,foreignis the logarithm of real foreign income, logrGDPt,domestic is the logarithm of real 

domestic income, Volt  is a measure of exchange rate volatility, and εt is a error term. In the 

reviewed literature, theoretical studies determine that the volume or total amount of exports to a 

foreign country should increase as long as the real income of the trading partner rises. For this 

assumption, we expect β11> 0. Total imports to a domestic country is related to the  

improvements of domestic economy or activities, hence we also expect β21> 0. The impact of 

exchange rate volatility on exports and imports is not clearly defined and empirically 

investigated, that is why we expect β12 and β22 to be either positive, negative or ambiguous.  
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5. Data Collection 

This study uses  data covering  the  period from the first quarter of 2000 year to the fourth 

quarter of 2016 (1999:Q1-2016:Q4). For the real foreign income variable, quarterly data is 

acquired from the International Monetary Fund website. Thus, real foreign income rGDPforeign is 

computed as the weighted  figures of real values of gross domestic product (GDP) for the  largest  

trading countries of Vietnam, namely for USA, Korea, Australia, Thailand, Singapore, Japan, 

China, India, France, Germany, Canada, England, Indonesia and Malaysia per quarterly.  

Real domestic income rGDPdomestic is quarterly real GDP figures for Vietnam. Exports and 

imports of Vietnam are quarterly figures expressed in their real value. CPIdomestic is the domestic 

consumer price index value, adjusted to the base year of 2010. Data on real exports (Xt), real 

imports (Mt), the domestic consumer price index values (CPI2010, domestic) and  the  domestic  real 

GDP figures (rGDPdomestic) are obtained from the quarterly publications of the General Statistics 

office of Vietnam. The foreign consumer price index values (CPI2010, foreign) are quarterly data for 

CPI with adjustment for the base year of 2010. They are obtained from the website of IMF. 

Information regarding exchange rates is obtained from the data published on the website of IMF 

and adjusted to quarterly values.  

6. Empirical Analysis  

Based on the theory of purchasing power parity (PPP), we estimate the real effective 

exchange rate (REER) with the following formula:  

 

 

 

 

 

 is the average consumer price index of 14 countries: USA, Korea, Australia, Thailand, 

Singapore, Japan, China, India, France, Germany, Canada, England, Indonesia, Malaysia.  

is the domestic consumer price index of Vietnam.  

ARCH-type models include the time-varying conditional variance as a parameter generated 

from a time - series model of the conditional mean and variance of the growth rate. Therefore, 
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they are very efficient in describing volatility clustering. As the real exchange rate volatility is 

not directly observable, different statistical measurement methods have been used in the 

literature to determine volatility. We follow Sauer and Bohara (2001) for the volatility estimation 

using the conditional variance of a first-order ARCH model with the real effective exchange rate. 

The equation takes the following form:  

DRERt= α0 + α1DRERt-1+ ut, whereas, ut ~ N(0, δt)     (5) 

Volatility, δt = β0 + β1u
2

t-1       (6) 

Estimating equation (6) gives the following result (standard errors are in parenthesis):  

DRER= 0.470309DRERt-1 + ut               ut ~ N(0, δt)   

Prob.         (0.000)    

Volatility,   δt= 0.000280 + 0.653168 u2
t-1 

Prob.             (0.0023)    (0.0490) 

(The critical values are for the 5% level of significance) 

The result may be interpreted as a prediction of the current period’s real exchange rate 

variance. This variance is measured as a weighted average of a long-term average (the constant 

term in equation 6) and the ARCH term. Thus, the predicted values of δt provide us with a 

measure of the volatility of the Vietnam’s exchange rate against the group of money include 

USD, KRW, AUD, THB, SGD, JPY, CNY, IDJ, EUR (France and Germany), CAD, GBP and 

MYR. A graphical representation of the volatility of the real effective exchange rate is presented 

in Figure 3.  
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Figure 3: Real Effective Exchange Rate Volatility Measure, 2000-2016 

Note: “Official rate” is the official exchange rate, “curb rate” is the parallel (curb) market 

exchange rate, both are shown in nominal values of VietnamDong per USD. The horizontal axis 

represents a period from 2000-2016. “Volatility” is a trend graph of conditional variance of 

ARCH, calculated as real effective exchange rate volatility. Vertical axis is nominal values for 

volatility measure, and the horizontal axis represents quarterly time intervals for the given period.  
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Since the analyzed variables are considered as time series variables, this data could change 

over time and may not have stationary means. The existence of nonstationarity in the data may 

compromise standard tests used in the final regression, and therefore, it may lead to inaccurate 

conclusions. To avoid this miscalculation, in the first step, we will examine the property of 

stationarity in the individual explanatory series by using the augmented Dickey–Fuller (ADF) 

unit roots test procedure. The results of the ADF unit roots tests (Table 1) show that all variables, 

except volatility, are not stationary at their level and we get stationarity after the first difference. 

Engle (1991) state that including a stationary variable in the co-integration relationship should 

not affect the other remaining coefficients, if this stationary variable is not the dependent 

variable. Including such a variable should also not affect the critical values of the t-statistics.  

Table 1: Augmented Dickey- Fuller Statistics for Unit Root Testing 

Variable 
Levels/First 

Differences 
Test Statistics Critical Value (at 1% level) 

Export, lxk Level 

First Diff. 

-0.7702 

-8.4214* 

-3.5315 

-3.5348 

Import, lnk Level 

First Diff. 

-1.3966 

-5.3609* 

-3.5401 

-3.5401 

Foreign GDP, lgf Level 

First Diff. 

Second Diff. 

-0.1323 

-2.4769 

-11.9466* 

-3.5383 

-3.5383 

-3.5383 

Domestic GDP, lgd Level 

First Diff. 

0.1456 

-4.1958* 

-3.5401 

-3.5401 

Volatility δ, Vol Level -4.6543* -3.5365 

Note: Indicates statistics significance at 1%  

Using the OLS estimation we obtain the following regression results 

Exports: LogXt=  0.01539 - 0.999371LogrGDPforeign + 8.700041Vol 

  Prob.    (0.0246)*            (0.0002)*                (0.0337)* 

Note *: Indicates statistical significance at 5% level 

The estimated equation shows that the coefficients of the real effective exchange rate 

volatility are positive and sign of the coefficient on real foreign income is negative, and they are 

statistically significant. This implies that increases in real foreign income negatively affect 

export demand consistent with our model in the conditions of a long-run relationship. Because 

the export structure of Vietnam is mainly raw materials and minerals, it is not affected when 

foreign income increases. On the other hand, volatility measure has a positive impact on exports.  

Imports: Log Mt =0.012677+ 0.059662logrGDPdomestic + 1.720636Vol 

Prob.         (0.0591)*       (0.0000)*  (0.7437)  

Note *: Indicates statistical significance at 10% level 
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The estimated equation shows that the coefficient on the real domestic income is positive, 

but coefficients for the real effective exchange rate volatility are ambiguous related to the import 

function. We can observe that increasing of domestic income positively affects import demand. 

This is true when Vietnamese tastes like foreign goods. More than, as the economy grows, 

businesses increase their demand for imported machinery. But change of the real effective 

exchange rate volatility has ambiguous impacted in the long-run dynamics of the import equation 

consistent with the previous findings.  

7. Conclusion  

This study estimated the impact of real effective exchange rate volatility on aggregate 

exports and imports of Vietnam, using quarterly data for periods from 2000 to 2016. The results 

of the cointegration analysis show that there exists a long-run relationship among the variables of 

the real exports and imports demand functions. The results estimates are consistent with the 

economic model and theory. But there is a different, an increase in the real foreign has a 

significant and nagetive impact on trade flows. Domestic income has a significant and positive 

impact on trade flows. An increase in real effective exchange rate volatility was also found to 

adversely affect demands for exports but not for imports. In addition, major changes in the 

exchange rate policy of Vietnam in 2008-2011 made the fluctuating exchange rate strong but still 

positively impacted in export activities. This shows that the adjustment of exchange rate policy is 

absolutely appropriate and in the right direction. Empirical results suggest that export and import 

activities can be improved further, if the following are utilized:  

(1) macro economic policies, which aim to keep a stable competitive real exchange rate, 

and (2) reasonable policies that avoid overvaluation of the real effective exchange rate to have 

good effect on Trade Balance. Thence, the policymakers should establish coherent policies that 

create a transparent exchange rate system. That will provide stabilize of the rates and competitive 

to increase the trade and growth of Vietnam economy. 

APPENDIX 

VOL  Nominal value for volatility measure, computed from the ARCH model 

Dependent Variable: DRER   

Method: ML ARCH - Normal distribution (BFGS / Marquardt steps) 

Date: 07/31/18   Time: 16:57   

Sample (adjusted): 2000Q2 2016Q4  

Included observations: 67 after adjustments  

Convergence achieved after 16 iterations  

Coefficient covariance computed using outer product of gradients 

MA Backcast: 2000Q1   

Presample variance: backcast (parameter = 0.7) 

GARCH = C(2) + C(3)*RESID(-1)^2  

Variable Coefficient Std. Error z-Statistic Prob. 

MA(1) 0.470309 0.114625 4.103030 0.0000 
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 Variance Equation   

C 0.000280 9.20E-05 3.045262 0.0023 

RESID(-1)^2 0.653168 0.331813 1.968485 0.0490 

R-squared 0.153559 Mean dependent var 0.016865 

Adjusted R-squared 0.153559 S.D. dependent var 0.030456 

S.E. of regression 0.028020 Akaike info criterion -4.606626 

Sum squared resid 0.051819 Schwarz criterion -4.507909 

Log likelihood 157.3220 Hannan-Quinn criter. -4.567563 

Durbin-Watson stat 1.301510    

Exports estimation 

Dependent Variable: DLXK   

Method: Least Squares   

Date: 02/25/18   Time: 14:02   

Sample (adjusted): 2000Q3 2016Q4  

Included observations: 66 after adjustments  

Variable Coefficient Std. Error t-Statistic Prob. 

C 0.011539 0.005010 2.303501 0.0246 

D2LGF -0.999371 0.250896 -3.983210 0.0002 

VOL 8.700041 4.006261 2.171611 0.0337 

R-squared 0.234790 Mean dependent var 0.017273 

Adjusted R-squared 0.210498 S.D. dependent var 0.039712 

S.E. of regression 0.035286 Akaike info criterion -3.806277 

Sum squared resid 0.078441 Schwarz criterion -3.706748 

Log likelihood 128.6072 Hannan-Quinn criter. -3.766948 

F-statistic 9.665168 Durbin-Watson stat 2.168648 

Prob(F-statistic) 0.000218    

Imports Estimation 

Dependent Variable: DLNK   

Method: Least Squares   

Date: 02/26/18   Time: 10:44   

Sample (adjusted): 2000Q3 2016Q4  

Included observations: 66 after adjustments  

Variable Coefficient Std. Error t-Statistic Prob. 

C 0.012677 0.006595 1.922166 0.0591 

DLGD 0.059662 0.012310 4.846520 0.0000 

VOL 1.720636 5.238952 0.328431 0.7437 
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R-squared 0.271910 Mean dependent var 0.016667 

Adjusted R-squared 0.248797 S.D. dependent var 0.053388 

S.E. of regression 0.046272 Akaike info criterion -3.264159 

Sum squared resid 0.134891 Schwarz criterion -3.164629 

Log likelihood 110.7172 Hannan-Quinn criter. -3.224830 

F-statistic 11.76391 Durbin-Watson stat 2.390636 

Prob(F-statistic) 0.000046    
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Abstract: The aim of the work is to extend the original paper by Engel and West (2005) 

and empirically examine another version of the rational expectations present value model of 

exchange rate determination in explaining the connection between exchange rates and their 

macroeconomic elements (e.g. money balances, consumer prices index). Obtaining data from 

1974 to 2014 on a quarterly basis, I test if there is any evidence of Granger causality of nominal 

exchange rates to macroeconomic variables or vice versa under the bivariate and multivariate 

framework. More importantly, I also test the predictive power of exchange rate in a cross – 

section of 41 countries over the time period 1900-2014 in which the data is obtained and updated 

on an annual basis. A wide variety of tests are used to fully exploit such a large scale of dataset. 

Generally speaking, I can reveal clear-cut evidence that exchange rate plays a vital role in 

forecasting fundamentals both in statistical and economic terms (e.g. the statistical significance 

or the direction of change). The inevitable implication is that because the news about macro-

economic activities has large influence on exchange rate, exchange rate reflects expectations 

regarding future economic performance, and consequently, forecast these fundamentals. 

Keywords: exchange rates; forecast; interest rates; macroeconomic fundamentals, 

predictability. 

 

1. Introduction 

The well-cited “disconnect puzzle” first introduced by Messe and Rogoff (1983) states 

that the structural-based models, even with the help of such sophisticated econometric 

techniques as panel data (Kilian and Taylor, 2003) and Markov-switching multi-fractal (Engel 

and Hamilton, 1990; Cheung and Erlandsson, 2005), cannot out-perform the random walk in 

predicting exchange rates at every forecast horizons (Kilian and Taylor, 2003). This position 

has been harmonized within the context of a rational expectations present value model, a 

forward-looking reformulation, in establishing the exchange rate-fundamentals linkage 

pioneered by Engel and West (2005) in their highly influential paper. In fact, the feeble 

correlation between spot exchange rates and contemporaneous or lagged macro-fundamentals 

does not explicitly indicate that spot rates are completely disconnected from expectations about 

the future fundamentals. 
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Engel and West (2005) resorted to the finance-oriented perspective of the exchange rate as 

an asset price in which exchange rate is equivalent to the total discounted sum of expected future 

fundamentals. Specifically, because most of the fundamentals in reality have a unit 

autoregressive root, as long as the discount factor approaches near one, the change in asset price 

at present will be uncorrelated with the change in previous periods. Therefore, the failure to 

forecast exchange rates of many sophisticated well-designed models over 20 years is a justified 

implication of the rational expectation theory. In contrast, the finance perspective maintains that 

perhaps we should be looking in the opposite direction that exchange rates contain information 

about the expectation of future fundamentals and help to predict the changes in those 

macroeconomic variables. I extend the methodology from Engel and West (2005) by covering 

more recent data and investigating whether the structural breaks have any impact on the spot 

rate-macroeconomics nexus. Considering the existence of some interesting and possibly 

surprising results of commodity prices role in predicting “commodity currencies” (Chen and 

Rogoff, 2002; Chen, Rogoff and Rossi, 2010), I include commodity prices index as a new 

variable, which is the main contribution to literature of this paper. 

One of the shortcomings in Engel and West’s models is that their undertakings is 

inconclusive in determining which variable exerts the most profound impact on exchange rate 

and to which direction. Sarno and Schmeling (2014) offers a more comprehensive approach in 

analyzing the forecasting power of exchange rate to a specific and relevant macro-fundamental 

in a cross-sectional setting across countries over a century. The first essential advantage of this 

approach is that we can both make and test theoretical predictions (ex. the magnitude of change) 

based on rational expectations stimulus. Another is that the noisy term in each separated 

exchange rate equation is averaged out in a large cross-section of countries, and therefore, we 

can execute a powerful test with more reliable results. 

My empirical analysis is motivated by Sarno and Schmeling (2014), which relies on 

forming groups of countries and testing in-sample and out-of-sample forecasts; the structure of 

the portfolios is amended annually to examine their macro-performances. Overall, my results are 

in conformity with the existing literature, especially when my data is processed to remove the 

effects of the outliers (ex. Hyperinflation). Second, the predictability of exchange rate to nominal 

macro-fundamentals appears to be straightforward and robust even when controlling for lagged 

fundamentals as opposed to the ambiguous outcomes for real fundamentals. All of these 

statements are proven to be robust under the standard panel data regression framework.  

The structure of the work is as follows. The next section delivers a brief overview of the 

existing literature and previous empirical evidence that lay the groundwork for my paper. 

Section 3 presents the empirical findings and analysis from Granger Causality tests and some of 

associated limitations with the method by Engel and West (2005). Section 4, which employs a 

different procedure from Sarno and Schmeling (2014), offers a more exhaustive assessment of 

the exchange rate-macro fundamental relationship. The paper concludes in Section 5 with a 

recapitulation of all main points and suggestions for further research. 
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2. Literature Review 

2.1. The general formulation for an asset price 

In a rational expectations present value model, an asset price can be determined as the 

linear combination of the discounted present and expected macroeconomic fundamentals in the 

construction as follows: 

(1) �� = (1 − �)∑ ���
��� �����

� ����� + �∑ ���
��� �����

� �����,0 < � < 1 

Where �� is the level of asset price, ���� is the vector of fundamentals (n×1), ��
′ and ��

′  are 

(n×1) vectors and b is a discount factor. One typical illustration is the stock price model equation 

put forward by Campbell and Shiller (1988) with the RHS �� refering the log linear stock prices 

and the LHS ��
′ = 0, ��

′ = 1 and ���� denotes the dividend. Another example is the yield on a 

consol �� in a term structure model by Campbell and Shiller (1987) where ��
′ = 0, ��

′ = 1 and ���� 

is three-month Treasury bill rate. The following empirical works will be based solely on the 

above model in which �� is the log spot exchange rate (or stochastically de-trended spot rate) and 

���� includes such macroeconomic fundamentals as commodity prices, interest rates, inflation 

rates, money balances and gross domestic products. 

In the above asset pricing model, given that either (1) ��
′ ���� ~ I(1) and there are no 

restrictions on ��
′  or (2) ��

′ ���� ~ I(1) and ��
′ = 0, an asset price will manifest like a random walk 

if the discount factor b approximates unity (Engel and West 2005). Analytically, when one 

component of the RHS variables follows I(1), if b goes to 1, the variance of ∆st will be subject to 

the variance of the unpredictable innovation εt. 

To further substantiate this intuition, consider the no-bubble expression for an asset price 

in an expectation present value equation: 

(2) �� = (1 − �)∑ ���
��� �������� + � ∑ ���

��� ��������, 

If ∆�� = �∆���� + ��� and ∆�� = �∆���� + ���, then the solution for the change in an 

asset price can be illustrated below: 

(3) ∆�� =
�(���)

����
∆���� +

�

����
��� +

��

����
∆���� +

�

(���)(����)
���, 

Under the assumption (2) that �� follows I (1), when b goes to 1, ∆�� is only left with 
�

����
��� ~ I (1). On the other hand, if ���� follows I (1) without any restriction on ���� the 

variance of ∆�� is dominated by the i.i.d term ���. In either situation, the variance of the change 

in an asset price is always approximated by the product of the unexpected noisy term with a 

constant. 

2.2. Exchange Rates as an Asset Price 

Obstfeld and Rogoff (1996, p.529) specifies that “one very important and quite robust 

insight is that nominal exchange rate must be viewed as an asset price” and Frenkel and Mussa’s 
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(1985) further developed on this assertion that “exchange rate as an asset price reflects the 

market’s expectations about the present and future economic conditions relevant for determining 

the appropriate values of these assets, and in which price changes are largely unpredictable”. 

Thus, if exchange rate can be viewed as an asset price in a rational expectations model we can 

make a rational explanation about the “disconnect puzzle”. The general formula for a rational 

expectations model is: 

(4) �� = (1 − �)∑ ���
��� �������� + ������ + � ∑ ���

��� �������� + ������.  0 < � < 1 

This model is the “no-bubbles condition” transformation of the equation (1) when �������� 

goes to zero as j →∞, except that the vectors of fundamentals  ��
′���� are now further classified 

into two sub categories:����� as observable fundamentals and ����� as unobservable 

fundamentals. One reason for the classification is that observable fundamentals can be 

represented with errors, and therefore, there is a possibility that unobservable fundamentals 

�����contain both observed and unobserved shocks. 

Consequently, the long-standing puzzle about the lack of predictability of fundamentals for 

the exchange rates can be reconciled within the rational expectation present value model. 

Precisely, the random walk behavior of the exchange rate as an asset price is merely a 

subsequent inference from the rational expectation equilibrium since nearly all log levels of 

fundamentals in reality follow I(1). Nonetheless, the model may hint at some inconspicuous 

connections between the LHS and RHS in a sense that exchange rate conveys news about future 

macroeconomic fundamentals. 

Section 2.2 details the lists of models and fundamentals incorporated in the formula (1.4). 

2.2.1. Macro Asset Market Approaches in Engel and West (2005) 

A. Monetary models 

The first monetary models are the popular flexible price model and the sticky price model 

(Dornbusch “overshooting” model), which both develop from the Quantity Theory of Money 

(Frenkel, 1976; Dornbusch, 1976a). Since exchange rate is the relative price of the currencies 

(fiat money) of two countries while one currency is equal to the discounted future fundamentals, 

Frenkel (1976) explicitly model exchange rate in terms of relative money growth, GDP growth 

and interest rate: 

(5) Domestic: ��= ��+ ��� -��� + ���, 

(6) Foreign: ��
∗ = ��

∗ + ���
∗ - ���

∗ + ���
∗ , 

Whereby, �� is the log of money stock, �� is the log of the velocity of currency 

circulation, �� is the log of price level and ��is the log total output. Because �� is unobservable, 

we use interest rate ��, the opportunity cost of holding money balances, as a proxy for ��. * 

denotes the variable for foreign country corresponding to the home country). ��� or ���
∗  are the 

unexpected shock to the money market of the home and foreign countries, respectively. 
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Next, for that the Purchasing Power Parity, the main assumption of the two monetary 

models, does not hold continuously in reality, then the difference in nominal and real exchange 

rate is equivalent to the difference between domestic and foreign price level. 

(7) �� = ��-��
∗+��. 

There is also a deviation from the rational expectations uncovered interest rate parity 

relationship between domestic and foreign countries: 

(8) ��(����) - ��= �� - ��
∗ + ��. 

Therefore, investors can enjoy riskless profits by conducting the carry trade strategy, 

whereby the deviation term ��, can be interpreted as risk premium to compensate investors for 

taking risks in the carry trade strategy. 

Placing equation (5), (6), (7) and (8) together and reorganizing, we have the following 

derivation that signifies either the flexible price model or the sticky price model, 

(9) �� =
�

���
[(�� − ��

∗)+ �(�� − ��
∗)+ ��� − ���

∗ + �� − ���] +
�

���
��(����). 

Here, the observable fundamentals are(�� − ��
∗)+ �(�� − ��

∗). The unobservable 

fundamentals are ��� =�� + ��� − ���
∗  and���=−��. The observable �(�� − ��

∗) could also be 

included as unobservable fundamentals and moved to ��� so that��� = �(�� − ��
∗)+ �� + ��� −

���
∗ . Likewise, the difference in money balances(�� − ��

∗) can also be categorized into 

unobservable variables. Furthermore, as my main goal is to examine the relationship between 

exchange rates and either each of the individual fundamental or the linear combinations of 

fundamentals as a whole, I can conduct a variety of transformation within the model. For 

instance, when the difference in output �(�� − ��
∗) and in unexpected shock (��� − ���

∗ ) cancel 

each other, the equation (9) becomes (10) in a “new open economy macroeconomics” introduced 

by Obstfeld and Rogoff (2002). 

(10) �� =
�

���
[(�� − ��

∗)+ �� − ���]. 

B. Taylor-Rule Model 

The Taylor-rule model has also been proved to be more powerful than the traditional 

predictors in out-of-sample forecast (Rossi, 2013). The Taylor rule stipulates how the authorities 

should adjust nominal interest rates in response to the divergences of the money supply, gross 

domestic products or inflation rate from the corresponding targets (Taylor, 1993). My empirical 

application will take the US to be the home country and the other country to be the foreign one: 

(11) Domestic: �� = β1��
�

 - β2�� +��, ( β1> 0 and β2> 1); 

(12) Foreign: ��
∗ = - β0 (st− ��

∗�  ) + β1��
∗�

 - β2��
∗ +��

∗, ( 1 > β0> 0); 

Whereby ��
∗� = �� − ��

∗ is the target for the exchange rate. Here, �� denotes the nominal 

interest rate, ��
�

 represents the output gap, �� is the inflation rate and finally, �� signifies the 

shock terms. The Taylor Rule of the foreign country also includes the deviations in exchange 
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rates, suggesting that the interest rate increases when the currency depreciates relative to the 

target PPP exchange rate. 

Putting the two equations (11) and (12) together, the following construction can be 

derived: 

(13) �� - ��
∗ = - β0 (�� − ��

∗�  ) + β1 (��
�

 -��
∗�

) + β2 (�� − ��
∗) +�� - ��

∗. 

Replacing the difference in interest rates by the uncovered interest rate parity and the target 

exchange rate by price level, we can obtain the Taylor-Rule model employed in my empirical 

work: 

(14) �� = - β0 (it− ��
∗ ) + β0 (�� -��

∗) + β1 (��
�

 -��
∗�

) - β2 (�� − ��
∗) -�� + ��

∗ - (1- β0) ρt + (1- 

β0)��(����). 

In this case, the discount factor is (1- β0). As mentioned above, it is at my disposal to 

generate various kinds of combinations in terms of observable and unobservable fundamentals. 

Essentially, equation (14) can be transformed into another expression:  

(15) �� = 
��

�� ��
 (�� − ��

∗ ) - 
��

�� ��
 [β1 (��

�
 -��

∗�
) + β2 (�� − ��

∗) +�� - ��
∗ + � t] 

+
�

�� ��
��(����). 

In this case, 
�

�� ��
 becomes the discount factor. While only the target exchange rate is 

classified as observable, the total remaining sum z2t = [β1 (��
�

-��
∗�

) + β2 (�� − ��
∗) +�� - ��

∗ + ρt] 

is treated as unobservable in my empirical implementation. 

2.2.2. Evidence for commodity currencies and commodity prices 

As defined by Chen, Rogoff and Rossi (2010), “commodity currencies refer to the few 

floating currencies that co-move with the world prices of primary commodity products, due to 

these countries’ heavy dependency on commodity exports”. In compliance with the rational 

expectations present value model, the nominal exchange rates (commodity currencies) reflect the 

news about developments in future macroeconomic fundamentals (commodity prices in this 

case). Chen, Rogoff and Rossi (2010) points out four channels that can explain to some extent 

the linkage between commodity currencies and commodity prices, one of which is the forward-

looking classic Dornsbuch overshooting framework. This work will investigate only one channel 

that fits into the general asset pricing framework by Engel and West (2005), whereby spot 

exchange rate is the discounted sum of fundamentals comprising of commodity prices. 

(16) �� = β’ �� –������. (c��   is one of the fundamentals ��) 

The intuition here is that when the commodity prices are getting lower, the funds will flow 

out of the commodity-producing countries, leading to the depreciation of the commodity 

currencies. The empirical application will focus only on “commodity economies” with a long 

history of exporting commodity including Canada, Australia and New Zealand. I choose the 
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three countries mainly because Australia, Canada and New Zealand are highly integrated 

economies with significant share of exports and gross domestic products stemming from 

commodity production. While roughly half of the world production of mutton and lamb is 

supplied by New Zealand, Canada and Australia dominate the world markets in forestry products 

and wool along with iron ore products, respectively. Another justification is that these three 

countries are under flexible floating exchange rate regime even though the movements in their 

exchange rates are heavily influenced by the behavior in the commodity trading market. 

Meanwhile, the exchange rate behavior of large commodity importers is not necessarily affected 

by their large consumption of raw materials but rather muffled by the amount of intermediate 

imports that are finally exported (Findlay and Rodriguez, 1977). 

2.2.3. A brief outline of the theoretical models in Sarno and Schmeling (2014) 

Sarno and Schmeling (2014) also used conventional and forward-looking money-income 

models. That is, a spot rate, viewed as an asset price, is decided by the weighted sum of a menu 

of fundamentals and expected exchange rates, which is the formula (9) in this work. Assuming 

the no-bubble condition holds and iterating the stochastic difference equation, we can derive the 

standard formulation for spot rate: 

(17) �� = �
�

���
� � 

�(
�

1 + �
)���[− (����

∗ − ����)+ �(����
∗ − ����)+ (����� − �����

∗ )+ ���� − �����]

�

���

, 

Where �� is the log spot rate, the discount factor is b and �� equals to the sum of macro 

fundamentals in the brackets. The distinguished feature from the equation above is that we can 

make accurate prediction about a change in spot rate in response to a change in fundamentals. 

Precisely, the higher money growth differential (i) should lead to an appreciation of the domestic 

currency. Similar, other statements that induce to the depreciation of the foreign currency are (ii) 

the lower real output differentials (assuming constant and positive income elasticity), (iii) lower 

real exchange rate ���� and (iv) higher risk premium.  

Sarno and Schmeling (2014) also re-parameterized the equation (17) as: 

(18) �� = �
�

���
� � 

�(
�

1 + �
)��� �

− [(����
∗ − ����

∗ )− (���� − ����)] − [(����
∗ + ����

∗ )− (���� + ����
∗ )]

+ (� + 1)(����
∗ − ����)+ (�����

∗ − �����)+ ���� − �����
�

�

���

. 

Here, the foreign country should expect a depreciation of its currency corresponding to the 

(v) reduction in nominal income differentials [(����
∗ + ����

∗ )− (���� + ����
∗ )] while it is not 

possible to make forecast regarding real income differential because the exchange rate – real 

income differential relationship also depends on the income elasticity (�) of real income 

differential (����
∗ − ����). 
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Also, another approach to formulate the above equation would be as follows: 

(19) �� = �
�

���
� � 

∑ (
�

���
)��� �

− [(����
∗ − ����

∗ )− (���� − ����)] − ( ����
∗ − ����)

+ �(����
∗ − ����)+ (�����

∗ − �����)+ ���� − �����
��

��� .  

It is obvious from the equation above that after (vi) higher future inflation rate and (vii) 

higher real money growth differentials, one should expect a depreciation of the foreign currency. 

All sets of predictions discussed so far will be assessed in the empirical evidence section of this 

paper. 

3. Empirical Results using the methodology of Granger Causality test  

3.1. Data presentation and Basic Statistics 

Data is on a quarterly basis from 1974:1 to 2014:4 except for the three European countries 

whose database is available only from 1974:1 to 1998:4, and therefore, the sample size is T=160 

after taking into account one unit lost due to differencing.  

One referee of Engel and West (2005) suggested that seasonal adjustments might induce to 

spurious regression, and as a consequence, I offered another perspective by obtaining not 

seasonally adjusted data to see whether our results are affected by seasonal adjustments. Global 

Financial Data is the main source for consumer prices �� and bilateral exchange rates �� of the 

US against other nine countries: Australia, Canada, France, Germany, Italy, Japan, New Zealand 

Switzerland and the UK. Exchange rates,  the relative price of the currencies of the two countries 

- fiat money, are collected in the direct quotation form that are in Domestic Currency (USD in 

this case) per Foreign Currency (FCU). The OECD’s Main Economic Indicators is the source for 

money supply (��), which are M1 for all countries except for the UK with M4; I can only able to 

obtain not seasonally adjusted money supply until 1998:4 for France, Germany and Italy. I also 

obtained nominal quarterly GDP �� mainly from Global Financial Data (whereby several 

missing years from International Financial Statistics). The main sources of three-month Euro 

interest rates are Datastream and Global Financial Data. All raw data are in either percentage or 

US dollars and converted into log form and multiplied by 100. The symbols used in the empirical 

work denote the transformed formula for all variables (��,��,��, ��,��) while the symbols with 

asterisk represent the corresponding variables in foreign countries (��
∗,��

∗,��
∗,��

∗,��
∗). 

ft is defined as a transformed variable of fundamentals equal to US minus foreign country, 

such as (�� = �� − ��
∗), where (��) is the short-term interest rates for US while (��

∗) is the short-

term interest rates for Italy, for example. A positive value, 0.15 for instance, indicates that the 

interest rates in the US have been growing faster than that in Italy by 0.15 point. According to 

Augmented Dickey-Fuller (ADF) tests, there were only five cases in which we fail to reject the 

null hypothesis of a unit root in exchange rates and the conventional set of five fundamentals (��, 

��, ��, �� and �� − ��). As a result, fundamentals (��) are transformed into first order 

differences (∆��) even though interest rates are investigated in both level (��) and differenced 



934 

form (∆��) due to their differences in economic significance. The descriptive statistics are 

exhibited in Table 1. 

Table 1 indicates no sign of serial correlation in changes in exchange rates and all these 

changes are comparatively high (the standard deviations of all but Canada’s moving over 5%). 

Specifically, there is no single case in which the standard error of the autocorrelation estimators 

are greater than 0.1 to reject the null hypothesis at 10%. 

Using several existing literatures, I use four lags for each VAR model (and Granger-

causality tests) corresponding to four quarters of the year. According to Johansen’s trace and 

maximum eigen-value statistics, we generally fails to reject the null hypothesis of no co-

integration for each pair of (��) and (��) across nine countries. I use Johansen’s (1991) maximum 

eigenvalue and trace statistics to determine the rank of the co-integration matrix. There is 

evidence of co-integration between a pair of variables if the matrix has a rank higher than 0. I 

reject the null hypothesis of no co-integration (rank equals 0) if the maximum eigenvalue and 

trace statistics are greater than the critical values from Osterwald-Lenum (1992). There are only 

two out of 48 cases in which the rank of the matrix is greater than 0, indicating two cases with 

evidence of co-integration1. 

The absence of co-integration between exchange rates and fundamentals somehow reveals 

the existence of long-run permanent unobserved fundamentals, such as credit tightening policies. 

Alternatively, it can also signal the presence of flaws in our measures for fundamentals that can 

last persistently in the long term (Engel and West, 2005). For example, a country having 

experience an economic shock might decide to change to another different measure to calculate 

GDP, leaving the GDP historical data series deviate from their true value by some I(1) errors. 

                                                 
1 Regarding the commodity variable, we have only a total of three tests (Canada, Australia and New 

Zealand). Therefore, there are 48 tests conducted for 9 countries and 6 variables. 
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Table 18. Descriptive Statistics21 

   Australia Canada France Germany Italy Japan New Zealand Switzerland UK 

(1) ∆s Mean -0.37 -0.11 -0.37 0.21 -1.15 0.51 -0.38 0.68 -0.26 

S.D 5.51 3.14 5.85 5.89 5.81 6.19 5.87 6.40 5.20 

� 0.02 0.12 0.03 0.07 0.15 0.07 0.11 0.00 0.16 

(2) ∆(m − �∗) mean -0.46 -0.48 0.03 -0.55 -1.21 -0.66 -0.04 -0.86 -1.17 

S.D 5.76 3.27 2.41 2.38 2.19 5.33 0.04 5.94 6.42 

� 0.29 0.40 0.25 0.28 0.28 0.20 0.85 0.27 0.15 

(3) ∆(p − �∗) Mean -0.32 -0.58 -0.13 0.49 -0.92 0.50 0.00 0.48 -0.32 

S.D 1.12 1.17 0.68 0.80 1.17 0.90 0.02 0.89 1.33 

� 0.19 0.45 0.59 0.42 0.62 0.14 -0.05 0.03 0.12 

(4) ∆(y − �∗) 

 

Mean -0.21 0.02 0.21 0.17 0.20 0.13 -0.14 -0.18 -0.19 

S.D 2.83 3.39 0.91 1.47 1.01 4.88 5.16 3.25 2.90 

� 0.74 0.20 0.19 0.08 0.14 0.19 0.18 0.70 0.76 

(5) i− �∗ 

 

Mean -0.03 -0.01 -1.89 2.02 -4.29 0.02 -0.93 0.02 -0.02 

S.D 0.03 0.02 3.70 2.99 4.25 0.02 10.59 0.03 0.02 

� 0.84 0.84 0.62 9.86 0.66 0.90 0.08 0.91 0.82 

(6) ∆(m − �∗)
− ∆(y − �∗) 

Mean -0.24 -0.49 -0.24 0.72 -1.42 -0.79 -0.49 -0.67 -0.99 

S.D 5.19 2.56 2.61 2.92 2.35 5.96 1.35 5.14 5.70 

� 0.22 0.09 0.17 0.13 0.24 -0.02 0.44 0.21 0.06 

(7) ∆(i− �∗) Mean 0.00 0.00 0.06 -0.01 0.06 0.00 -0.79 0.00 0.00 

S.D 0.02 0.01 3.23 1.70 3.49 0.01 10.49 0.01 0.01 

� -0.19 -0.12 -0.37 -0.34 -0.29 -0.15 0.02 -0.11 -0.08 

  Mean 0.75 0.62     0.60   

(8) ∆(cp) S.D 6.30 8.25     5.45   

  � 0.24 0.12     0.22   

                                                 
2  The frequency is quarterly data from 1974:1 to 1998:4 for France, Germany and Italy and 1990:1 to 2014:4 for the other countries. (S.d) refers to the standard 

deviation and � refers to first-order correlation coefficients. 



936 

3.2. Discussion on Statistical Tests 

3.2.1. Granger Causality Tests 

Granger causality test is used to give an assessment of whether there is any causal 

relationship between exchange rate and a menu of fundamentals. As observed by Campbell and 

Shiller (1987), when an asset price �� is a discounted present value of fundamentals (��), then 

either an asset �� is an exact distributed lag of current and past of values of fundamentals ��  or �� 

Granger-causes ��  in a bivariate framework. Since ��  allows for both observables and un-

observables, it turns out that (1) Evidence of Granger causality indicates exchange rate �� as a 

linear sum of macro-fundamentals �� that are in part observable and in part unobservable (2) The 

lack of Granger causality evidence has no relation with whether or not exchange rate �� is a 

distributed lagged value of fundamentals. 

To illustrate, considering the following multivariate VAR (2) model whereby exchange 

rate ∆��is a sum of the linear combination of interest rate differentials ∆(it− ��
∗) and consumer 

prices index differentials ∆(�� -��
∗). 

(20) ∆�� = ���  ∆(���� − ����
∗  ) +���  ∆(it-2− ����

∗  )+ β13  ∆(���� -��
∗) + β13 ∆(���� -����

∗ ) 

+��� . 

(21)  ∆(�� − ��
∗) = β21 ∆(���� ) + β22 ∆(���� ) + β23 ∆(���� -��

∗) + β24 ∆(���� -����
∗ ) + u2t. 

(22)  ∆(�� −  ��
∗) = β31 ∆(it-1− ����

∗  ) + β32 ∆(it-2− ����
∗  ) + β34 ∆(����) + β35 ∆(����) + u3t. 

The description of the hypothesis in my empirical work is given in Table 2. The overall 

idea of Granger Causality test in this work is to see whether changes in past values of exchange 

rate �� contain any information about changes in (�� − ��
∗) or (�� -��

∗) or in other words, whether 

�� Granger-causes ��. The unidirectional Granger causality from ��to �� exists only if changes in 

lagged values of �� should be significant in the equation to �� but not the reverse direction (�� to 

��) (Brooks, 2008). Specifically in this case, only restriction 1 and 2 hold, that is β34 = β34 = 0 

and β13 = β14 = 0 but the third and fourth restrictions do not apply, that is β21, β22, β34 and β35 are 

different from 0.  

In general, in order for exchange rate ��to be equivalent to the present value of observable 

fundamentals ��, we should find evidence of Granger causality from �� to ��, and therefore, my 

work is to check the significance of the coefficients of ∆�� and ∆�� -��
∗ and ∆it− ��

∗ in the 

multivariate VAR equation (20), (21) and (22). 

Table 19. Summary of hypothesis and implied restriction 

Number Hypothesis Description Implied restriction 

1 B Lags of ∆it− ��
∗ do not cause ∆��. Β11 = β12 = 0 

2 B Lags of ∆�� −��
∗ do not cause ∆��. β13 = β14 = 0 

3 A Lags of ∆�� do not cause ∆��  − ��
∗. β21 = β22 = 0 

4 A Lags of ∆�� do not cause ∆�� -��
∗. β34 = β35 = 0 
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3.3. Research Design and Results 

Table 3 summarizes findings of Granger Causality with four lags (corresponding to the 

frequency of the data) on full sample from 1974:1-2014:4, in which there is no available 

database for three European countries Italy, Germany and France. The null hypothesis that ∆s� 

fails to cause∆(� − �∗),∆(� − �∗), (� − �∗), ∆(� − �∗), ∆(� − �∗)− ∆(� − �∗), ∆(� − �∗), 

∆�� is rejected in two cases in Canada and the UK and most cases in the other countries.   

Table 20. Bivariate Granger Causality Tests (Full sample: 1974:1-2014:4) 

A: Rejections at 1% (***), 5% (**), and 10% (*) level of ��: ∆�� ����� �� ����� ∆�� 

B: Rejections at 1% (***), 5% (**), and 10% (*) level of ��: ∆������� �� ����� ∆�� 

Australia Canada Japan New Zealand Switzerland UK 

∆(� − �∗) 
A *** *** *** *** 

B 

∆(� − �∗) 
A *** *** *** 

B 

� − �∗ 
A *** *** *** 

B 

∆(� − �∗) 
A *** *** *** 

B 

∆(� − �∗)− ∆(� − �∗) 
A *** * *** 

B ** 

∆(� − �∗) 
A *** *** *** *** *** 

B ** *** 

∆ ��
31

 
A *** *** * 

* *** 

There is statistically significant bi-directional relationship between commodity prices 

index and commodity currencies in Australia and New Zealand but not for Canada. The 

difference may result from the existence of co-integration between (��) and (���) for Canada as 

Chen and Rogoff (2002) suggest that the long-run co-integrating relationship between (��) and 

(���) may hinder the shorter run movement between (��) and (∆���). Besides, the reverse 

direction that commodity prices movements are useful in providing forecast for New Zealand 

and Australia currency is consistent with the finding from Chen and Rogoff (2002) that there 

exists a significant co-movement between bilateral commodity currencies and commodity prices. 

The essential inference is that these countries are heavily dependent on their commodity exports, 

so the expectations about the global or their domestic commodity markets exert substantial 

influence on their trade fluctuation, and hence, their currencies possibly generate an accurate 

forecasting framework for the policy makers (Chen, Rogoff and Rossi, 2010).  

                                                 
3 The Table reports the results of commodity prices ∆ �� only for three commodity-exporting countries in the 

sample: Canada, Australia and New Zealand.  
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Nevertheless, I find little evidence of whether expected macro-economic performance 

has any predictive weight on exchange rates. Only 3 cases are rejected on full sample with only 

one at 5% level, inconsistent with the existing observations dating back to Messe and Rogoff 

(1983a, b).  

Due to the existence and impact of structural instabilities on our database4,2we sub-divided 

the whole sample into 3 sub-samples and thoroughly examine the impacts of economic 

developments on each sub-sample. The results for the pre- and post-Bretton Woods period are 

generally in line with those on whole sample and on the Table 4.3 in Engel and West (2005) 

when the predictability of fundamentals is much weaker than that of exchange rate to macro-

fundamentals. We do not present the full tables here to save space but the detailed tables are 

available upon request. 

Although Engel and West (2005) mentioned the evidence in their paper is “far from 

overwhelming with an impalpable exchange rate-fundamental link”, my empirical findings, 

using not seasonally adjusted data in longer horizon, demonstrate that exchange rate is effective 

in producing forecasts for macro performance but not vice versa. 

4. Empirical Findings in a cross-sectional time series background 

This section attempted to offer a more complete way than Engel and West (2005) of 

looking at the rational expectations present value model and the predictability of the exchange 

rate movements to fundamentals in a longitudinal data. The empirical work in this section is 

motivated by Sarno and Schmeling (2014). 

4.1. Data description  

The database consists of annual data across 41 countries mainly from 1900 to 2014 since 

several countries have data of higher frequency dating back to 1600 (e.g. UK, France) while the 

other ones have data available only for the last 50 years (e.g. Saudi Arabia, Hong Kong). Here is 

the list of all countries in the section: Argentina, Australia, Austria, Brazil, Belgium, Bulgaria, 

Canada, Chile, Denmark, Finland, France, Germany, Hong Kong, Hungary, India, Indonesia, 

Ireland, Italy, Israel, Japan, Korea, Malaysia, Mexico, Netherlands, Nigeria, Norway, New 

Zealand, Philippines, Poland, Portugal, Saudi Arabia, Singapore, Slovenia, South Africa, Spain, 

Sweden, Switzerland, Thailand, Turkey, the United States and the UK. Since the collapse the 

Bretton-Woods system in 1974, the global economy until recently has observed a substantial 

innovation in terms of international capital mobility, increasing globalization and the integration 

of the financial markets. Hence, I also look at the post-Bretton Woods sample period (1974-

2014), which is compared and contrasted with the full sample. 

Global Financial Data is the main source for my raw data in which short-term interest rates 

“Treasury bill rate”, inflation rates “CPI inflation rate”, Gross Domestic Product “GDP”, money 

balances “currency in circulation” and nominal exchange rates are obtained on an annual basis 

                                                 
4 We conduct Chow test on full sample in 6 countries with a standard set of 6 variables (as in Table 3). The 

hypothesis that the parameters over the period 1974-2014 are stable over time is rejected in 30 out of 36 cases. 
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measured at the end of the year in the longest time dating back to 1900 if possible5.3Interest rates 

and exchange rates are also used on an annual basis to ensure consistency despite their 

availability at higher frequencies. 

Table 4 displays the year in which countries enter the sample as well as their median of the 

annual log64 growth rate for the inflation rate, growth in money balances, growth in GDP and of 

the level of short-term interest rates. 

Table 4. Basic Statistics 

 Inflation  Money  GDP  Interest rates 

Country Median Start  Median Start  Median Start  Median Start 

Argentina 10.83 1900  17.90 1900  17.92 1900  11.60 2002 

Australia 3.01 1900  5.95 1900  7.80 1900  4.26 1928 

Austria 2.86 1900  6.52 1900  5.79 1925  4.50 1900 

Brazil 9.56 1900  17.18 1900  6.04 1935  4.50 1900 

Belgium 2.81 1900  4.35 1904  18.07 1900  21.67 1948 

Bulgaria 4.83 1923  13.88 1900  10.06 1977  6.00 1914 

Canada 2.36 1911  6.08 1900  7.30 1871  3.83 1935 

Chile 13.71 1900  17.26 1900  14.44 1909  6.50 1908 

Denmark 2.48 1900  5.44 1900  6.60 1922  5.00 1900 

Finland 3.40 1921  8.20 1900  8.91 1927  6.50 1900 

France 3.10 1900  6.88 1900  8.63 1921  3.64 1900 

Germany 2.17 1900  7.06 1900  5.18 1900  3.74 1900 

Hong Kong 4.25 1948  12.79 1969  12.19 1961  3.88 1992 

Hungary 4.72 1923  13.07 1921  8.83 1926  7.50 1921 

India 4.90 1900  10.84 1900  9.83 1922  6.45 1908 

Indonesia 10.03 1949  14.11 1900  16.20 1922  12.51 1908 

Ireland 2.92 1923  5.50 1900  8.72 1949  4.89 1922 

Israel 6.95 1923  16.79 1937  19.67 1951  10.54 1982 

Italy 1902 4.56  1900 7.99  8.59 1900  5.00 1900 

Japan 2.62 1900  7.74 1900  7.20 1886  5.67 1882 

Korea 6.31 1949  17.44 1951  13.02 1912  6.57 1957 

Malaysia 2.72 1949  7.29 1900  10.03 1948  4.00 1959 

Mexico 5.01 1887  13.62 1902  11.14 1901  18.01 1978 

Netherlands 2.61 1900  4.89 1900  14.42 1951  3.30 1941 

Nigeria 11.15 1954  13.44 1932  5.22 1900  9.88 1960 

Norway 2.78 1900  5.61 1900  7.33 1900  4.50 1900 

New Zealand 3.17 1915  5.39 1900  8.02 1932  6.41 1899 

Philippines 4.40 1900  4.96 1907  14.42 1951  6.00 1950 

                                                 
5 The words in brackets denote the keywords to be typed in the Global Financial Data Search Engines 
6 All fundamentals are handled in the form of the changes in log US dollars, apart from the interest rate  
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 Inflation  Money  GDP  Interest rates 

Country Median Start  Median Start  Median Start  Median Start 

Poland 3.44 1922  14.77 1919  3.87 1981  6.50 1919 

Portugal 3.58 1931  6.18 1902  9.23 1939  5.57 1885 

Saudi Arabia 1.69 1972  8.66 1961  10.41 1961  3.45 1991 

Singapore 1.48 1949  10.92 1964  9.76 1958  0.85 1985 

Slovenia 9.66 1952  9.76 1955  11.28 1991  3.42 1998 

South Africa 4.23 1896  9.93 1913  10.23 1912  5.37 1936 

Spain 4.02 1900  8.49 1900  8.08 1900  4.56 1900 

Sweden 2.24 1900  5.18 1900  7.50 1900  4.59 1900 

Switzerland 1.66 1900  4.12 1900  5.23 1930  2.89 1892 

Thailand 3.48 1949  9.62 1903  9.89 1947  3.81 1977 

Turkey 9.71 1923  24.20 1932  26.87 1951  44.51 1985 

UK 2.94 1900  5.04 1900  5.63 1900  3.99 1900 

Notes: Start refers to the years in which the countries began to be included in the sample 

while Median (Log) growth rates and interest rates are in percent. 

4.2. Methodology and Empirical Results 

4.2.1. Portfolio formation 

Research design. I rely on the portfolio formation procedure to divide 40 countries into 

four groups based on their stochastically de-trended spot rate (S), which is defined as the log spot 

rate (s) minus its log average in the last ten years (����;�) I use de-trended spot rates to transform 

exchange rate as the relative price of two countries’ currencies into another form as changes in 

percent, which are comparable across a cross section of countries over time and then provide a 

basis for grouping countries into portfolios. The choice of looking at de-trended spot rates in 10 

years is because it is long enough to average out short-term disturbances but still short enough to 

ensure stationary series (Sarno and Schmeling, 2014). On the other hand, I also present results 

using 1 year log exchange rate changes �� = �� - ���� to divide country portfolios into four 

portfolios and find that there are no considerable difference using either 1 year exchange rate 

changes or de-trended spot rates. The results are not shown due to word restriction but available 

upon request. 

(1.30)  �� = �� - ����;�. 

There are four groups of countries from Group 1 (G1) with the lowest de-trended spot rate 

to Group 4 (G4) with the highest de-trended spot rate. Note that the higher the stochastically de-

trended spot rate��, the larger the appreciation of the country against the US dollars. The country 

portfolios are re-balanced every year and for each portfolio, I investigated in the full sample 

(1910-2014) and post-Bretton Woods sample period (1974-2014) their macro performance 

differences relative to the US. The exercise of annual portfolio re-balancing is similar to 

Propensity score matching test, which in this case allows us to evaluate and compare the future 

macro-performances between groups with homogeneity in historical exchange rate movements.  
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I continue defying each macro variable as the difference in fundamental relative to the US, 

for example, short term interest rate differential is specified as �� = �� − ��
∗), where �� is the 

interest rate for the US and ��
∗ is that for the foreign countries. The other fundamental variables 

which have similar formula of computation are CPI inflation differential, GDP growth 

differential and money growth differential. I also investigate whether past exchange rate 

deviations have any considerable influence on the future uncovered interest rate parity (or UIP 

deviations or risk premium). Risk premium results from the deviation from the traditional 

interest rate parity, which implies that the exchange rate change should be equivalent to the 

change in short- term interest differential. Hence, risk premium is calculated as the sum of the 

change in exchange rate plus short-term interest rate differential ∆�� = ∆�� + ��
∗- �t. 

Since the historical time series may be seriously affected by unprecedented economic 

disturbances such as policy changes or hyperinflations7.5. 

Table 5. Country Portfolios: Nominal Fundamentals 

  G1 G2 G3 G4 Diff 

Non-winsorized fundamentals 

Panel A: CPI inflation differential      

1910-2009 53.27 2.84 0.76 -0.06 -53.33 

 [2.06] [4.19] [1.16] [-0.09] [-2.97] 

1974-2009 34.56 4.49 2.39 -0.50 -35.06 

 [3.58 [4.98 [2.66 [-0.74 [-3.61 

Panel B: Money Growth Differential      

1910-2009 30.23 3.28 0.95 0.87 -29.36 

 [3.12] [2.56] [2.43] [0.23] [2.97] 

1974-2009 23.23 2.26 0.42 -0.62 -23.85 

 [3.69] [1.90] [0.40] [-0.63] [-3.72] 

Panel C: GDP Growth Differential      

1910-2009 47.21 2.78 0.14 0.09 -47.12 

 [3.78] [2.54] [0.88] [0.08] [-3.12] 

1974-2009 50.12 3.13 1.60 -0.03 -50.15 

 [4.12] [2.66] [1.12] [-0.05] [-4.54] 

Panel D: Risk Premium (UIP deviations)      

1910-2009 0.6 1.94 0.91 0.70 -58.04 

 [1.60] [10.29] [7.47] [4.00] [-1.58] 

1974-2009 10.12 2.85 0.89 0.11 -10.02 

 [7.89] [6.68] [3.36] [0.31] [-8.12] 

                                                 
7 I presented the median rather than the mean in order to mitigate the issue of outliers that may otherwise 

seriously affect the mean average. 
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  G1 G2 G3 G4 Diff 

Panel E: Interest rate differentials      

1910-2009 57.27 1.04 0.15 -0.01 -57.28 

 [3.01] [1.98] [0.12] [-0.99] [-3.23] 

1974-2009 34.12 1.68 -0.69 -1.19 -35.31 

  [1.57] [2.18] [-1.00] [-1.94] [-1.55] 

NOTES: The Table displays average nominal interest rate differential growth rate 

differentials for CPI inflation rate, gross domestic products, risk premium and money balances 

between the US and the other 40 countries from G1 to G4. Diff reports the difference between 

G1 and G4 (G4-G1). All numbers are in percent. The numbers in bracket denote the t-statistics 

for the corresponding differentials. The portfolios are re-balanced annually. 

Main results. Table 5 exhibits average rate differentials for five macro variables in each of 

the four country portfolios from G4 to G1 as well as the difference in G4 and G1 (G4-G1).  In 

Panel A for CPI inflation differential, there is clearly a monotonic decline in the average 

inflation differential between groups of countries and the US, standing at an impressive 53.27% 

in G1 to a low -0.06% in G4 on the full sample and from 34.56% to -0.5% on the later part of the 

sample. The difference between G1 and G4 (shown in the right part of the Table 5) for the full 

sample and sub sample are -53.3% and -35.06% respectively, which are both statistically and 

economically significant. Thus, one can draw a conclusion about a particular economy that the 

higher the inflation rate relative to that of the US, the larger the depreciation of its currency 

against the US dollars. At this point, researchers may notice the superiority of the portfolio 

formation approach compared to the method used by Engel and West (2005), which only showed 

a pure list of significance signs. The results in this section can be easily translated into more 

meaningful interpretations which are of importance in forecasting macro growth rates. 

Panel B, C and E each also shows an analogous picture regarding the predictability of de-

trended exchange rate for money growth differential, GDP growth differential and interest rate 

differential. Specifically, the macro growth rate (or interest rate) differentials decrease steadily 

from G1 to G4 on both full sample and later part of the sample while their differences between 

G1 and G4 are all statistically significant with the smallest significance staying at 35.31% for 

interest rate differential in post-Bretton Woods period. Above all, the empirical findings for these 

macro-fundamentals are in accordance with the intuitions (i), (ii) and (v) made in the literature 

review. Hence, current movements in exchange rate do indeed reflect information concerning 

macroeconomic performance, and therefore, exchange rate may be able to predict fundamentals. 

The only macro-variable that do not reacts to exchange rate movements on full sample is 

risk premium as there exists no specific pattern in Panel D of the Table, which is not surprising 

considering that the risk premium varies markedly to reflect the change in exchange rate 

regimes. The full sample witnesses many changes in exchange rate regimes (e.g. the collapse of 

Bretton-Woods system) and then, is long enough to average out any predictability for macro-

fundamentals of exchange rate. To confirm the point, looking at the sub sample 1974-2014 
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during which the international exchange rate regimes stay steadily, we do see an anticipated 

downturn of risk premium when moving from G1 to G4 with statistically significant difference 

between the two country portfolios. 

The results for winsorized variables, which eliminate the bottom and top 5% outliers, are 

not shown in the Table 5 to save spaces and do not change our main conclusion. Next, Table 6 

reports the same kind of information in Table 5 but for real fundamentals. 

Not only we do not see any clear pattern in real money growth rate differential as in its 

nominal counterpart, but also none of the growth rate differentials in Panel A is statistically 

significant. Simultaneously, we  do observe an inverse relationship between de-trended spot rates 

and real GDP growth rate differential in Panel B but only on the more recent part of the sample 

when the full sample reveals not even one significant differences as well as no clear tendency of 

the growth rate differentials to go down across four groups of countries. The mixed results of 

real GDP differentials are the consequence of the fact that exchange rates are positively related 

to the products of output differential (����
∗ − ����) and income elasticity of money demand(�). 

Sarno and Schmeling (2014) noted that the term (�) is “highly volatile especially in the money 

demand equation”, and consequently its variation over a long time period will average out the 

forecasting capability of exchange rates towards real output differentials. 

Table 6. Country Portfolios: Real Fundamentals86 

 G1 G2 G3 G4 Diff 

Non-winsorized fundamentals 

Panel A: Real money growth differential 

1910-2014 2.80 0.91 0.16 8.27 -2.53 

 [1.54] [0.91] [0.18] [1.11] [-1.00] 

1974-2014 3.69 -1.46 -1.92 0.04 -3.65 

 [0.40] [-0.32] [-0.40] [-0.08] [-0.35] 

Panel B: Real GDP growth differential 

1910-2014 23.54 0.26 -0.7 -0.43 -23.97 

 [1.36] [0.40] [-0.79] [-0.75] [-1.41] 

1974-2014 5.12 1.23 0.49 -0.13 -5.25 

 [4.01] [1.37] [0.96] [-0.26] [-4.10] 

Panel C: Real exchange rate changes      

1910-2014 -31.12 -7.72 -2.72 0.06 31.18 

 [-4.50] [-6.82] [ -3.14] [0.06] [4.27] 

1974-2014 -45.12 -10.43 -4.19 0.34 45.46 

 [-4.50] [-7.07] [-2.85] [0.22] [4.76] 

NOTES: The Table displays average real money growth differential, real money growth 

                                                 
8 Real macro growth rates are calculated using nominal growth rate and CPI rate as a deflator: nominal 

growth rate = real growth rate + CPI inflation. 
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differential and real exchange rate changes between the US and the other 40 countries from G1 

to G4. Diff reports the difference between G1 and G4 (G4-G1). All numbers are in percent. The 

numbers in bracket denote the t-statistics for the corresponding differentials. The portfolios are 

re-balanced annually. 

On the contrary, Panel C and F confirms strong evidence of the positive exchange rate-real 

exchange rate changes relationship; In Panel C, the changes gradually come from a bottom -31% 

in G1 to approximately 0.1% in G4 on the 1900-2014 horizon while the improvement is much 

more impressive on the recent float with a statistically significant 45% difference between G1 

and G4. Using the empirical evidence above combined with the literature motivation in Section 

2, we can assert that the appreciation of the foreign currency relative to the US dollars should 

indicate an increase in real exchange rate changes. 

In sum, my models produce less impressive results employing real fundamentals than 

using nominal fundamentals, and therefore, exchange rate movements are less efficient in the 

determination of real macroeconomic performance. 

Robustness Check. The main results points out that the movements in exchange rates are 

simultaneously associated with the deviation of future macro-economic fundamentals. From the 

grounds of critical reasoning, one can deduce that exchange rate drives macro variables but it 

could be the case that the shifts in both exchange rate and macro fundamentals are explained by 

other determinants such as past values of the responding macro variables. In order to take into 

account one of the logical flaws mentioned above, I propose one robustness test to dismiss the 

correlation between macro variables and their corresponding lagged values. All countries are 

now sorted into 6 portfolios as in Table 7. 

Table 7. Country Portfolios: Double Sorts 

 1900-2014  1974-2014 

 G1 G2 G3 Diff  G1 G2 G3 Diff 

Panel A. Nominal Fundamentals 

INF low 4.60 4.29 2.00 -2.60  0.58 0.10 -0.46 -1.04 

 [8.62] [7.58] [5.71] [-4.08]  [2.90] [0.53] [-3.55] [-6.07] 

INF high 4.53 3.29 1.93 -2.60  4.60 4.29 2.00 -2.60 

 [12.30] [11.27] [8.87] [-6.07]  [8.62] [7.58] [5.71 [-6.10] 

MON low 1.30 0.56 0.44 -0.87  0.14 -0.13 -0.35 -0.49 

 [5.07] [2.57 [1.85] [-2.48]  [0.71 [-0.69] [-1.06 [-1.23] 

MON high 4.83 3.73 2.85 -1.98  1.73 1.45 1.01 -0.73 

 [13.16] [13.42] [9.21] [-4.13]  [8.87] [8.44] [5.73] [-2.76] 

GDP low 1.23 0.57 0.49 -0.74  1.25 0.15 -0.19 -1.44 

 [6.01] [3.34] [2.77] [-2.76]  [3.34] [0.64] [-0.84 [-3.56] 

GDP high 3.77 3.49 2.47 -1.30  4.30 5.25 3.47 -0.83 

 [11.85] [11.85] [9.86 [-3.22]  [8.93] [11.02] [8.77] [-3.13] 

RP low 0.60 0.36 0.25 -0.35  0.80 0.84 0.83 0.03 

 [9.29] [6.39] [3.95] [-5.94]  [8.21] [7.26] [5.48] [0.15] 
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 1900-2014  1974-2014 

 G1 G2 G3 Diff  G1 G2 G3 Diff 

RP high 1.60 1.72 1.38 -0.23  0.61 0.68 0.98 0.36 

 [12.10] [16.46] [13.27] [-4.56]  [5.79] [7.00] [7.30] [2.14] 

IR low 0.61 0.41 0.29 -0.32  0.58 0.30 0.03 -0.55 

 [8.94] [6.85] [4.85] [-3.57]  [4.44] [2.69] [0.42] [3.63] 

IR high 1.50 1.60 1.33 -0.17  1.98 2.48 1.98 0.00 

 [11.92] [16.07] [12.99] [-1.04]  [7.86] [16.12] [9.84] [-0.90] 

Panel B. Real  Fundamentals 

RMON low -0.49 -0.42 -0.28 0.21  -1.41 -1.11 -0.86 0.55 

 [-1.89] [-1.76] [-1.34] [0.62]  [-3.73] [-2.90] [-2.90] [1.14] 

RMON high 0.29 0.73 0.91 0.62  0.24 0.50 1.38 1.14 

 [1.09] [2.95] [3.64] [1.69]  [0.58] [1.10] [2.99] [1.82] 

RGDP low 0.32 -0.28 -0.43 -0.74  0.67 -0.25 -0.94 -1.61 

 [0.93] [-1.56] [-1.85] [-1.80]  [0.82] [-0.92] [-2.48] [-1.80] 

RGDP high 1.41 0.63 0.84 -0.57  2.35 1.15 1.16 -1.19 

 [3.44] [3.55] [4.07] [-1.25]  [2.50] [4.55] [3.79] [-1.20] 

RER low -6.70 -6.33 -4.67 2.03  -6.07 -7.64 -5.62 0.45 

 [-12.49] [-12.27] [-8.75] [2.69]  [-7.90] [-7.57] [-5.47] [0.35] 

RER high -3.86 -2.73 -1.46 2.40  -5.46 -3.15 -1.14 4.32 

 [-8.46] [-6.91] [-4.50 [4.28]  [-5.90] [-5.02] [-1.81] [3.86] 

Notes: The Table reports the average rate differentials and interest rate differential using 

double sorts in which country portfolios are first sorted into “low” and “high” groups based on 

past values of fundamentals and then sorted into three country groups G1, G2 and G3 based on 

past values of exchange rate changes. 

Countries are first sorted into two groups based on their lagged year-end macro-economic 

fundamentals, in which “high” (“low”) groups include countries whose macro-economic values 

are greater (lower) than their cross-sectional median. In each “high” or “low” group, I sort 

countries into 3 groups G1, G2 and G3 depending on their lagged exchange rate values as in the 

research design of the main results. There are 6 portfolios in total and now we can be able to 

evaluate whether or not the “high” lagged macro fundamental group might illustrate a different 

pattern from its “low” counterpart. 

In Table 7, there is again an identical trend of negative pattern between the “low” group 

and “high” group in both sample periods as we can still observe strong predictive power of 

exchange rate for nominal INF, nominal MON and nominal GDP but not for RP and IR 

differential. Meanwhile, exchange rate by all means appears to play a minor role in forecasting 

RGDP, RMON and RER changes. In sum, we can assert that the predictability of exchange rate 

is strong even after controlling for past values of macro variables across the two groups and then 

lagged macro fundamentals exert no influence in determining their future values. 
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4.2.2. Panel Data 

Research Design. One point to note about the requirements in conducting regression-based 

analysis is that not only we have to make an unrealistic assumption regarding the uniformity of 

all data probability distribution but also there are biases when handling with unbalanced panel 

data. Despite some its mentioned-above disadvantages compared to our main approach of 

forming country portfolios, I also performed running panel data on the database in order to test 

the robustness and consistency of the theoretical predictions made in the previous sections: 

(23) ��,��� = β��,� +  ��,���, 

Where, the dependent variable ��,��� is the macro-fundamental in the next period while the 

independent variable ��,� is the de-trended spot rates. The error term ��,��� = γ�+ θ���+ε�,���, in 

which γ� is the country fixed-effect encapsulating all components that affect ��,��� across 

countries but do not change over time. Therefore, we are allowed to use stochastically de-trended 

exchange rate in the past to predict macro-fundamentals in the future. The common time effect 

θ��� serves to short out the problem of serial correlations while ε�,��� is the individual 

observation error term. 

Main results. The upper part of the Table 8 exhibits the regression results on full sample 

while the bottom part represents results on 1974 to 2014 sample9.7Jackknife standard errors are 

utilized to account for autocorrelation and heteroskedasticity of the error terms. 

Table 8. Panel Regressions 

 INF MON GDP RP IR RMON RGDP RER 

Sample period: 1910-2014 

Const 10.15 4.42 5.46 1.33 1.77 14.20 -6.10 -4.63 

t-statistics 1.57 1.27 1.27 1.15 0.04 7.10 -3.48 -0.75 

S(t) -6.89 -5.83 -4.95 -2.08 -1.99 0.83 -0.25 6.39 

t-statistics -6.00 -5.36 -6.94 -5.96 -9.81 1.23 -0.93 5.45 

Q 0.12 0.12 0.17 0.30 0.29 0.13 0.14 0.10 

R-squared 0.27 0.27 0.34 0.30 0.30 0.16 0.41 0.28 

R-squared (within) 0.24 0.24 0.32 0.29 0.28 0.22 0.48 0.28 

R-squared (between) 0.48 0.53 0.64 0.54 0.56 0.01 0.01 0.45 

F (α=0) 6.25 9.27 11.00 15.00 14.41 5.63 5.29 7.24 

 0.00 0.00 0.00 0.00 0.10 0.10 0.10 0.10 

Observations 3028 3010 2759 2551 2551 2832 3382 3413 

Sample period: 1974-2014 

Const 4.08 2.49 7.96 1.31 1.40 -4.07 4.85 -2.17 

t-statistics 5.02 1.20 5.08 1.30 1.28 -3.05 8.82 -0.65 

S(t) -9.18 -4.61 -5.47 -2.91 -2.85 2.42 0.16 6.08 

t-statistics -8.13 -4.14 -7.07 -5.24 -5.25 1.01 0.52 6.98 

                                                 
9 Table 8 reports the regression results for winsorized data only to remove the effects of outliers. 
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 INF MON GDP RP IR RMON RGDP RER 

Q 0.16 0.39 0.34 0.48 0.47 0.23 0.22 0.21 

R-squared 0.46 0.26 0.40 0.32 0.31 0.12 0.28 0.37 

R-squared (within) 0.31 0.20 0.34 0.29 0.29 0.18 0.32 0.38 

R-squared (between) 0.85 0.63 0.72 0.40 0.37 0.06 0.11 0.48 

F (α=0) 3.50 11.62 10.11 12.80 12.17 6.27 9.69 4.61 

 0.00 0.00 0.00 0.00 0.00 9.00 0.00 0.00 

Observations 1357 1251 1355 1074 1070 1259 1383 1292 

Notes: The Table presents the results from panel data of each of the menu of macro-

variables in the future on past de-trended spot rates of the foreign currencies against the US 

dollars with time and fixed effect at the same time. The menu of variables are: INF (inflation 

rate), GDP (output), MON (money balances), RP (risk premium), IR (Interest rate differential), 

RMON (real money), RGDP (real GDP) and RER (real exchange rate changes). R-squared 

(within) and R-squared (between) are time series R-squared and cross-sectional R-squared, 

respectively. Q refers to the fraction of variance due to individual intercepts and F denotes the t-

statistics for the null that all fixed-effect are equal to zero. 

The main regression results are conforming to the previous sections’ empirical findings. 

There are strong signals of predictability for the other macro-fundamentals when the coefficients 

in the equations for all nominal variables GDP, MON, INF and IR are all significantly negative. 

Intuitively, the higher the inflation rate INF, the lower the de-trended exchange rate changes St, 

the larger the depreciation of the national currency against the US dollars.108The “within R-

squared” for all nominal fundamentals are varied around 30% on full sample and typically going 

up in the post-Bretton Woods period, indicating high degree of reliability in our time series 

predictive regression equations.  

On the other hand, there is no clear-cut relationship between de-trended spot rate and real 

macro-variables since only real exchange rate changes show significant coefficients. Meanwhile, 

the equations for de-trended spot rates for real monetary growth and real GDP reveal 

insignificant coefficients but significant constants, showing that de-trended spot rates cannot 

fully explain the movements in real money growth and real GDP growth differentials.  

Robustness Check. Having acknowledged that lagged dependent variables can suppress the 

explanatory power of the independent variables in a time series regression analysis, I carried out 

another panel regression of the macro-variables as in Table 9 on their lagged values and de-

trended spot rate. 

(24) ��,��� = β��,� + γ��,� + ��,���, 

Here, ��,� is lagged value of the dependent variable ��,��� and  ��,��� and ��,� are interpreted 

as in equation (24).  

                                                 
10 The intuition also holds for MON and GDP. 
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Table 9. Panel Regressions (Lagged dependents included as a control) 

  INF   MON   GDP   RP   IR   RMON   RGDP   RER  

Sample period: 1910-2014 

 y(t)  0.47 0.33 0.37 0.74 0.75 0.13 0.31 0.27 

 t-statistics  0.91 0.23 0.21 0.23 0.65 0.63 0.62 2.62 

 S(t)  -3.29 -3.82 -3.29 -0.60 -0.57 0.80 -0.16 4.48 

 t-statistics  -4.31 -4.48 -4.15 -0.99 -3.93 1.65 -0.78 4.23 

 Q  0.07 0.09 0.27 0.17 0.07 0.09 0.05 0.07 

 R-squared  0.46 0.38 0.37 0.72 0.76 0.23 0.54 0.35 

 R-squared (within)  0.38 0.34 0.43 0.71 0.71 0.24 0.54 0.32 

 R-squared (between)  0.86 0.72 0.32 0.86 0.98 0.05 0.41 0.80 

 F (α=0)  2.52 4.31 4.16 2.32 2.17 4.39 2.94 4.18 

 0.00 0.00 0.00 0.01 0.01 0.00 0.05 0.00 

 Observations  2779 2720 2517 2377 2380 2582 3041 3120 

Sample period: 1974-2014 

 y(t)  0.52 0.26 0.40 0.62 0.61 0.15 0.26 0.27 

 t-statistics  0.73 0.59 0.29 0.77 0.54 1.82 0.60 3.77 

 S(t)  -4.35 -4.04 -3.84 -0.94 -0.95 3.95 0.08 4.41 

 t-statistics  -6.14 -3.05 -3.19 -1.89 -3.06 1.78 0.26 3.52 

 Q  0.12 0.28 0.20 0.25 0.24 0.21 0.15 0.15 

 R-squared  0.62 0.44 0.20 0.72 0.71 0.18 0.40 0.44 

 R-squared (within)  0.49 0.27 0.47 0.61 0.61 0.22 0.38 0.42 

 R-squared (between)  0.94 0.91 0.90 0.94 0.93 0.01 0.56 0.74 

 F (α=0)  1.77 4.77 2.71 2.49 2.42 3.83 4.23 2.39 

 0.07 0.00 0.00 0.00 0.00 0.01 0.01 0.01 

 Observations  1274 1147 1269 967 965 1156 1291 1174 

Notes: The settings of the Table 9 are similar to those of Table 8 except for the inclusion of 

lagged dependent variables to replace the constants. I do not report the outcome for constants to 

reserve space. 

Controlling for lagged responding variables does not alter our results in both sample 

periods as we still witness significant predictability for all but RP nominal fundamentals, as 

opposed to contrasting results for real variables. 

In short, the overall panel-based results in this section are interpreted as supportive to the 

paper’s main outcomes regarding the macro-economic forecasting power of the exchange rates. 

5. Conclusion 

This paper contributes to the literature in macroeconomic prediction of exchange rates by 

adding commodity price index a new variable and using more up-to-date data (until Q4, 2014). 

The Granger Causality Tests provide a fairly general view about the role of exchange rate in 

determining macro fundamentals while the Portfolio Formation Approach and Panel Data 
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methodologies specifically indicates whether the future changes in macro performances have 

positive or negative impact on lagged exchange rates. 

Several clear-cut upshots from the portfolio formation approach are the appreciation of the 

currency should forecast the (i) the decrease in inflation rate, (ii) the decrease in money growth, 

(iii) the increase in gross domestic product growth, (iv) the decrease in interest rate, (v) the 

decrease in risk premium and (vi) finally the reduction in real money growth differential even 

though the linkage between exchange rates and real fundamentals appears to be weaker than 

nominal fundamentals. All of my results are robust after controlling for lagged macro- 

fundamentals. 
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Abstract: With the implementation of the ASEAN Free Trade Area (AFTA) in 1993 and the 

ASEAN Economic Community (AEC) in late 2015, all countries in Southeast Asia continue to 

improve their trade facilitation (TF) with the expectation that their exports, including of micro, 

small and medium enterprises (MSMEs), will grow. However, literature with empirical evidence 

on the relative importance of TF on export performance of MSMEs in the region is hard to find. 

This study, despite some data constraint, tries to fill this gap. It is found that although TF is 

important, it is not the most decisive one. Other factors such as foreign market access and 

MSMEs' ability to export are also crucial. This study also notes a need for further research on 

this issue.  

Keywords: micro enterprises, small and medium enterprises, trade facilitation, Asean 

economic community  

 

1. Introduction 

In Southeast (SE) Asia, micro, small and medium enterprises (MSMEs) are very important, 

not only economically but also politically, due to the sector’s economic dominance in terms of 

their share of total establishments (between 97.0% and 99.0%) and their share of total 

employment (between 61.6% and 97.2%) (Table 1). MSMEs have, therefore, a crucial role to 

play in supporting governments' efforts in countries in the region still facing problems of poverty 

and income inequality such as Indonesia, Myanmar, Philippines, Lao PDR, Cambodia and 

Vietnam to alleviate poverty and to improve income-distribution. They have also a great 

potential as a growth engine for domestic labour-intensive manufacturing industry and export of 

non-primary commodities, especially manufactured products. They are also considered important 

for rural economic development and development of local entrepreneurship, especially among 

rural women. 
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Table 1. MSMEs in SE Asian Region by Selected Countries (most recent year) 

Description 
MY 

2015 

VN 

2016 

SG 

2016 

TH 

2015 

PH 

2015 

ID 

2013 

MMR 

2015 

LA 

2009 

KH 

2007 

Number of MSMEs 

% of total enterprises 

Total employment in 
MSMEs (million 
people) 

Percentage of total 
employment 

MSMEs share in 
GDP (%) 

735,435 

99.2 

6.6 

 
 

65.5 

 
36.6 

590,000 

97.0 

5.4 

 
 

77.0 

 
41.0 

216,900 

99.0 

3.4 

 
 

65.0 

 
47.0 

2,765,986 

99.7 

10.75 

 
 

80.44 

 
41.1 

896,839 

99.5 

4.79 

 
 

61.6 

 
35.7 

57,848,681 

99.9 

114.14 

 
 

97.0 

 
39.66 

126,237 

99.4 

n/a 

 
 

97.0 

 
58.0 

126,717 

99.8 

0.29 

 
 

83.0 

 
n/a 

31,149 

99.0 

n/a 

 
 

72.0 

 
n/a 

Notes: BN: Brunei Darussalam;KH: Cambodia;ID: Indonesia;LA: Lao PDR;MY: 

Malaysia;PH: Philippines;SG: Singapore;TH: Thailand;VN: Vietnam, MMR: Myanmar. 

Sources: ADB (2014a, 2015); SME Corp Malaysia (2015, 2016), ASEAN (2015), VCCI (2015) and Hung, at 

al. (2014), the Office of SMEs Promotion (OSMEP) (http://www.sme.go.th/eng/index.php/data-

alert/alert/report-other), MSMED Council (2010), Philippine Statistics Authority (PSA) 

(http://psa.gov.ph/content/2012-updating-list-establishments-ule-final-result), Department of Trade and 

Industry Philippines (http://www.dti.gov.ph/dti/index.php/2014-04-02-03-40-26/news-room/179-workshop-on-

market-access-for-smes-set), Menegkop & UKM (www.depkop.go.id), BPS (www.bps.go.id), Luc (2017), 

Charltons Myanmar (https://www.charltonsmyanmar.com/contact-charltons-myanmar/), IFC&EU (2010), 

WASME (2017), ERIA and OECD (2014), Bank of Lao PDR (2009), and Department of Statistics Singapore 

(http://www.singstat.gov.sg/statistics/visualising-data/infographics/economy). 

For all these reasons, countries in the region have launched various programmes and 

introduced many regulations to support MSMEs. The importance of MSMEs in the region is also 

recognized by the Associatino of Southeast Asian Nations (ASEAN), and this is evident form the 

launch by the ASEAN Secretariat of the ASEAN Strategic Action Plan for SME Development 

2016-2025. It has five strategic goals, including enhance market access and internationalization 

with two desired outcomes, i.e. support schemes for market access and integration into the global 

supply chain will be further developed, and export capacity will be promoted (ASEAN, 2015). 

ASEAN appears to be leading the Asia Pacific in free trade agreement (FTA) formation. 

The ASEAN Free Trade Area (AFTA) was implemented in 1993 and the ASEAN Economic 

Community (AEC) was officially launched in late 2015 with the aim to create a single market 

and production base.  All 10 ASEAN member states (AMSs) continue to improve trade 

facilitation (TF). It is generally expected that full access to TF for exporting MSMEs will have a 

great positive effect on their export, ceteris paribus, other export determinant factors are in 

favorable conditions.  

This study is considered important for two main reasons. First, as reported by the ASEAN 

Secretariat (ASEAN, 2015), in contrast to their dominant shares in total establishments and total 

employment, MSMEs' share of national total exports remains small (between 15.7% and 29.9%). 

Second, although in some AMSs there are  a number of studies, mostly field survey-based, on 

determinant factors of export performance of MSMEs, literature with the focus on the 

importance of TF for exporting MSMEs in the region is very limited. Especially studies with 
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empirical evidence at the macro level are not available. But, it is understandable simply because 

aggregate/national data on exports of MSME in the region are scarce. Only very few AMSs have 

such data. So, although the issue of TF and MSMEs' exports is clearly an important policy issue 

in ASEAN, the limitation of macro-level data has made it difficult to study systematically the 

importance of TF as a means to boost MSMEs' exports in the region. 

Despite data constraint, nevertheless, this study was carried out with the aim to get the first 

picture about the issue and at the same time to fill the literature gap on this issue, especially with 

respect to MSMEs in SE Asia. It also offers future research directions on the importance of TF 

on export growth of MSMEs.  

2. Asean trade openness and trade facilitation 

The common recognition of the importance of free flow of trade (in goods and services) as 

well as investment flows between AMSs as well as between them and the rest of the world for their 

high and sustained economic growth and hence poverty reduction was among several important 

reasons for ASEAN governments to implement the AEC. Although long before that, since the 

establishment of ASEAN, many ASEAN intra-trade agreements have been signed and implemented.  

The AMSs are not only progressing in the deepening of economic integration among themselves, but 

they are also very active in pursuing FTAs with their strategic economic partners outside the region. 

As of 2016, ASEAN as a regional economic organisation and its member states as individual 

countries were involved in over 100 FTAs. While many of these FTAs are already in full effect (e.g. 

those with China, Japan, South Korea, Australia and New Zealand, and India), others are either still 

under negotiations or in the early stages of discussion with trading partners. 

Although all AMSs are seeking to increase their international trade through various ways 

including reforming their foreign trade policies toward liberalisation, the degree of trade 

openness varies among them with Singapore as the leading economy (Table 2 & Figure 1). At 

least there are two important explanations for that variety. First, individual AMSs may face 

differences in domestic and foreign non direct trade-policy related constraints such as 

infrastructure and logistic, transportation, access to financing, availability of raw materials, 

companies' internal constraints and many others as already discussed in Section 3. Second, the 

degree of achievement of trade policy reforms may also vary between them.      

Table 2.  Trade in Goods* as % of GDP in ASEAN by Member State 

AMS 2000 2005 2010 2011 2012 2013 2014 2015 

Brunei Darussalam 

Cambodia  

Indonesia 

Lao PDR   

Malaysia 

Myanmar 

Philippines 

Singapore 

Thailand 

Viet Nam 

83.5 

90.9 

58.0 

52.9 

192.1 

1.1 

88.7 

284.5 

103.9 

96.6 

80.7 

108.5 

50.1 

52.8 

178.3 

0.3 

88.0 

337.5 

120.7 

120.1 

83.3 

85.9 

38.9 

56.5 

142.1 

0.2 

55.1 

279.8 

110.8 

135.5 

86.7 

95.2 

42.7 

57.0 

139.5 

0.2 

50.1 

281.0 

121.2 

150.3 

86.9 

98.1 

41.6 

58.6 

134.8 

22.6 

47.2 

272.0 

120.4 

146.5 

83.2 

106.6 

40.5 

49.7 

134.4 

40.2 

45.0 

259.7 

112.9 

154.2 

82.9 

107.2 

39.8 

59.0 

130.9 

44.0 

44.8 

251.7 

112.1 

160.1 

74.0 

112.7 

34.0 

64.9 

126.6 

44.3 

42.9 

219.7 

104.4 

169.5 

Note: * The sum of merchandise exports and imports 

Sources: International Monetary Fund. May 2016. International Financial Statistics (CD-ROM). Washington, DC 
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Figure 1. Share of ASEAN World Trade by Member State, 2016 (% of World Total). 

Source: WTO (2016).  

One way to assess the level of achievement of trade policy reform in AMSs is to look at 

the extent to which their border administrations have become more efficient and transparent as a 

result of the reforms. For this purpose, as explained before, this study uses an index called the 

Efficiency and Transparency in Border Administration (ETBA) Index, built by the World 

Economic Forum in collaboration with the Global Alliance (WEF & GAFTF, 2016). This index 

is consisted of 13 indicators, namely customs services, efficiency of the clearance process, time 

to import (documentary compliance), time to import (border compliance), cost to import 

(documentary compliance), cost to import (border compliance), time to export (documentary 

compliance), time to export (border compliance), cost to export (documentary compliance), cost 

to export (border compliance), irregular payments in exports and imports, time predictability of 

import procedures, and customs transparency index.  Thus, this index is a measure of current 

condition of TF in a country.  

As shown in Figure 2, Singapore has the highest score (6.4) which made the country in the 

first rank out of 136 countries. It is consistent with its highest ratios of merchandize trade to both 

its GDP (see again Table 2) and world total trade (see again Figure 1), compared to other AMSs. 

With this, it can be easily concluded that within ASEAN, Singapore has achieved the highest 

degree of trade openness and it has the best TF.  

 

Figure 2. The ETBA Index in ASEAN (rank & score) 

Note: the numbers in parentheses are the rank out of 136 surveyed countries by the WEF. 

Source: WEF & GAFTF (2016) 
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3. Export performance of Asean MSMEs  

Based on various sources of information from official reports and literature on MSMEs' 

exports in Southeast Asia which were accessible during this study, Table 3 shows MSMEs 

contributions to total national exports in the region. Unfortunately, this table only covers some 

AMSs where most recent data are available. As can be seen, the contribution varies by country 

with Thailand reveals as the AMS with the highest export share of MSMEs, and followed by 

Philippines.   

Table 3. Percentage Shares of SMEs in Total Export Values in Selected AMSs in Latest Year 

Member States Share (%) 

Thailand 29.9 (2015) 

Philippines 25.0 (2015) 

Vietnam 20.0 (2002) 

Malaysia 18.6 (2016) 

Singapore 16.0 (2002) 

Indonesia 15.7 (2013) 

Sources: data/information collected from Tambunan (2010, 2014), ASEAN (2015), UN-ESCAP (2010), 

OSMEP (2010. 2014, 2015), Yuhua (2013), ADB (2014, 2015), SME Corp Malaysia (2016a,b), Wignaraja 

(2012), Harvie and Lee (2002), Department of Trade and Industry Philippines 

(http://www.dti.gov.ph/dti/index.php/2014-04-02-03-40-26/news-room/ 

179-workshop-on-market-access-for-smes-set). 

Table 3, however, only deals with direct export (sold directly abroad by MSMEs). If 

MSMEs' indirect exports are also taken into account, their contributions could be much larger 

than the percentages given in the table. This is because MSMEs in the manufacturing industry 

often make up a significant part of the value or supply chain, and may not be included in the 

direct export data. It is also suggested by a report on MSMEs in Indonesia from the Asian 

Development Bank (ADB, 2002) that the relatively low representation of MSMEs in exports, 

compared to their larger counterparts, is mainly due to a significant part of MSMEs’ exports 

going unrecorded because they occur indirectly through international trade networks or 

subcontracting arrangements with intermediaries. In Harvie (2004), it is stated that MSMEs 

generate about 30% of direct exports, compared to indirect exports, through supply chain 

relationships with other firms (mainly LEs), which could rise to 50% of total trade. Indirect 

exports take place through merchant exporters, trading houses and export houses. Sometimes, 

these indirect exports are also in the form of export orders from LEs, including multinational 

companies, where MSMEs play the role of the supporting manufacturer, or the supplier of parts, 

components and sub-components.  

A comprehensive study by Abe (2015) shows that many MSMEs in some AMSs are 

involved in international or regional supply chain or in indirect export activities through 

subcontracting production linkages with domestic exporting LEs for various reasons, including 

that doing indirect export is easier and less costly than direct export for MSMEs, market is more 
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secure, and capital requirement is much less or if they need a lot of initial capital to start the 

production they may have an alternative source of finance from their contracting companies 

within the supply chain. In the automobile industry in Thailand, for instance, many MSMEs are 

engaged in the lower-tier production within global value chains that provide them an entry point 

to the automotive part industry, but no MSMEs in the industry sold their products in 

international open markets. In Cambodia, Bangladesh, India and People Republic of China, as 

another example,  in garments and apparel industries MSMEs doing direct export are much less 

than those involved in global value chains because of e.g. entry barriers are relatively low; 

relatively low cost; favourable business conditions for MSMEs to this kind of business due to 

their greater flexibility, low skilled technology and adaptability to local community; high 

demand from multinational companies due to the following two pressures, namely pressure to 

meet stringent international standard regarding labor and environment, and demands for cheaper 

products, higher quality and shorter lead time. 

Yoshino and Wignaraja's (2015) study shows that ASEAN accounted for 9.3% of world 

supply chain trade (SCT) over the period 2009-2013 with Malaysia as the largest player. With 

respect to MSMEs, as shown in Table 4 based on Wignaraja's (2013) study, the percentage in 

total ASEAN SCT is 22% with Malaysia with the highest percentage. This table may indicate 

that Malaysian MSMEs are more active in indirect export (SCT) than direct export shown in 

Table 3.  

Table 4. MSMEs in Supply Chain Trade (SCT) in Southeast Asia, 2009-2013 

Member States Country share (% of total ASEAN SCT)* MSMEs share (% of all MSMEs)** 

Malaysia 2.7 46.2 

Thailand 2.0 29.6 

Singapore 1.7 n/a 

Vietnam 1.1 21.4 

Philippines 1.0 20.1 

Indonesia 0.8 6.3 

Cambodia 0.2 n.a 

Source: *Yoshino and Wignaraja's (2015), **Wignaraja (2013) 

4. Literature review: Factors influencing MSMEs’ exports  

Generally, market orientation of MSME is different than that of their larger counterpart 

(LEs). The majority of the former group especially micro and small enterprises (MSEs) produce 

simple and cheap consumption goods which are often considered as inferior goods for local poor 

or low-income buyers; although there are many evident showing that MSEs also export, either 

directly or indirectly through e.g. subcontracting or marketing arrangements with LEs. Exporting 

MSEs are mainly found in furniture, foods, clothes and handicraft industries. 

Wattanapruttipaisan’s (2005) study, for instance, shows that direct contribution made by MSMEs 

to total export earnings in SE Asia is much less than 50%; although it varies by countries. This 

evidence is consistent with a report from APEC in 2003 which shows that MSMEs in the region 
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contributed less than 30% of direct exports on average. This evidence leads to question: do 

MSMEs in SE Asia have the capability to export, especially directly to final buyers in foreign 

countries? 

The literature on MSMEs' export has been growing in the past few decades with a general 

conclusion that MSMEs do have export potential but they faced many constraints which limited 

them to fully participate in export activities. Table 5 presents main findings of key research 

papers written since 1990s on determinant factors or main constraints of MSMEs' exports. The 

papers also provide comprehensive literature reviews on the issue. Most of the papers were based 

on field surveys on exporting MSMEs in many parts of the world.  

Table 5. General Findings from Key Literature on Determinants/ 

Constraints of MSMEs' Exports 

Literature Region/Country Main determinants/constraints 

Hine and Kelly 
(1997) 

Asia Inside firms (internal environment): attitudes, values, perceptions of risk, 
continuous learning, managerial and marketing skills, availability of resources 
(including financial resources), adjustment of organizational structure, and the 
availability and effective use of information 

Outside firms (external environment): expanding trade and commercial 
movements, differences in national values, language, culture, economic 
structures, institutions, and histories, the distribution of wealth between 
countries, the level of protection (i.e. tariff as well as non-tariff barries 
policies), exchange rate policies, red tape and other unnecessary administration 
procedures, and multilateral, regional, and bilateral trade policies. 

Sandee, Henry and 
Buddy Ibrahim 
(2002), 

Indonesia 

 

Obstacles on the supply side: high transaction costs, high wage of workers, 
lack of access to formal credit. Obstacles on the demand side: increasing 
competitions from other exporting countries. 

Valodia and Velia 
(2004) 

South Africa In domestic economy: cost of imported inputs/raw materials, poor business 
linkages, exchange rate movements, niche markers where demand was not 
price sensitive, lack of production capacity, disability to produce high or 
international standard quality goods. licensing/paten rights, firm size, lack of 
knowledge of international markets.. 

In foreign markets: high tariffs, import licensing and other non-tariff barriers, 
anti-dumping actions,   unreliable South African firms as overseas suppliers, 
illegal custom control procedure. 

Hessels and 
Terjesen's (2007) 

Netherlands How firms adopt legitimate business or industry practices, how firms access to 
key resources (e.g technology, capital, market information, raw materials, 
international marketing knowledge). 

Amornkitvikai, 
et.al. (2012) 

Thailand Positive effects: government assistance, foreign ownership, municipal location, 
R&D, skilled labour. 

Mixed effects: firm size and age, labor productivity. 

Petrit, et al. (2012) South Eastern 
Europe 

firm size, ownership, sector of activity, the availability of external finance, 
affiliation with business organisations, education of the workforce and, to a 
lesser extent, technology-related factors. 

Wignaraja (2012) Malaysia, Thailand, 
Indonesia, 
Philippines, 
Vietnam 

Firm size, foreign ownership, higher worker’s education, obtaining 
international-agreed certificates (such as ISO), having access to foreign 
technology, having access to bank’s credit. 

Mupemhi, et al. 
(2013) 

Zimbabwe Positive effects: availability of funds, management attitudes, knowledge of the 
market risk perception, international networks, intensity of competition.  

No effects: age and size of the firms, technical ability of managers.   

Nyatwongi (2015) Kenya Policy and legal framework,  
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Literature Region/Country Main determinants/constraints 

Harchegani, et al. 
(2015) 

Iran Environmental factors (which includes stability in political, economic and legal 
environment, database to access taste of export markets, and attractiveness of 
export markets), managers' commitment to export (which includes a separate 
export unit, regular visit of export markets, and using export market research), 
managers' export marketing strategy (which includes product adaptation 
strategy, pricing adaptation strategy, product innovation strategy, foreign 
advertisement, new products), export incentives (which includes export 
motives, export problems, and competition), objective characteristics of the 
firm (which includes such as size, export experience, expert human resource 
and sufficient financial). 

Mpunga (2016) Tanzania Adequate and stable financial capital, knowledge on foreign language, 
production technology, information and communication technology (ICT), 
information search competencies, MSMEs' standard products, restrictive 
entrance procedures into the country, export market characteristics (e.g. 
complicated business laws/regulations, customers' indifference with foreign 
goods, price uncertainty in the export markets, product competition in the 
export market, and complicated travel accreditation). 

Alam's (2017) China, India, Russia Foreign ownership, international certification, foreign technology, 
establishment in export processing zones. 

Besides literature specifically on factors influencing export of MSMEs, there are also some 

studies focused mainly on key factors that influenced the decision of MSMEs' owners who 

initially only served local/domestic markets  to engage in export.  Julien and Ramangalahy's 

(2003) research is among these studies which indicates that the limited ability to acquire 

information and knowledge about foreign markets and to manage foreign activities is largely 

responsible for MSMEs' relatively low level of exporting commitment and poor performance. 

While,  Belso-Martinez (2006) found that because of these limitations, industrial districts or 

clusters have been increasingly recognized as an organizational model enabling MSMEs to 

become exporters and to compete internationally. In Indonesia, for instance, most export-

oriented MSMEs are found in clusters. Many MSMEs inside clusters were previously only 

served local or national markets, but then they also sold their products, directly or indirectly, 

abroad. Some clusters are more developed than others in export activities, mainly because they 

have well-developed long-term subcontracting arrangements with domestic exporting big 

companies or trade contracts with domestic trading companies/agents or distributors in importing 

countries (Perry and Tambunan, 2009; Tambunan, 2010, 2013, 2015).  

Literature on TF has also been growing especially since 2013 when WTO members 

concluded negotiations at the 2013 Bali Ministerial Conference on the landmark Trade 

Facilitation Agreement (FTA). Unfortunately, empirical studies on the importance of TF on 

MSMEs are very few. Among them are Hoekman and Shepherd (2013) who found that export 

time as a measure of TF together with size of firms and ownership are positively related to 

MSMEs' participation in direct export. Li and Wilson's (2009) study shows that the improvement 

in TF tends to increase probability of MSMEs to export. In particular, better information and 

communication technology (ICT) services, streamlined clearance, and less transportation 

obstacles increases chance of export participation of MSMEs, given other factors that also have 

influences on firms' capability to do export independently such as finance, skilled workers, 

technology, and market information. Findings from Cardoza, et al.'s (2012) study on MSMEs in 

Jiangsu Province, China suggests that limited access to finance, domestic inefficiencies in 

logistics and distribution, international transport costs and payment collection costs, and adverse 
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regulatory frameworks affect negatively decision of MSMEs to participate in export market. 

Three other factors, namely, government assistance, state participation, and public procurement, 

are not statistically significant.  

De Dios (2009), who investigated the impact of ICT-based TF measures on MSMEs in the 

Philippines, found that the ease and speed of electronic lodgment have reduced transactions costs 

somewhat and hence MSME exports are at an advantage. This is because compliance costs for 

MSMEs are disproportionate to their size, so that ICT-based lodgment favors them by lowering 

total cost burdens and costs per unit export.   

Son and Son (2011) have investigated cross-border trade between Cambodia, Lao PDR and 

Vietnam, which has expanded rapidly over many years. They found that among the factors that 

contributed to this phenomenon was the application of a number of cross-border trade facilitation 

measures. Their study also shows that the emphasis of cross-border TF among these AMSs was 

on customs procedures, inspection and quarantine measures, trade logistics, transport, and 

mobility of business people, while the important role of financial services had been overlooked. 

Using the case study of Vietnam, the study investigated how users and providers of financial 

services in the border-gate areas saw financial services as a factor of cross-border TF, and it was 

found that, for the local business community, financial services were an important factor for 

cross-border TF. 

Probably, Duval and Utoktham's (2014) study is the most comprehensive research on the 

importance of TF for MSMEs engaging in either direct exports or international production 

network (IPN) in the Asia-Pacific region. With a binomial logit regression, it indicates that, 

among other factors, access to a variety of external trade finance sources including bank 

financing and supplier credit, is important to boost MSMEs' export participation. Whereas, 

modern information technology and international quality certification appear to be particularly 

crucial for MSMEs to participation in IPN. 

Indonesia has also some studies on TF, but not specifically on MSMEs, such as by Damuri 

(2006) and Rahardhan, et al. (2008). One important finding from the former one is that many 

traders faced difficulties in meeting certain new introduced trade regulations and procedures as 

part of the country's effort to improve its TF because they were issued and implemented at the 

same time, without any notification whatsoever. The lack of formal consultative mechanisms 

exacerbated the situation even further. The second study was based on a field survey of 

exporters, and it shows that, from the perspective of the respondents, the most important items of 

TF were: (i) with respect to tariff barriers: removing all problems related to custom procedures, 

bringing tariff differences in line with declining MFN tariffs, improving administration 

procedures in filling out all required forms, and providing information on the Common Effective 

Preferential Tariff (CEPT) scheme; (ii) with respect to non-tariff barriers: the elimination of 

problems related to import licenses, regulations on specific technical requirements, costs of 

various extra taxes, including tax of foreign exchange transactions, import license, and many 

others, and custom clearance procedures. 

The only research on the importance of TF on MSMEs' export in Indonesia is from 

Tambunan who had conducted two surveys in 2009 and 2012. In 2009, the study was based on a 
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survey of 39 export-oriented MSMEs in the wood furniture industry in the province of Central 

Java. The respondents were asked which forms of TF were considered as the main problem for 

them in doing export. Although different individuals (or groups of individuals) have different 

perceptions about the degree of the problem with respect to each forms of TF, the following six 

forms of TF were mentioned by the respondents, i.e. (1) customs regulations and cost involved 

(7 respondents); (2) shipments (2 respondents); (3) documents required for export (4 

respondents); (4) environment, health and safety regulations (3 respondents); (5) harbour 

facilities and costs involved (2 respondents); and (6) trade financing, especially with respect to 

letters of credit and/or trade credit (21 respondents). Another interesting finding was that the lack 

of access to trade financing was also a problem for the majority of respondents. It is interesting 

because many banks in Indonesia have been implementing efforts to facilitate MSMEs in trade. 

Not only private commercial banks, such as Bank International Indonesia and Standard 

Chartered Bank, but also several state-owned banks such as Bank Mandiri, BRI, BNI and Bank 

Ekspor-Impor Indonesia are providing TF to MSMEs. The TF in Indonesia includes loans for 

working capital, investment credit, letters of credit (L/C), foreign exchange line, bank guarantee, 

shipping guarantee, business management account –international trade (current account with 

interest and integrated trade facility), Loans Against Trust Receipt (LATR), Inward Bills 

Collection (IBC), Invoice Financing for Suppliers (purchase), Credit Bills Negotiation (CBN) 

Clean and Discrepant, Pre-Export Financing, Export Bills Collection (EBC), etc. It revealed that 

many of the respondents who said that trade financing was a problem were not informed about 

all those banks' facilities. 

Tambunan's second (2012) study was also based on a field survey conducted in two 

clusters of export-oriented MSMEs with 82 respondents: 30 producers in Solo city in the 

province of Central Java and 52 producers in D.I. Yogyakarta. The respondents were only those 

currently exporting and were selected randomly based on the lists of members provided by 

regional offices of Chamber of Commerce and Indonesia. Not all respondents were MSMEs; 

some were also LEs for a comparison reason. Face-to-face interviews were conducted using a 

semi-structured questionnaire, consisting of a list of questions covering broad areas related to 

TF. The findings suggest that LEs have more access to TF needed to support their export 

activities than their smaller counterparts. For instance, around 73.9% of a total of 23 LEs in the 

sample had access to trade financing, while only 7.1% of a total of 59 MSMEs surveyed had 

access. For trade insurance, almost 70% of the sampled LEs had access to, compared to only 

around 3.6% of the sampled MSMEs. For access to information, the comparison is almost 87% 

of LEs versus almost 39% of MSMEs.  

5. Theoretial framework 

The above literature review indicates obviously that there are many factors affecting the 

export performance or export capability of MSMEs simultaneously. Depending on their initial 

sources (e.g. internal and external; national and international), or the way they affect (i.e. directly 

vs. indirectly), and on the emphasis or the aim of a research, these factors can be grouped into 

several categories. As illustrated in Figure 3, the factors can be divided into 'domestic/national' 

factors and 'foreign/international' factors. The latter can further be distinguished between 'foreign 

trade policies' (e.g. protectionism or free trade regime; import regulations) and 'other non-
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domestic/international factors' (e.g. international transportations, regional security, foreign 

market competition environment, etc.). Domestic or national factors consist of policy and non-

policy factors. The policy factors include national trade policies (e.g. regulations, administration  

requirements, export and import tariffs), and the non-policy factors can be distinguished between 

factors inside the company or the 'company's internal factors/environment' (e.g. skills of workers, 

business organization style, knowledge and vision of owners/managers, availability of 

technology and capital, business networks) and factors outside the company or 'company's 

external factors/environment', which include TF. Other external factors are such as access to 

technologies, training/education, and information; availability and prices of raw materials; and 

others which are not considered as TF.    

Theoretically, it can be expected that foreign trade policies, reflected by, the degree of 

foreign market access, will have effects on MSMEs' exports. Less or no import restrictions in 

countries of destination means more export of MSMEs, ceteris paribus, other export 

determinants are in favourable condition or at least remain constant.    

Similarly, it can be expected that national trade policies, reflected by the level of trade 

openness (i.e. percentage of total export and import in GDP), will have effects on export 

performance of MSMEs, ceteris paribus. National trade policies toward liberalization will be 

resulted in e.g. low or no tariff for imported raw materials or production tools needed by 

exporting MSMEs, and low or no tariff for MSMEs' exported goods. But, national trade policy 

can also be reflected by the condition of TF: as the main aim of countries adopting free trade 

policies is not solely to raise import but to increase their export, and to achieve that they have to, 

among others, provide or to improve existing TF. So, domestic export-oriented firms can export 

easy and efficient.   

Now, of course, at the end it all depends on the ability of MSMEs to make a good use of 

increasing export opportunity caused by more foreign market access or national free trade 

policies or better access to TF. In other words, good company's internal environment and 

business friendly environment (company's external factors) must also in place. 

 

Figure 3. System of Factors Affecting MSMEs' Exports 

Trade Openess Export Growth Foreign Market Access 

Foreign Trade Policies 

Other Determinant 
Factors 

MSMEs TF 

National Trade Policies Other international factors 

Firm's External Factors Firm's Internal Factors 
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In summary, ceteris paribus, other determinants are constant or in favour of MSMEs' 

export, more foreign market access or/and more TF will affect MSMEs' exports positively, and 

hence export share of MSMEs will increase, given that export of LEs keeps constat.  

6. Econometric model and sources of data 

To estimate the effects of foreign market access and TF on export share of MSMEs, this 

study uses a simple linear regression model with percentage share of MSMEs in total export 

values in selected AMSs (see Table 4) as the dependent variable, denoted by "Y". The 

independent variable are efficiency and transparency of border administration (ETBA) in 

ASEAN (rank and score), denoted by "X1" (see Figure 3) and foreign market access (FMA), 

denoted by "X2" (see Figure 5). The coefficients of independent variables are "a" and "b". The 

data is obtained from various sources. This is not comparing between countries but to analyse the 

relation between the variables. Data for export share of MSMEs were collected from various 

accessible sources e.g. national statistic agencies, government reports/database and academic 

papers. Data for FMA are from the FMA Index, which is a subindex of the Global Enabling 

Trade Index (GETI) published in selected years (the last one in 2016) by the World Economic 

Forum (WEF). The GETI is based on data from more than 100 individual countries collected by 

the WEF from its annual Executive Opinion Survey for its annual report The Global 

Competitiveness Report. The FMA Index can be seen as a proxy of foreign market accessibility 

for AMSs' exports. Data for ETBA are from the ETBA Index, which is also part of the GETI. It 

measures the degree of efficiency and transparency of border administration in more than 100 

individual countries. This index represents the condition of TF in this study. The more efficient 

and transparent are the border administration of a country, which means the better the condition 

of the country's TF, the higher its index.  

7. Result findings and discussion 

The main research question here is: does TF have real effect on MSMEs' export? The 

above review of studies on TF and MSMEs' export by using firm-level data from a number of 

developing countries may suggest that indeed TF is important to boost MSMEs' export. While, 

evidence based on macro-level data does not exist or hard to find.  Even, data which were 

available for this study presented in Table 3 give the opposite impression that efficiency and 

transparency in border administration, as an important part of TF, have no effect at all on 

MSMEs' exports. Because, if there is any effect, the percentage of MSMEs' exports in Singapore, 

for instance, should be much higher than what is shown in Table 3, or even it should be the 

highest in the group, simply because Singapore has the highest ETBA Index (see again Figure 2). 

Even, the regression result shows a negative correlation between TF and export share of MSMEs 

(Table 6). 
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Table 6. The Regression Result 

Y                      Robust 

Coef.            Std. Err.           t              P>|t|              [95% Conf.         Interval] 

X1 

X2 

Constant 

-.0145706   .0239896        -0.61           0.586             -.0909161            .0617749 

  .0083297   .0511216         0.16           0.881             -.1543621            .1710216 

  .2480806     .271093         0.92          0.428             -.6146583              1.11082 

Number of obs =       6 

F(  2,     3) =    0.24 

Prob > F      =  0.7983 

R-squared     =  0.0636 

Root MSE      =  .06888 

Econometrically, one way to test the accuracy of a model which indicates the fit of the model 

is the Root MSE of estimate. It judges the magnitude of the root MSE of estimate relative to the 

values of the dependent variable, and particularly to the meaning of Y. The closer to zero is better. 

As observable in the regression result, the root MSE is at 0.07, which means that the estimate is 

particularly small and closer to zero and so it is relatively accurate. The P-value is at 0.8, which is 

significantly high compared to the alpha at 0.05. Based on the result, it could be said that the study 

needs more data elaboration to explain the relation between dependent variable and the 

independent ones. But, as explained before, one serious limitation of this study is data. With 

respect to the coefficient of determination, Table 6 shows that r-square is 0.06 or 6% meaning that 

the 6 percent of the variation is explained by the two independent variables, while the rest remains 

unexplained. Hence, no matter how the coefficient of determination ismeasured, the model’s fit is 

very small.  Because there is more than one independent variable, this work uses the method of 

analysis of variance (ANOVA) to determine whether the model is valid. To test the validity of the 

regression, at least one variable is not equal to 0 and so the null hypothesis is not true. 

The scatter diagram in Figure 4 confirms the regression result, which indicates that the 

relationship between TF and export share of MSMEs has a negative coefficient. How could this 

happen? Logically, that the existence of TF (regardless of its form or type) should have a 

positive, not negative coefficient  (regardless its value and statistical significance) since the main 

purpose of TF is to simplify export and import at a cheaper cost.  

 

ETBA Index 

Figure 4. MSMEs' Export Share (%) and the ETBA Index of Selected AMSs 

Source: Table 4 & Figure 3 
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At least there are four possible reasons: 

a)  data problem. Especially in developing low income countries, the lack of basic data on 

MSMEs for important variables, including export, is a serious problem. In ASEAN, only few 

member states, i.e. Malaysia, Thailand, Indonesia, and the Phillippines, have official data on 

MSMEs' export. For Singapore and Viet Nam, data were not from related government agencies 

but taken from some academic papers. Without data on export, it is impossible to examine 

empirically at the macro level the importance of TF for export growth of MSMEs;  

b) inadequate information on existing TF.  

Most likely that many MSMEs' owners, especially in rural or remote areas with no or 

limited access to information and communication, are not aware of any existing TF. Or if they 

have ever heard about it, they do not know its procedure. Even in urban areas or cities, not all 

owners of MSMEs are well-informed with existing TF or aware about the benefit of using it for 

their export. From his study based on a field survey of export-oriented MSMEs in two important 

cities in the province of Central Java, Indonesia (i.e. Solo and D.I.Yogyakarta), with a total of 82 

respondents, Tambuan (2009) found many of the respondents never heard about TF, either 

provided by the central, regional or district government. According to him, there are two possible 

reasons, namely lack of information from the government about its provided TF, and/or, lack of 

own initiative of exporters in seeking information about TF provided by the government. More 

interestingly from his study is that some respondents, especially from the category of micro 

enterprises, were found to have no any idea about what kind of supports or facilities they really 

need for their export;    

c) MSMEs have many internal constraints.  

Although TF is available and can be fully accessed by MSMEs, it does not mean that 

MSMEs can crease their export automatically. It is generally discussed and empirically evident 

in the literature that MSMEs especially in low income countries are facing many internal 

constraints that inhibited MSMEs to engage in export or limited the ability of exporting MSMEs 

to increase their export. The internal constraints are including (i) lack of skilled workers; (ii) lack 

of advanced technology, including information and communication technology (ICT); (iii) 

shortage of capital not only for financing export but also to purchase new machineries and other 

investment purposes; (iv) lack of managers with expertise and extensive knowledge on targeted 

foreign markets/global demand,  international marketing  foreign language, foreign culture and 

import regulations in destination countries; (v) lack of entrepreneurial zeal of the owner; (vi) 

lack of innovation culture or capability to do research and development; (vii) lack of economies 

of scale and scope; and (viii) lack of global networks, including solid distribution channels. All 

these constraints are more perceived by micro and small rather than medium enterprises, and 

especially those in rural areas. So, it is not surprise that MSMEs in developing countries are 

generally local/domestic market oriented (e.g. Roberts and Tybout ,1997;OECD, 2008, 2009; 

Ottaviano and Martincus, 2009; Li and Wilson, 2009; Abe 2015);  
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d) lack of foreign market access. 

Based on their deep investigations on export capability of MSMEs in a number of less 

developed countries, Ottaviano and Martincus (2009), Li and Wilson (2009), and Abe (2015) 

conclude that the successful of MSMEs in export also depends on low or no entry-barriers in 

destination countries. In this study, the degree of foreign market access facing individual AMSs 

is measured by the Foreign Market Access (FMA) Index from the WEF, as shown in Figure 5. It 

assesses tariff barriers faced by a country’s exporters in destination markets. It has two 

indicators, namely (i) the average tariffs faced by the country, and (ii) index of margin of 

preference in destination markets negotiated through bilateral or regional trade agreements. With 

respect to this second indicator, among other reasons, less developed /low-income/poor countries 

usually have lower tariff barriers and/or more preference for their certain export commodities 

given by developed/rich countries as part of their development aid for the countries. 

 

Figure 5. The FMA Index in Selected AMSs, 2016 

Source: WEF&GAFTF (2016) 

Figure 5 shows that Cambodia has the highest index, and thus the country should have the 

largest export share of MSMEs in ASEAN. Unfortunately, data on Cambodian MSMEs' export 

are not available. Nevertheless, with data in Table 4, and the regression result in Table 6, the 

scatter diagram in Figure 6 proves that foreign market access is indeed an important determining 

factor for MSMEs' export. But, even if foreign market is fully accessible, still there is no 

guarantee that MSMEs in ASEAN can enter the market as long as they are not able to overcome 

all the above mentioned internal deficiencies (as well as firm's external constraints such as  lack 

of infrastructure and inefficient logistic). An interesting case here is to compare Thailand with 

the Philippines: the FMA Index of Thailand is much lower than that of the Philippines, but, as 

shown in Table 4, MSMEs' export share in the former country is higher than that in the latter 

one. By assuming that the export data are correct, this may suggest that Thai MSME in general 

are more able to export than their Philippines counterparts. 
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Foreign market access index 

Figure 6. MSMEs' Export Share and the FMA Index of Selected AMSs 

MSMEs Export share (%) 

Source: Table 4 & Figure 4 

Finally, annual global surveys by the WEF (the Executive Opinion Survey/EOS) in more 

than 100 countries may add important information about other current problems, not related to 

TF or foreign market access, of MSMEs in doing their businesses, including exports. The EOS in 

each country covers minimum 80 to maximum 85 companies across sectors as respondents. In 

each country, half of the randomly selected companies are MSMEs (i.e. companies with less than 

500 employees). The selection of the companies in each sector was according to the country's 

GDP structure. Thus, in Indonesia, for instance, the majority of the selected companies are in the 

manufacturing industry, as it is the largest contributing sector to the country's GDP. The 

owners/presidents/managers/directors/CEOs of the sampled companies in all sampled countries 

were given the list of problematic factors, and they were asked to select the five most 

problematic factors in their country and to rank them between 1 (most problematic) and 5. The 

score corresponds to the responses weighted according to their rankings.  

The information given in Table 7 is drawn from the 2016 EOS regarding AMSs. As can be 

seen, in Cambodia (KH), for instance, from the given list of 12 factors, the most problematic 

factor mentioned by the largest percentage (18.1%) of the respondents is identifying potential 

markers and buyers. In Indonesia, it is high cost or delays caused by domestic transportation with 

17.1%, and so on. Although the results in Table 7 can not generalize the whole country, it may 

suggest that the most problematic factor in doing businesses in ASEAN is factor no.1 
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Table 7: The most problematic factor in doing bussines in selected AMSs  

based on the 2015 EOS 2016 

No Problematic Factor KH IND LA MY PH SG TH VN 

1 

2 

3 

 
4 

 
5 

6 

7 

 
8 

9 

10 

11 

12 

Identifying potential markets and buyers 

Inappropriate production technology and skills 

Difficulties in meeting quality/quantity 
requirements of buyers 

High cost or delays caused by domestic 
transportation 

Access to imported inputs at competitive prices 

Technical requirements and standards abroad 

High cost or delays caused by international 
transportation 

Access to trade finance 

Rules of origin requirements abroad 

Burdensome procedures at foreign borders 

Corruption at foreign borders 

Tariff barriers abroad 

Total 

18.1 

14.4 

13.8 

 
10.6 

 
9.7 

8.8 

5.4 

 
5.1 

3.8 

3.5 

3.5 

3.3 

100.0 

9.4 

8.3 

7.8 

 
17.1 

 
7.4 

9.7 

8.3 

 
7.0 

6.3 

4.3 

7.5 

6.9 

100.0 

14.5 

9.4 

9.5 

 
13.7 

 
8.6 

4.3 

11.3 

 
8.7 

1.5 

7.0 

6.2 

5.2 

100.0 

13.6 

5.1 

8.5 

 
8.7 

 
9.4 

8.7 

8.1 

 
8.5 

4.9 

8.9 

7.2 

8.4 

100.0 

9.0 

8.0 

10.6 

 
19.9 

 
9.6 

10.3 

10.7 

 
4.7 

3.5 

6.0 

2.7 

5.0 

100.0 

11.6 

4.5 

2.3 

 
2.3 

 
9.0 

9.4 

8.1 

 
1.5 

12.6 

17.4 

8.5 

12.9 

100.0 

14.3 

9.8 

11.3 

 
5.2 

 
10.2 

11.6 

6.3 

 
5.1 

4.9 

5.2 

3.3 

12.8 

100.0 

16.5 

9.2 

12.0 

 
6.8 

 
9.5 

13.6 

2.8 

 
11.2 

6.3 

5.6 

1.4 

5.1 

100.0 

Note: KH: Cambodia; ID: Indonesia; LA: Lao PDR;MY: Malaysia; PH: Philippines; SG: 

Singapore; TH: Thailand; VN: Vietnam. 

Source:  Source: WEF&GAFTF (2016) 

8. Conclusion and future research  

Especially since the start of AFTA in 1993 and followed by the AEC in 2015, all AMSs 

have reformed their trade policies and made many efforts to increase their exports, including 

providing or improving their existing TF. It is generally expected across AMSs that TF is an 

important means to boost MSMEs' exports. This study is however not very successful to prove 

that. Not because TF is unimportant, but simply because this study lacks of both macro/national-

level data and micro/firm-level data. From the first group of data, two kinds of data are most 

needed, namely time series data on MSMEs' exports and the percentage of exporting MSMEs 

that used existing TF (for instance, from all exporting MSMEs in individual AMSs, how many of 

them have (ever) used a special export financing scheme (if any) to finance their export 

marketing). From the second category of data, the most needed information from individual 

exporting MSMEs is including their access to TF, their assessment of existing TF, and their 

opinion about the importance of TF for their export. 

The procurement of such macro data as mentioned above is primary a government task, or 

it can be done by related business association (e.g. in the case of Indonesia, the Indonesian 

Association of Exporters). So, the research agenda should be field survey-based research to 

collect the above mentioned micro-level data.    
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Abstract: Along with monetary tools, fiscal policies have been strong instrument of the 

government to boost the economy, especially in recession periods, as a reason, the government 

always has to face budget deficit, whose effect is still controversial. Thus, this paper is aim to 

clarify the impacts of budget deficit on economic growth in the case of Viet Nam, and access 

long-run relationship among macro variables, by applying Autoregressive Distributed Lag 

(ARDL) to analyze quarterly data for the period from 2003 to 2015. After undertaking statistical 

method, it’s convinced that there is a long-run relationship among macro variables. Besides, 

budget deficit has no effect on economic growth, which is relevant to Ricardian paradigm, 

whereas, productive expenditures have significant positive impact. However, non-productive 

spending and consumer price index (inflation) both reveal adverse effect. Therefore, all 

government’s decisions in term of spending are recommended to be taken under precautious.  

Keywords: budget deficit, economic growth, Autoregressive Distributed Lag – ARDL 

 

1. Introduction 

From Revolution in 1986, the influence of government is always remarkable. In Vietnam, 

the involvement of the government in macroeconomic issues does benefit the economy and the 

whole country’s development to some extent (for example, the balance of trade, forex…). 

Monetary and fiscal policies together have been strong instrument of the government to develop 

the economy, especially in recession periods.  However, along with fiscal stimulus, the 

government always has to face budget deficit, which is the case when expenditures exceed 

revenue and put the government under pressure of financing the deficit. Globally, many 

theoretical and empirical studies have been done to measure the relationship between budget 

deficits and macroeconomic variables. Consequently, there are three main different views about 

the effects of government budget deficits on a country’s growth. In Neoclassical perspective, 

budget deficits increase current consumption in the short run but cause a long-term drop in 

private investment. On contrast, Keynesian economists are convinced that government over 
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spending increase a country’s domestic production, thus, motivates businesses to invest more. 

Different from the Neoclassical and Keynesian paradigm, the Ricardian theory insists that there 

is no influence of budget deficit on macroeconomic situations. Empirical studies also reveal that 

for some economies, the increase in government expenditure that leads to the increase in budget 

deficit is proved to be a stimulation for economic development. For other economies, it is 

observed that budget deficit has damaging effect on the entire economy. There are also 

economies that witness no significant impact of budget deficit. The rationale is that, depending 

on an economy’s situation, the relationship between fiscal deficit and other macroeconomic 

variables is different from that in another economy. In addition, macroeconomic variables are 

generally interrelated and interdependent in a complex manner. 

Deficit spending by a government and how it relates to the economy as measured by the 

GDP, and other macro variables is of fundamental importance in shaping economic policy for a 

country, especially at a time of economic downturn (Morsheda, Raja, & Chang, 2014). It is 

essential to determine if budget deficit would have an influence on economic growth. If fiscal 

deficit negatively affects growth, then fiscal austerity would be legitimate as a remedy for an 

economic downturn. On the other hand, austerity measures would be detrimental to the economy 

if deficit spending were the right stimulus for growth. 

From the arguments above, it is clear that empirical studies to determine the relationship 

between government spending and economic growth are of at most importance. In this study, the 

author used time-series analysis techniques to investigate the relationship between federal deficit 

spending and economic growth in Vietnam over the period 2003-2015, which is detailed in two 

relationship-based questions: 

(1) Does there exist a long-run relationship between Budget deficit and GDP, CPI 

(Inflation), and Interest rate in Vietnam? 

(2) How do budget deficit and government expenditures affect economic growth in 

Vietnam? 

In this paper, the author aims to employ quantitative methodology to reveal the connection 

among macro variables in Vietnam. The variables taken into investigation are GDP, CPI, Interest 

rate, Productive and Non-productive expenditures. The Autoregressive Distributed Lag (ARDL) 

Model is undertaken to discover the impact of budget deficit and government expenditures on 

economic growth in both short run and long run. The paper will be organized as follows: the next 

part presents the literature review; the session three presents the current budget situations, 

sample selection, and methodology; the session 4 is the quantitative model on budget deficits and 

macro variables in Vietnam; then last session 5 ends with the conclusion and recommendations. 

2. Literature review 

2.1. Theoretical literature on economic development 

In the perspective of macro economy, there are controversial paradigms about the 

relationship between budget deficit and economic growth. While the Keynesians claim that there 
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is positive relationship between these two, the Neoclassians are convinced of the opposite. 

Meanwhile, the Ricardian equivalence claims that there is neutral relationship between budget 

deficit and economic growth. The difference in opinions results from various possible factors 

such as time dimension, types of countries, types of government policies, as well as the degree of 

budget deficit (Abd & Nur, 2012). 

Firstly, Keynesian economics is a term that describes some of the ideas of economist John 

Maynard Keynes (1883–1946), a famous British economist in the twentieth century. The key 

point of Keynesian economics is the use of government deficit spending to encourage economic 

growth. Economic problems can be overcome by making functional use of financial instruments 

such as expenditure, taxation, borrowing and budget (Çınar, Eroğlu, & Demirel, 2014). When 

government purchases goods and services, it may push up aggregate demand. Similarly, when 

government announces a tax cut, household can save additional income, and they will spend 

some of it on consumer goods, thus, increase consumer spending. Because of sticky wages, 

sticky prices, or temporary misperceptions, shifts in aggregate demand affect the utilization of 

the economy's factors of production, and raise national income (Elmendorf & Mankiw, 1998). 

Therefore, appropriately timed deficits are beneficial for the economy (Bernheim, 1989). 

Nevertheless, this school of thought got some criticism. Only in cyclical downturn, when 

there is an increase in private saving and unemployment, Keynesian theory is appropriate to 

support government borrowing. When the economy turns into development, governments should 

take the opportunity to decrease the fiscal deficit, and if appropriate run a surplus 

(econ.economicshelp.org, 2010). The problem was that Keynes applied a general theory to all 

times, rather than just the conditions of a deflationary depression. Dated back to the 1970s 

stagflation crisis, public expenditure rise was uncontrollable, and budget deficits damaged the 

manageability of economies severely (Greiner & Fincke, 2009). Regarding to monetarist theory, 

financing budget deficits via taxes badly affects private consumption and investment demand, 

meanwhile financing via debt increases interest rates and damages private investments (crowding 

out effect). Consequently, there will be no rise in output (Carlson & Spencer, 1975).  

Secondly, the Neoclassians believe that current budget deficit will put heavier tax burden 

to the future. By considering that individuals planning their consumption over their entire life 

cycle, taxes will be shifted to future generations, hence, budget deficits push up current 

consumption. Giving an assumption of full employment of resources, and fixed output, the 

Neoclassical school argues that increased consumption implies a decrease in saving (Yellen, 

1989). In this scenario, interest rates are supposed to rise in order to restore equilibrium in the 

capital market. Higher interest rates would in turn trigger a decline in private investments. These 

negative consequences are considered as the “financial crowding-out” effects of budget deficit, 

which exposes the government’s limited intervention on economic activities with fiscal 

measures. When the government sector expands through deficit spending, the costs of essential 

economic resources (e.g., skilled labour, raw materials) will also increase, making it difficult for 

the private sector to thrive, that can be referred as “resource crowding-out”. Consequently, 

Neoclassical theory is commonly believed to concern the long-run influence of budget deficit on 

the economy, in the contrary with Kenessian theory. 



977 

While Keynesian economists and neoclassical economists have contradicting views about 

the relationship between deficit and growth, Ricardo proposed “Ricardian equivalence” positing 

that the relationship is neutral. The Ricardian theory begins with the observation that, for a given 

path of government spending, a deficit-financed cut in current taxes leads to higher future taxes 

that have the same present value as initial cut. Where public debt can grow forever at the rate of 

interest or higher, the present values of taxes (and other revenues) cannot be changed unless the 

government changes its current expenditures level. This point indicates that there is no free 

lunch; government spending must be paid for now or later, with the total value of receipts equal 

the total present value of spending (Barro, 1989). Moreover, the demand for bonds always rises 

to match government borrowing. Since the timing of taxes does not affect an individual's lifetime 

budget constraint, it cannot alter his consumption decisions (Douglas, 1989). As a result, budget 

deficits (both temporary and permanent) have no real effects. However, Ricardian theory 

depends on a variety of strong assumptions, which are considered too extreme and invalid in 

most empirical cases.  

2.2. Empirical literature 

Empirically, there are many successive researches trying to explain the actual relationship 

between budget deficit and different macroeconomic variables, in both developed (United States, 

United Kingdom, Japan, etc.) and developing countries (India, Nigeria, Malaysia, etc.). Those 

researches provide empirical evidence for all three theories. 

Eminer (2015) examine the causal relationship of budget deficit, productive expenditures, 

non-productive expenditures, and economic growth in the long run in North Cyrus, by using both 

Granger Causality test, and Autoregressive Distributed Lag – ARDL. This study uses time series 

secondary data for 28 years (1983-2010). The author concludes that budget deficits and all kinds 

of government expenditures are related to economic growth. The relation is on both direction and 

bivariate causality. The share of non-productive expenditures is also causes economic growth 

and this contradicts with the theory. However, this shows that North Cyprus economy is 

dependent to government spending. In addition, todays, nonproductive expenditure and 

productive expenditure has an impact on the next year economic growth rates, as there is a 

significant long run relationship. However it is uncertain to say that today’s budget deficit have 

an impact on the future economic growth. In conclusion, the study findings are similar to most of 

the Keynesian approach literature except the significant causal relationship between non-

productive expenditure and economic growth 

Mehmet, İlhan & Baki (2014) examined the potential effect of budget deficit policies on 

economic growth from a Keynesian perspective. The author used the 2001Q1–2011Q4 data on 

the best five (Panel A) and worst five (Panel B) countries in European Union by their debt levels, 

and used the panel ARDL model for examining the effect. There is short-run negative 

relationship between public debt and economic growth for the two groups of countries. In terms 

of public expenditures, the parameter was negative in Panel A and positive in Panel B but 

statistically insignificant in the two groups. The effect of budget deficit on economic growth was 

positive, significant in Panel B, and insignificant in Panel A in the short run. The results 
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indicated that the countries in Panel B only adopted Keynesian budget deficit policies for 

supporting economic growth in the short run. The long-run estimation results showed budget 

deficit policies had no effect on economic growth in Panel A and B. 

Hassan & Akhter (2014) explored empirically the relationship between budget deficit and 

economic growth in the case of Bangladesh, using Johansen Co-integration test. Moreover, 

according to the results of diagnostic tests, Vector Error Correction Model (VECM) has been 

applied. The results were contrary to Keynesianism yet in conformity with Neoclassical theory, 

by pointing out the negative and significant relationship between fiscal deficit and economic 

growth in the end, which is conform to many other developing countries of the world.  

Fatima, Ahmed, & Rehman (2012) used regression analysis is conducted to ascertain the 

impact of Budget deficit on the GDP, and explored a negative impact of budget deficit on the 

economic growth covering period of 1978-2009 in Pakistan. It results from the shortage of 

government resources to meet their expenses in the long run. 

In the mean time, a time series data for the period of 1971-2007 has been applied to 

measure the relation between budget deficit and economic growth of Pakistan (Ahmad, 2013). 

The results of Granger causality test show that there is bi-directional causality running from 

budget deficit to GDP and GDP to budget deficit. The OLS results show that there is positive but 

insignificant relation between GDP and budget deficit, following the Ricardian approach. 

In the case of Malaysia, Abd & Nur (2012) used ARDL approach to analyze the long-run 

relationship between all macro series. By using quarterly data from 2000 to 2011, it was found 

that there is no long-run relationship between budget deficit and economic growth of Malaysia, 

consistent with the Ricardian equivalence hypothesis. Furthermore,  Abd & Nur (2012) indicated 

that productive expenditure has positive long-run relationship with the economic growth. He also 

concluded that if there is a shock in the Malaysian economy, the only variables that can help to 

converge the economy to its equilibrium is the changes in GDP and productive expenditures. 

In Viet Nam, Van & Sudhipongpracha (2015) applied OLS for the period from 1989 to 

2011, and demonstrated that the Vietnamese national government deficits from 1989 to 2011 had 

no clear direct effects on the country’s economic performance. This insignificant relationship is 

consistent with the Ricardian equivalence theorem. Whereas, FDI is one of the important factors 

that contributed to Vietnam’s economic expansion for more than two decades, and the real 

interest rate is another independent variable that has a statistically significant relationship with 

economic growth in Vietnam. 

Besides, Dao & Hai (2013) applied both Cointegration and ARDL approach to analyse 

relationship between budget deficit and other macro variables (GDP, CPI, Exchange rate, and 

Money supply (M2)) for the period from 2003Q1 to 2015Q4. The co-integration approach 

suggests that there exists a long-run relationship between these variables whereas, the ARDL 

method ends with the results that there is a long-run causality running from budget deficit and 

government expenditures to economic growth. Budget deficit is found to have negative but 

insignificant effect on a country’s growth, corresponding to Ricardian equivalence theory. 
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Meanwhile, government expenditures have significant influence on economic growth, in which 

productive expenditures are positively related to economic growth and non-productive 

expenditures are detrimental to the growth of the economy 

3. Government budget situation in vietnam 

3.1. Government budget situation 

3.1.1. Government budget deficit situations 

Through the Revolution, Vietnam has created a critical mass of market institutions and has 

instilled rational, market-based economic discipline in its enterprises and citizens - changes that 

will serve as an engine of growth for the entire economy. Despite a great burden resulted from 

the global economic crisis in 2008, Vietnam has been consistently recovering with a relatively 

high GDP growth rate (6-8%). In 2015, GDP growth rate is estimated to be 6.5%, highest in the 

period 2010 – 2015, and the increasing rate in CPI is remarkably low, only 2% this year (lowest 

in the recent 15 years). Nevertheless, rapid growth brings out a sign of macroeconomic 

instability in the economy, which deteriorates the quality of growth and its achievements. The 

ratio of public debt to GDP has been increasing sharply from only 54.9% in 2011 to nearly 64% 

in 2015 that reveals the inefficient public investments, and unneccessary budget deficits. 

Therefore, it is essential to investigate the current stance of government budget deficit, its 

trends and most importantly, its long-run relationship with other macroeconomic variables in 

Vietnam. Before focusing on detecting this empirical relationship, this paper will provide an 

overview of budget revenues, expenditures, and deficit. 

As in the classification and accounting system of Vietnam, there are three categories of 

budget revenue: (1) taxes and fees, (2) capital revenues, and (3) grants. Budget revenue excludes 

domestic and foreign debts. The decomposition of budget revenue in Vietnam from 2003 to 2015 

is as follows: 

 

Figure 1: Decomposition of budget revenue 

in Vietnam from 2003 to 2015 
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It can be clearly seen that, taxes and fees are the major sources of government revenue, 

contributing from the lowest of 89 percent in 2007 to the highest of 95 percent in 2014. Capital 

revenues show slight acceleration and account for 5 to 9 percent, while grants are consistently 

equal to 1 to 2 percent. 

Regarding its trend, budget revenue increases continuously and steadily in value and in 

percentage of GDP, which is equal to around 21 to 27 percent of GDP, which is relatively high 

in the region and in the world. 

In terms of expenditures, Vietnam accounting system divides it into two major categories, 

namely (1) current expenditures (which include all administrative expenses), and (2) expenditure 

on investment development (which include capital construction expenditure and other capital 

expenditures). In this paper, basing on the nature of expenditures, the author defines all current 

expenditures as non-productive and all expenditures on investment development as productive. 

The following figure illustrates the decomposition of budget expenditure in Vietnam from 2003 

to 2015, in quarterly account: 

 

Figure 2: Decomposition of budget expenditure in Vietnam from 2003 to 2015 

Except for the fourth quarter of 2009, non-productive expenditures always exceed 

productive expenditures with larger difference during the period. In particular, productive 

expenditures are equivalent to nearly 50 percent of non-productive expenditures in 2003 but this 

percentage decreases steadily to about 25 percent in 2015. In addition, while the increasing trend 

in productive expenditures is slightly clear (from around 59 trillion VND in 2003 to 195 trillion 

VND in 2015), non-productive expenditures show sharply rising trend during the past twelve 

years (from 118 trillion VND in 2003 to 952 trillion in 2015). These figures provide lots of 

implication for both academic researchers and the government of Vietnam concerning the 

efficiency of public spending in recent years. 
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It is observed that productive expenditures are usually highest in the fourth quarter of the 

year while non-productive expenditures show more consistent figures among quarters. This 

feature can be explained by the fact that non-productive expenditures are current expenditures 

that the government has to pay frequently throughout the year, especially for administration 

purpose. 

Since government expenditures is always higher than its revenue, it is of note that Vietnam 

has consistently experienced fiscal deficit with the significant increasing trend. It also revealed 

that budget deficit is highest in the fourth quarter of each year. 

Besides, in consideration as percentage of GDP, Vietnam’s yearly budget deficit is 

approximately 5.1 percent, on average, considered one of the highest in the region.  

3.1.2. Factors determining and methods to finance budget deficit in Vietnam 

Generally, the fiscal deficit stance in each nation is determined by various factors, and in 

Vietnam, some main causes are failure in taxes collection, inefficient public investments, 

funding to push up aggregate demand, extremely large government spending scale 

First, government revenue is mainly from taxes, however, inadequate legal system, and 

lack management lead to the significant increase in taxes avoidance and evasions, and 

consequently, the huge losses in taxes revenue. Besides, taxes reduction helps new established 

enterprises to maintain production and expand, however, taxes reduction, exemption, and 

delayed collection adversly effect government expenditure, and budget deficit. 

Second, in recent years, Vietnam has received a huge amount of external capital in order to 

accelerate investment in infrastructure and national key projects development for the benefit of 

the country. However, in practice, the state investment spread causing waste in the locality has 

not been completely overcome, the progress of construction of national key projects has been 

slow and inefficient. As a results, the state budget resources were wasteful and the regional 

development was hampered.  

Third, government stimulus packages are funded through: issuance of government bonds, 

exemptions of taxes and the use of state reserves. These packages stimulate consumption, and 

thus economic growth. However, it would make the budget deficit increase to approximately 6–8 

% of GDP or even higher (Ly, 2014). 

Last, increased government spending has the economy temporary boosted in the short 

term, but it creates the risk of long-term instability (ex inflation and financial risks) due to the 

inefficiency of public spending and the lack of monitoring mechanisms to ensure the healthy 

operation of the financial system. 

In order to finance budget deficit, there are three main methods to finance budget deficit, 

which can be applied separately or simultanously by the government, namely printing money, 

borrowing, and levying higher taxes. Particularly, in Vietnam, the main method to balance budget 

is to to issue bond, borrow from comercial banks, borrow from foreign parties through ODA. 

Another way is to sell state owned capital with the divestment of SCIC holding in big enterprises. 
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3.1.3. Relations of budget deficit with other macro variables 

The relationship between fiscal deficit and other macroeconomic variables is always a 

controversial topic in every macroeconomic discussion and academic researche all over the 

world. The common question to be asked is whether fiscal deficit, through its interaction with 

other macroeconomic variables, has negative or positive impact on the economy. The following 

figures depict the trends of various macroeconomic variables, including GDP, CPI in Vietnam in 

the past thirteen years. It is clearly shown that all variables have experienced an increasing trend 

throughout the period. 

  

Recall that budget deficit is also increasing (in amount) during this period, it is possible 

that it has certain relationship with these variables. It seems that the higher fiscal deficit, the 

higher inflation (increasing CPI). This implies that budget deficit may be detrimental for the 

economy in several ways, which agrees with the situation in many other countries in the world 

(India, Nigeria, Pakistan, USA, and UK, for example). According to Mankiw, the budget deficit 

has causes the loss of confidence of citizens and the public. 

Additionally, the two figures below present the trend of productive and non-productive 

expenditures made by the government from 2003Q1 to 2015Q4. The increasing trend of these 

two components is corresponded to that of budget expenditures as a whole, and of budget deficit. 

  

It appears that the higher economic growth (increase in GDP), the higher level of 
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government spending and deficit. It is unclear about whether deficit and different 

components of spending influence economic growth, and in what way they promote or 

diminish economic development. The research question regarding the 

relationship between economic growth, budget deficit, and public spending components 

will thus be answered by applying econometric techniques as well. 

3.2. Sample and variable selection 

The main aim of this study is to see the impact of budget deficit on economic growth in 

Vietnam. Based on Keynesian theory, the author prefer to support the idea that Vietnamese 

growth policy is related with productive spending of government which means the government 

uses budget spending for pushing economic growth and this could result with budget deficit. 

This study will intend to test the hypothesis that government fiscal deficit has a positive impact 

on economic growth in the long run. 

The below table summarizes the five selected variables, their corresponding sources of 

data and their units of measure: 

Table 1: List of selected variables 

No Code Variable Unit Source 

1 GOVD Budget deficit in Viet Nam Billion VND MOF 

2 GDPG Economic growth Percentage GSO 

3 PROD Government productive expenditure Billion VND MOF 

4 NOND Government non-productive expenditure Billion VND MOF 

5 CPI Consumer Price Index Percentage GSO 

3.3. Methodology 

The paper has undertaken Autoregressive Distributed Lag (ARDL) approach by Perasan 

(2001) to answer the research questions. Given the limited quantitative literature in Vietnam, it is 

worth testing this approach in the context of Vietnamese market.  

The analysis has started with the unit root tests in each series (i.e. testing for the presence 

of non-stationarity). Then ARDL model is implemented to investigate the long-run relationship 

between the identified series by comparing F-statistics of the unrestricted error correction model 

with the corresponding critical value bounds; and once the series are proved to have long-run 

relationship, the coefficients of this relationship are estimated by ARDL method. 

4. Data analysis 

4.1. Descriptive Statistics 

Table 2 shows descriptive statistics of variables used for empirical analysis in ARDL 

approach, derived by Eviews. The statistics include measures of concentration (Mean and Median), 

dispersion (Standard Deviation – Std. Dev.), and normality (Skewness, Kurtosis and Jarque-Bera 

JB statistics). The total number of observation is 52 (quarterly time series data in 13 years). 
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Table 2: Descriptive statistics 

 GDPG LGDPG GOVD LGOVD PROD LPROD NOND LNOND CPI LCPI 

 Mean 0.066 -2.744 42,791.97 9.836 37,362 10.328 125,879 11.493 100.685 4.612 

 Median 0.065 -2.740 23,080.36 10.047 30,653 10.329 103,253 11.545 100.515 4.610 

 Maximum 0.093 -2.377 136,359.0 11.823 140,832 11.855 284,520 12.559 102.977 4.635 

 Minimum 0.031 -3.461 295.0000 5.687 10,137 9.224 21,530 9.977 99.457 4.600 

 Std. Dev. 0.013 0.212 42,016.17 1.622 26,811 0.622 81,485 0.755 0.703 0.007 

 Skewness 0.115 -0.597 1 -0.761 2 0.327 0 -0.245 1.357 1.334 

 Kurtosis 2.873 4.059 2 2.682 7 2.685 2 1.737 5.045 4.980 

           

 Jarque-Bera 0.150 5.520 6 5.241 59 1.138 5 3.977 25.010 23.916 

 Probability 0.928 0.063 - 0.073 - 0.566 0 0.137 0.000 0.000 

           

 Sum 3.416 -142.695 2,225,182 511.461 1,942,829 537.081 6,545,750 597.641 5235.640 239.823 

Sum Sq. Dev. 0.009 2.296 90,000,000,000 134.134 4 19.738 339,000,000,000 29.104 25.222 0.002 

           

 Observations 52 52 52 52 52 52 52 52 52 52 
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It is clear from the table above that the standard deviation of GOVD, PROD and UNPROD 

are rather high (42,016.2; 26,811.8; and 81,485.5) with regard to its mean (42,792; 37,362.1 and 

125,879.8 respectively), showing remarkable fluctuation in these variables. This can be 

explained that the government expenditures vary sharply in value among quarters every year. 

GDPG and other variables when put into log-form show slight deviation from their mean values. 

Jarque-Bera (JB) statistics and the corresponding p-values reveal except for CPI and 

LOG(CPI), all other variables are normally distributed as there are not enough statistical 

evidence to reject the null hypothesis that those variables have normal distribution1. The 

Skewness and Kurtosis statistics also support this conclusion by showing that for all variables 

except for LECOG and PROD, Skewness tends to approach zero while Kurtosis progresses to 

three. 

4.2. Unit root tests 

All series are tested for the presence of unit roots at both level and first difference in two 

different cases: (1) with intercept, and (2) with intercept and trend. The Akaike Information 

Criterion (AIC) suggest an optimal lag p equal to three (p = 3). 

Table 3:  Author’s summary of ADF unit root test 

Variables 
Level First difference 

Intercept Trend & Intercept Intercept Trend & Intercept 

LOG(ECO) -2.6171 -3.4667 -2.7226 -4.0943 

LOG(GDP) -0.9157 -1.3663 -4.6139 -4.6638 

LOG(GOVD) -4.5806 -6.2228 -8.1905 -8.0829 

LOG(PROD) -1.7915 -0.5689 -17.3774 -17.8033 

LOG(NOND) -1.4237 -1.1977 -10.7561 -10.8579 

LOG(CPI) -3.8476 -3.8982 -6.998 -7.0042 

Note: Critical values for Intercept and Trend & Intercept are -2.92 and -3.51, respectively.  

It’s obvious from the table that two cases of intercept and trend & intercept reveals similar 

results, except for LOG(GDPG) at first difference. However, as described in section 3.1, GDP 

growth has experienced an increasing trend, hence, the author accepts testing results with trend 

& intercept. 

Regarding to Augmented Dickey-Fuller Unit Root Test at the two cases of intercept and 

trend & intercept, the results show that in case of LOG(GOVD), and LOG(CPI), absolute value 

of t-value of at level is higher than absolute value of corresponding critical value. Thus, these 

variables are found to be stationary at Level I(0). 

                                                 
1 Jarque-Bera normality test is clearly discussed in Chapter 14.2, Econometrics, seventh edition, page 1-9 by Faculty of 

Arts, The University of British Columbia. Available at [http://faculty.arts.ubc.ca/dwhistler/325ClassNotes/chapNorTest.pdf] 
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On the contrary, the remaining variables, including LOG(GDP), LOG(GDPG), 

LOG(PROD), and LOG(NOND), GDPG, GOVD, PROD, NOND, are found to be integrated at 

order one, I(1). The level of significance employed is 5 percent. 

Besides, the Phillips – Peron Test (PP) test reveals similar results regarding the stationarity 

of these series. 

4.3. ARDL Model 

ARDL model is implemented, where economic growth (GDPG) is considered the 

dependent variable and the best lag distribution of the independent variables, budget deficit, 

productive and non-productive expenditure, CPI, was modeled. 

4.3.1. ARDL model 

a) The optimal number of lags 

The ARDL model was estimated from a recursive search of the optimal number of lags 

through the Akaike Information Criterion (AIC) and from the diagnostic statistics.  

The Akaike Information Criteria (AIC) suggest the best lag length for Model A is 

ARDL(3,0,1,2,3). It means that LOG(GDPG), and LOG(CPI) will have three lags while GOVD 

has no lag, and LOG(PROD) and LOG(NOND) have one and 2 lags respectively. 

b) Model’s Coefficients and Interpretation 

From the Eviews’ output representation, the estimated equation can be written as: 

LOG(GDPG) = 

0.6309 * LOG(GDPG(-1)) - 0.0443 * LOG(GDPG(-2)) + 0.2500 * LOG(GDPG(-3)) 

- 0.0007 * LOG(GOVD) + 0.1027 * LOG(PROD) - 0.0884 * LOG(PROD(-1))  

+ 0.1601 * LOG(NOND) - 0.0146 * LOG(NOND(-1)) - 0.1796 * LOG(NOND(-2))  

- 4.5806 * LOG(CPI) + 1.9193 * LOG(CPI(-1)) - 1.9194 * LOG(CPI(-2)) - 10.1187 * 

LOG(CPI(-3)) + 67.5855 

It is revealed that except for budget deficit, all other three variables have significant effect 

on economic growth in different lags. In terms of economic growth, the previous one, and the 

previous three positively affect current growth rate, with t-value equal 5.07 and 2.24 (p-value 

equal 0.00, and 0.03) respectively. Current productive expenditures positively shape growth rate, 

on the contrary, the previous one reveals an adverse influence. Similarly, non-productive 

expenditures make a difference for the current quarter, but it’s proven to have negative effect 

after two quarters. It’s estimated that, holding other variables constant, if the productive 

spending increases by 1 percent, economic growth will increase by 0.1%, and the number turns 

out to be 0.16% with 1 percent increase in non-productive spending, on average.  In difference 

from other variables, CPI only takes remarkable detrimental effect after three quarters (lag of 

three with t-value equal -3.5, and p-value of 0.0013).  
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The model has an R-squared of 86.14%, which means that 86.14% the variance in 

LOG(ECOG) can be jointly explained by LOG(GDPGt-1), LOG(GDPGt-3), LOG(GOVD), 

LOG(PROD), LOG(PRODt-1), LOG(NOND), LOG(NONDt-2), and LOG(CPIt-3). The F-statistic 

(at 5 percent level of significance) exceeds the corresponding F-critical value (16.44 > 2.56), 

indicating that the independent variables jointly have significant influence on economic growth.  

4.3.2. Diagnostic statistics 

After selecting ARDL model for univariate cointegration test, the thesis is intend to 

provide some diagnostic tests indicate that the relationship between variables is verified.  

From these diagnostic tests above, it is convinced that the selected model is free of 

heteroskedasticity, multi-collinearity, serial correlation and the residual is normally distributed. 

 

Table 4: ARDL Bound test result 

Test of long run relationships 

The second step is to apply Bounds F test to see if there is cointegration or not, it can be 

done by using Eviews. The bounds test is mainly based on the joint F-statistic which its 

asymptotic distribution is non-standard under the null hypothesis of no cointegration. The 

estimation of the five equations tests for the existence of a long-run relationship among the 

variables by conducting an F-test for the joint significance of the coefficients of the lagged levels 

of the variables. 

From the testing results, F-statistic = 5.097, whereas upper bound critical value for I(0) and 

I(1) is only 2.56, and 3.49 respectively at 5% level of significance. Hence, the null hypothesis is 

rejected, and it’s convinced that there exists a long-run relationship between LOG(GDPG), 

LOG(GOVD), LOG(PROD), LOG(NOND), and LOG(CPI).  

4.3.3. Estimated Long-run Coefficients 

The third stage of an ARDL modeling for univariate cointegration test is to estimate the 

long-run coefficients of model. Table below presents the estimates of regression using ARDL 

approach. 
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Table 5: ARDL Cointegration and long run form 

ARDL Cointegrating And Long Run Form

Dependent Variable: LOG(GDPG)
Selected Model: ARDL(3, 0, 1, 2, 3)

Date: 05/14/16   Time: 09:57

Sample: 2003Q1 2015Q4

Included observations: 49

Cointegrating Form

Variable Coefficient Std. Error t-Statistic Prob.   

DLOG(GDPG(-1)) -0.198814 0.106959 -1.858795 0.0715

DLOG(GDPG(-2)) -0.249463 0.091315 -2.731885 0.0098

DLOG(GOVD) 0.003229 0.012505 0.258209 0.7978

DLOG(PROD) 0.099755 0.025385 3.929676 0.0004

DLOG(NOND) 0.146887 0.067843 2.165115 0.0373

DLOG(NOND(-1)) 0.176463 0.057075 3.091760 0.0039

DLOG(CPI) -4.695635 2.463258 -1.906270 0.0649

DLOG(CPI(-1)) 11.974482 2.498753 4.792183 0.0000
DLOG(CPI(-2)) 10.058981 2.443012 4.117451 0.0002

CointEq(-1) -0.163731 0.028090 -5.828739 0.0000

    Cointeq = LOG(GDPG) - (-0.0046*LOG(GOVD) + 0.0873*LOG(PROD)  

        -0.2089*LOG(NOND)  -89.9812*LOG(CPI) + 413.7180 )

Long Run Coefficients

Variable Coefficient Std. Error t-Statistic Prob.   

LOG(GOVD) -0.004611 0.098108 -0.047000 0.9628

LOG(PROD) 0.087302 0.426739 0.204579 0.8391

LOG(NOND) -0.208891 0.328291 -0.636297 0.5287

LOG(CPI) -89.981234 71.545636 -1.257676 0.2168

C 413.718013 329.351571 1.256159 0.2174

 

Differentiating from short-run form, the estimated coefficients of the long-run relationship 

are insignificant for all variables. Considering the impact of macro variables on economic 

growth, budget deficit, non-productive expenditures and consumer price index reveal a negative 

effect and their coefficients are -0.005, -0.21 and -89.98 respectively. In the meantime, its 

productive expenditure is insignificant positive at 0.09.  

Besides, that CointEq (Error Correction Term) is negative at -0.1637 means that 16.37% of 

errors in short run will be corrected after 1 quarter. 

4.3.4. Granger Causality tests 

The Granger causality test is a statistical hypothesis test for determining whether one time 

series is useful in forecasting another, first proposed in 1969. At first, regressions reflect "mere" 

correlations, but Granger claimed that causality in economics could be tested by measuring the 

capability of predicting the future values of a time series using prior values of another time 
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series. Since the question of "true causality" is deeply philosophical, econometricians agree that 

the Granger test finds only "predictive causality". 

A time series X is said to Granger-cause Y if it can be shown that those X values provide 

statistically significant information about future values of Y. 

Table 6: Pairwise Granger Causality Tests from Eviews 

Pairwise Granger Causality Tests

Date: 05/15/16   Time: 01:26

Sample: 2003Q1 2015Q4
Lags: 2

 Null Hypothesis: Obs F-Statistic Prob. 

 GOVD does not Granger Cause GDPG  50  20.3773 5.E-07

 GDPG does not Granger Cause GOVD  0.95071 0.3941

 PROD does not Granger Cause GDPG  50  14.1611 2.E-05
 GDPG does not Granger Cause PROD  5.48623 0.0074

 NOND does not Granger Cause GDPG  50  4.75669 0.0134

 GDPG does not Granger Cause NOND  3.54198 0.0373

 CPI does not Granger Cause GDPG  50  0.17394 0.8409

 GDPG does not Granger Cause CPI  4.42492 0.0176

 PROD does not Granger Cause GOVD  50  7.18315 0.0020

 GOVD does not Granger Cause PROD  1.25231 0.2956

 NOND does not Granger Cause GOVD  50  0.96909 0.3872

 GOVD does not Granger Cause NOND  2.81746 0.0703

 CPI does not Granger Cause GOVD  50  2.81179 0.0707
 GOVD does not Granger Cause CPI  2.89372 0.0657

 NOND does not Granger Cause PROD  50  6.50897 0.0033

 PROD does not Granger Cause NOND  3.15461 0.0522

 CPI does not Granger Cause PROD  50  0.24932 0.7804

 PROD does not Granger Cause CPI  3.75274 0.0311

 CPI does not Granger Cause NOND  50  0.11706 0.8898

 NOND does not Granger Cause CPI  1.89352 0.1623

 

In accordance with Eviews results, there exist different granger causality links among five 

variables. It is illustrated that two pairs of NOND – GDPG, and PROD – NOND have 

bidirectional causality effect, which can be noted for government policies to increase spending to 

lift economic growth, and is consistent with ARDL estimation presented in section 5.3. 

However, budget deficit – economic growth, NOND – GOVD, CPI – GOVD, and CPI – NOND 

does not result from each other. Meanwhile, the other pair has only one direction relationship, 

such as PROD – CPI, and PROD – GOVD. Surprisingly, from Granger Causality test, 

productive expenditures accounts for the major part leading to budget deficit. Hence, 

government should have more considerations for appropriate spending for investment activities. 
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5. Conclusions and recommendations 

This study analysis is aim to detect any significant long-run relationship among macro 

variables, namely economic growth, budget deficit, productive, and non-productive 

expenditures, and consumer price index by ARDL approach. 

Data are collected on quarterly basis from 2003 to 2015, mostly derived from official 

sources of the government, such as GSO (General Statistics Office), and MOF (Ministry of 

Finance). 

As indicated by the unit root tests for all examined variables, government budget deficit, 

and consumer price index (in both linear and log form) are stationary at level, I(0). Meanwhile, 

economic growth rate, productive, and non-productive expenditures are integrated to order 

one, I(1). 

As the stationarity of variables is different, the ARDL model is required rather than 

cointegration approach. The test of long-run relationship proves that there exists a long-run 

relationship between macro variables. 

The Akaike Information Criterion (AIC) suggests the best ARDL(3,0,1,2,3) form with 

three lag for LOG(GDPG) and LOG(CPI), two lag for LOG(NOND), one lag for LOG(PROD), 

and no lag for LOG(GOVD). Furthermore, the ECM proves that 16.37% percent of short-run 

errors will be corrected by the changes in independent variables after one period. 

Productive expenditures are concluded to significantly and positively influence economic 

growth while non-productive expenditures and consumer price index have significant but 

negative effect on economic growth. Budget deficit is found with insignificant effect on 

economic growth, which is conformed to Ricardian paradigm that budget deficit is not beneficial 

to the growth of the economy. Therefore, it can be concluded that when the magnitude of 

relationship between deficit and economic growth is concerned, the Ricardian school of thought 

is superior. The model is reliable as it passes all diagnostic tests, which indicates that the models 

have no heteroskedasticity or serial correlation and the residuals are normally distributed. The 

explanatory ability of the model is 86.14 percent. 

Besides, the model suggests that productive expenditures are significantly beneficial while 

non-productive expenditures are strongly detrimental for economic growth. It is recommended, 

thus, that the government should be really cautious in any spending decision, as the productivity 

of these expenditures will influence sharply the economic condition. The government is also 

advised to pay more attention to the improvement of investment efficiency, i.e., the ICOR 

coefficient in public sector, to magnify the positive effect of public investments. 
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APPENDICES 

APPENDIX 1: Author’s summary of Empirical Literature on the relationship of Budget deficit 

and other Macroeconomic variables 

Authors (Year) Methodology Variables (Time period) Context and Results T 

Fatima, Ahmed, 
& Rehman 
(2012) 

Ordinary 
Least Square 

Inflation, Real exchange rate, Real 
interest rate, Budget deficit, Gross 
investment (1978 – 2009) 

Negative impact of the budget deficit on 
the economic growth in Pakistan 

N 

Mehmet, İlhan & 
Baki (2014) 

Granger 
Causality 
Panel ADRL 
test 

Budget deficit, public debt, public 
expenditure, growth rate   (2000Q1 – 
2011Q4) 

Positive relationship between budget deficit 
and economic growth in the short run in 
both developed and developing European 
countries, but not in the long run. 

K 

Hashibul, Ayesha 
(2014) 

VAR-VECM 
Approach 

Budget deficit, Real interest rate, 
Inflation rate, Real effective 
exchange rate, Gross investment, 
(1977 – 2011) 

Long run negative relationship between 
Budget deficit and GDP growth of 
Bangladesh 

N 

Ahmad (2013) Granger 
Causality 
ARDL, OLS 

FDI, Budget deficit (1971 – 2007) Positive but insignificant relation between 
GDP and budget deficit in Pakistan 

R 

Fehiman (2015) Granger 
Causality 
ARDL 

Budget deficit, Productive, and Non 
productive expenditure (1983 – 2010) 

Positive relationship between budget 
deficit, productive, and non-productive 
expenditures and GDP in North Cyprus 

K 

Nur hayati binti 
(2012) 

ARDL Budget deficit, Productive and Non 
productive expenditure (2000Q1 – 
2011Q4) 

No long-run relationship between budget 
deficit and economic growth of Malaysia, but 
positive long-run relationship between 
productive expenditure and growth in 
Malaysia 

R 

Van, 
Sudhipongpracha, 
(2015) 

OLS GDP, inflation, real exchange rate, 
real interest rate, budget deficit, gross 
domestic investment (1989 – 2011) 

No long run relationship between budget 
deficit and economic growth in Viet Nam 

 

R 

Dao & Hai 
(2013) 

Cointegration 
& ARDL 

Budget deficit, Gross Domestic 
Products, Consumer Price Index, 
Exchange rate, and Money supply 
(2003 – 2013) 

Budget deficit has negative but 
insignificant effect on economic growth. 
Government expenditures have significant 
influence on economic growth. 

R 
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APPENDIX 2: Eviews results for ARDL model 

Dependent Variable: LOG(GDPG)

Method: ARDL

Date: 05/14/16   Time: 08:09
Sample (adjusted): 2003Q4 2015Q4

Included observations: 49 after adjustments

Maximum dependent lags: 4 (Automatic selection)

Model selection method: Akaike info criterion (AIC)

Dynamic regressors (4 lags, automatic): LOG(GOVD) LOG(PROD)
        LOG(NOND) LOG(CPI)  

Fixed regressors: C

Number of models evalulated: 2500

Selected Model: ARDL(3, 0, 1, 2, 3)
Note: final equation sample is larger than selection sample

Variable Coefficient Std. Error t-Statistic Prob.*  

LOG(GDPG(-1)) 0.630951 0.124366 5.073331 0.0000

LOG(GDPG(-2)) -0.044312 0.155277 -0.285377 0.7770

LOG(GDPG(-3)) 0.250001 0.111325 2.245682 0.0311

LOG(GOVD) -0.000753 0.016031 -0.046987 0.9628
LOG(PROD) 0.102684 0.042745 2.402280 0.0217

LOG(PROD(-1)) -0.088423 0.040779 -2.168318 0.0370

LOG(NOND) 0.160116 0.074326 2.154236 0.0382

LOG(NOND(-1)) -0.014612 0.064084 -0.228008 0.8210
LOG(NOND(-2)) -0.179629 0.063930 -2.809783 0.0081

LOG(CPI) -4.580565 2.843918 -1.610653 0.1162

LOG(CPI(-1)) 1.919323 3.425998 0.560223 0.5789

LOG(CPI(-2)) -1.919433 3.353905 -0.572298 0.5708
LOG(CPI(-3)) -10.11878 2.885799 -3.506405 0.0013

C 67.58553 18.57727 3.638076 0.0009

R-squared 0.861483     Mean dependent var -2.744794
Adjusted R-squared 0.810034     S.D. dependent var 0.217950

S.E. of regression 0.094994     Akaike info criterion -1.635051

Sum squared resid 0.315835     Schwarz criterion -1.094531

Log likelihood 54.05876     Hannan-Quinn criter. -1.429979
F-statistic 16.74434     Durbin-Watson stat 2.062294

Prob(F-statistic) 0.000000

*Note: p-values and any subsequent tests do not account for model
        selection.  
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APPENDIX 3: Heteroskedasticity error testing for ARDL model 

Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 1.538778     Prob. F(13,35) 0.1524
Obs*R-squared 17.82052     Prob. Chi-Square(13) 0.1645

Scaled explained SS 21.34263     Prob. Chi-Square(13) 0.0664

Test Equation:

Dependent Variable: RESID^2

Method: Least Squares

Date: 05/14/16   Time: 09:45
Sample: 2003Q4 2015Q4

Included observations: 49

Variable Coefficient Std. Error t-Statistic Prob.  

C -3.015558 2.577846 -1.169797 0.2500

LOG(GDPG(-1)) -0.006120 0.017257 -0.354644 0.7250

LOG(GDPG(-2)) -0.003887 0.021547 -0.180386 0.8579
LOG(GDPG(-3)) -0.012939 0.015448 -0.837625 0.4079

LOG(GOVD) 1.53E-05 0.002225 0.006875 0.9946

LOG(PROD) -0.008211 0.005931 -1.384318 0.1750

LOG(PROD(-1)) 0.000454 0.005659 0.080217 0.9365
LOG(NOND) -0.006709 0.010314 -0.650514 0.5196

LOG(NOND(-1)) -0.003925 0.008893 -0.441380 0.6617

LOG(NOND(-2)) 0.008849 0.008871 0.997464 0.3254

LOG(CPI) 0.355264 0.394632 0.900243 0.3741

LOG(CPI(-1)) -0.647797 0.475403 -1.362625 0.1817
LOG(CPI(-2)) -0.113066 0.465399 -0.242943 0.8095

LOG(CPI(-3)) 1.069178 0.400443 2.669986 0.0114

R-squared 0.363684     Mean dependent var 0.006446
Adjusted R-squared 0.127338     S.D. dependent var 0.014111

S.E. of regression 0.013182     Akaike info criterion -5.585020

Sum squared resid 0.006081     Schwarz criterion -5.044500

Log likelihood 150.8330     Hannan-Quinn criter. -5.379948
F-statistic 1.538778     Durbin-Watson stat 2.453063

Prob(F-statistic) 0.152355

 

APPENDIX 4: Normality test 
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Series: Residuals

Sample 2003Q4 2015Q4

Observations 49

Mean       9.57e-15

Median   0.012146

Maximum  0.129768

Minimum -0.306060

Std. Dev.   0.081117

Skewness  -1.248859

Kurtosis   5.694764

Jarque-Bera  27.56322

Probability  0.000001
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APPENDIX 5: Serial Correlation LM Test 

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.252477     Prob. F(2,33) 0.7784
Obs*R-squared 0.738481     Prob. Chi-Square(2) 0.6913

Test Equation:
Dependent Variable: RESID

Method: ARDL

Date: 05/20/16   Time: 11:00

Sample: 2003Q4 2015Q4
Included observations: 49

Presample missing value lagged residuals set to zero.

Variable Coefficient Std. Error t-Statistic Prob.  

LOG(GDPG(-1)) 0.118393 0.210025 0.563709 0.5768

LOG(GDPG(-2)) -0.147217 0.268720 -0.547844 0.5875
LOG(GDPG(-3)) 0.035464 0.130760 0.271214 0.7879

LOG(GOVD) -0.001113 0.016475 -0.067541 0.9466

LOG(PROD) -0.011997 0.046939 -0.255585 0.7999

LOG(PROD(-1)) -0.004201 0.042234 -0.099466 0.9214
LOG(NOND) -0.005287 0.079997 -0.066094 0.9477

LOG(NOND(-1)) -0.016679 0.069656 -0.239442 0.8122

LOG(NOND(-2)) 0.034484 0.081780 0.421664 0.6760

LOG(CPI) -0.242999 2.954121 -0.082258 0.9349
LOG(CPI(-1)) 1.153206 3.886956 0.296686 0.7686

LOG(CPI(-2)) -0.954545 3.695594 -0.258293 0.7978

LOG(CPI(-3)) 1.007448 3.272663 0.307838 0.7601

C -4.387521 19.99232 -0.219460 0.8276
RESID(-1) -0.177856 0.273416 -0.650498 0.5199

RESID(-2) 0.113566 0.260265 0.436347 0.6654

R-squared 0.015071     Mean dependent var 9.57E-15
Adjusted R-squared -0.432624     S.D. dependent var 0.081117

S.E. of regression 0.097090     Akaike info criterion -1.568604

Sum squared resid 0.311075     Schwarz criterion -0.950867
Log likelihood 54.43081     Hannan-Quinn criter. -1.334236

F-statistic 0.033664     Durbin-Watson stat 1.897453

Prob(F-statistic) 1.000000
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Abstract: The problems of the foreign exchange market and the global financial crisis, the 

European public debt crisis in 2008-2011 made the economy of Vietnam facing many 

macroeconomic instability. The escalating inflation in 2008 and 2011 posed many challenges for 

macroeconomic management, especially controlling inflation in Vietnam. The realization of 

macroeconomic stability and inflation control at a reasonable level from 2012 of Vietnam is 

assessed to bring about remarkable results. 

In this article, the authors reviewed the studies of International and Vietnamese inflation, 

pointed out to the macroeconomic factors affecting inflation in Vietnam. At the same time, the 

authors used the VAR model to examine the impact of macroeconomic factors including money 

supply, credit, exchange rates, interest rates, real gross domestic product, international prices, 

inflation and give some discussions from the VAR model results. 

Keywords: Inflation, Macroeconomic factors, VAR model, 

 

1. Introduction 

Based on an overview of the research situation and the economic theories of inflation, it 

can be seen that the price at any time of a country (usually measured by the consumer price 

index - CPI) is the average prices of goods traded internationally (prices of commodity and 

services that the country do export or import) and the prices of non-international trade goods 

(prices of goods and services are produced and consumed domestically). It is possible to 

summarize the channels of influence on inflation according to the following figure: 
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Figure 1. Transmission channels impact on inflation 

Source: [12] 

So that, the channels affecting the prices of international commercial goods and non-

internatinal commercial goods include monetary, credit, interest rates, exchange rates, income, 

inflation expectations , international prices ...that were macro factors making inflationary 

pressures. The authors used Vector Autoregression (VAR) model as an appropriate tool for 

measuring the impact on inflation and  put these factors in the VAR model to test the impact of 

macro factors on inflation.  

2. Overview of research situation 

2.1. International researchs 

Akinboade, O., Siebrits and E. Niedermeier, (2004) [1] studied the relationship between 

inflation in South Africa with monetary, labor market and foreign exchange market. These 

authors pointed out that the increase in labor costs and the expansion of money supply have an 

impact on inflation. In the long term, inflation is inversely proportional to interest rates and 

proportional to the expansion of money supply. They also noted that the South African 

government almost had not any control over these determinants of inflation, which leaded to be 

difficult to achieve target inflation. 

Bodart, V. (1996) [4]. The author had studied the impact of exchange rate reform to the 

inflation of a small opening country by combining fiscal perspective with different exchange 

regimes. He found that exchange rate adjustment had only short-term effects on inflation, while 

devaluations of domestic currency had long-term effects on inflation. At the same time, the long-

term increase of the budget deficit also led to longer inflation. 

Domestic Input 
costs and import, 

pushing the supply 
price, exchange rate 

Price 

Price of international trade goods Price of non-international trade goods 

World price 
(price of oil, rice 
and other import 

inputs) 

Exchange 
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Ben S C Fung (2002) [3] used the VAR model to analyze the effects of monetary policy on 

output and inflation in seven East Asian economies: Indonesia, South Korea, Malaysia, 

Philippines, Singapore, Taiwan, China and Thailand. He divided variables into two groups: 

policy groups and non-policy groups. Policy group included: composite monetary measure 

(using M1 to measure), short-term interest rates and exchange rates; Non-policy group included: 

world commodity price index, industrial production value, consumer price index CPI. The results 

showed that the VAR model is suitable for studying the volatility of most economies, especially 

with the time series prior to the Asian financial crisis of 1997 to examine the fluctuation of price 

and inflation in these economies. The research also pointed out that, with the opening of these 

economies, exchange rates played an important role in shaping monetary policy. 

Fabio Canova, Evipappa, Luca Gambetti (2008) [7] analyzed the contribution of monetary 

policy on the changes in output and inflation in the United States. With the use of a series data 

by the time, collected in over thirty years, the study showed that the changes of output and 

inflation are due to the changes of the shocks in real demand and supply over time. Research also 

showed a small role of monetary policy in the stability of price and output over time. 

Aleem, Abdul (2010) [2] used the VAR model to check three channels of monetary policy 

transmission in India: credit channels, asset price channels, and exchange rate channels. Initial 

research had proposed a VAR standard model to estimate the dynamic response of GDP, price 

and interest rates to a shock of tightening monetary policy. Then, other factors were added to the 

standard model to test the transmission channels of monetary policy and check the validity of the 

results. The results showed the importance of bank credit channel in the transmission of policy 

shocks, while exchange rate and asset price channels had not important role in the transmission 

of monetary policy in India. 

2.2. Research in Vietnam 

One of the first quantitative studies using the vector regression model (VAR) was by Vo 

Tri Thanh et al. (2000) [13]. The authors used data from 1992 to 1999 in the VAR model with 

the VECM correction error to examine the relationship between monetary, CPI, exchange rate 

and actual industrial output values. The authors concluded that the growth rate of nominal money 

supply, the deviation between the rate of domestic currency devaluation and interest rate had 

highly significant for forecasting inflation. 

Research of IMF (2003) [10] also showed similar results on the role of money supply to 

inflation. This study used the VAR model with seven variables: international oil prices, 

international rice prices, industrial output, exchange rates, money supply, import prices, and 

consumer price index for the period from January 1995 to March 2003. The results of this study 

suggested that intrinsic motivation is an important factor explaining the fluctuation of inflation. 

Exchange rates had an impact on import prices but have no impact on CPI. This reflects the fact 

that non-international trade goods accounted for a large proportion of the CPI and import prices 

do not transfer directly into domestic prices despite the  Vietnam's openness was increasing. The 

study also showed that international rice prices, conditions of domestic aggregate demand and 

the speed of expanding money supply had little impact on inflation but effects were prolonger. 
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Other IMF research in 2006, [11] using quarterly data from 2001 to 2006 showed the 

important role of monetary to inflation. Although the results of this study were limited by the 

relatively small number of observations, the study confirmed that the increasing speed of 

money supply and credit growth had relationship with inflation. The research also pointed out 

that  inflation expectations and output gap had an impact on inflation while oil price shocks 

and exchange rates had little role in explaining the volatility of inflation during the study 

period. In addition, inflation in Vietnam often lasted longer than other countries in the region. 

This suggests that when people had expectations of inflation, controlling inflation was often 

more difficult. 

Camen (2006) [5] used a VAR model with data from February 1996 to April 2005 and 

found that: (i) credit accounted for 25% of the causes of CPI fluctuaion and was a major factor 

Influencing inflation after 24 months. (ii) total means of payment and interest rates explained 

only a small fraction of CPI fluctuations (below 5%); (iii) oil prices and international rice prices 

played an important role and suggested that international price and exchange rates also played a 

role in explaining the volatility of inflation (19%); (iv) US money supply (M3) as an 

international measure of liquidity also played an important role in most period of research. 

Hung, L. V. & Wade, D. P (200) [8]. The study showed the impact of monetary policy on 

the economy including interest rate channel, credit channel, exchange rate channel, asset price 

channel. The authors had clarified three issues: (i) How would rising money supply affect prices 

and output in Vietnam? (ii) which channel was the strongest channel for the economy; (iii) How 

long did it take for these channels to operate? This study used the VAR model with variables: 

output, price, money supply, real interest rate, credit in the economy, real effective exchange rate 

(REER). In addition, the model also added variables: world oil prices, rice prices, the rate of US 

federal funds as exogenous variables to control external shocks in the context of the opening of 

the Vietnamese economy. The authors showed a close link between money supply and actual 

output, but there was no strong connection between money supply and price; Interest rate played 

less role in monetary policy transmission meanwhile exchange rate channels and credit channels 

had a stronger role. However, the study did not assess the role of the property price channel as 

the financial sector of Vietnam had not really developed. 

Hang N.T.T & Thanh N.D (2010) [12], the authors used monthly data to analyze the 

determinants of inflation in Vietnam in the period 2000-2010. Variables in the research model 

included: CPI, industrial production index, money supply, exchange rates, lending rates and 

world oil prices, world rice prices, import price indices, asset prices (measured by the stock 

index), the accumulated budget deficit by the years. Research results indicated that inflation rates 

had opposite direction relationship to output growth. Inflation in the past had an effect on current 

inflation. Meanwhile, the growth rate of money supply or change in interest rate had little or no 

effect on inflation, world oil prices had no significant impact on inflation. 

Domestic and international experimental studies indicated the important role of monetary 

factors on inflation in the long term. In the short term, monetary, credit, past inflation, exchange 

rates, and international prices were factors making inflationary pressures. Studies showed that 



1001 

the Vector Auto regression (VAR) model is an appropriate tool for measuring the impact of 

macro factors on inflation. 

3. Research Methodology 

3.1. Determine macro fators impact on inflation 

3.1.1. Macro factors impact on the price of international trade goods 

World price 

Vietnam is a small economy that implements opening policy so in the international trade 

relations it is easy to fall into passive, disadvantageous situation and dependence on world 

prices. For example, in 2008, when world oil prices soared, inflation in Vietnam rose to double 

digits. In the period of global economic crisis in 2008 and 2009, international price decreases 

contributed to reduce inflation in 2009 and 2010. In the case, there are shocks in world price, 

Vietnam is often importer of inflation. 

Exchange Rate 

As the exchange rate increases, the VND depreciates against the foreign currency, the 

purchasing power of the domestic currency reduce, that will encourage exports and limit imports. 

This increases inflation in three directions: 

- (i) Net exports are one of the components of aggregate demand. As exports increase, 

imports decrease, leading to increased net exports, increase aggregate demand lead to inflation 

(inflation due to demand pull); 

- (ii) Exports increase make rising the amount of foreign currency in the economy, if the 

State Bank intervenes to buy foreign currency to stabilize the nominal exchange rate without 

timely measures to recover the domestic currency, that will increase the money supply and 

cause inflation. Even if the State Bank does not intervene, the pressure to increase the volume 

of money in circulation remains high level as exporters sell foreign currencies to commercial 

banks, getting domestic currency to invest in production or consumption, making pressure in 

increase inflation. 

- (iii) Exchange rates rising lead to an increase in the price of imported goods, thereby 

increasing the level of general commodity prices and exerting pressure on inflation. 

From 2005, after Vietnam joined the WTO, foreign capital inflow into Vietnam increased 

sharply. To stabilize the exchange rate in favor of exports and investment, increase the 

competitiveness of domestic goods, the State Bank had spent trillions of VN dong to buy 

foreign currencies, that made a total payment means in circulation rising and increased 

inflationary pressures. Therefore, one of the causes of high inflation in 2008 belonged to the 

exchange rate policy. Especially, at the end of 2009 and 2010 the US dollar devalued strongly 

against other currencies, making the depreciation of VN dong became serious, contributing 

increase inflation. As inflation increased, the State Bank of Vietnam implemented a tightened 
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monetary policy, which pushed the VND interest rate higher in 2008 and the end of 2010, 

leading to Vietnam fell into the spin " exchange rate - inflation - exchange rate". During the 

period 2012 - 2017, the State Bank had been very flexible and successful in using treasury bills 

to intervene against inflationary effects while maintaining the value of VN dong and increasing 

foreign exchange reserves. 

3.1.2. Macro factors impact on non-international commodity prices 

Money supply, Credit and Interest rate 

In Vietnam, the period 2005 - 2011, inflation tended to increase and unpredictable 

changes. Inflation had risen from one digit to double digits in 2008 and 2011. In 2006, 

inflation was slightly lower than 2005, however, when the State Bank of Vietnam implemented 

a loosening monetary policy, combined with inflation expectations and a sharp increase in 

money supply in 2007, inflation was pushed up to almost 23.1% in 2008. In the next two years, 

money supply and credit growth remained high, leading to an increase in inflation in 2011 of 

18.7%. It can be seen that the main reason for escalating inflation in 2008 and 2011 was the 

hot growth of money. The good control in money supply growth from 2012 to now has kept 

the market interest rates remained at a reasonable level, thereby supporting the production and 

business of enterprises in the economy. Monetary policy has been operated flexible and closely 

coordinated with fiscal policy, that contribute significantly to macroeconomic stability, 

inflation control and economic growth. 

 

Figure 1. Growth rate of total means of payment and CPI inflation rate  

of Vietnam in the period of 2005 - 2017 

Source: State Bank of Vietnam, General Statistics Office of Vietnam 

Income of the economy 

Studying the development history of many countries shows that during periods of high 

economic growth, inflation tends to increase and vice versa. However, sometimes countries face 

economic recession attach inflation and sometimes, achieve high economic growth with stable 
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price level. In Vietnam, during the period 2005 - 2011, the decline in growth economic 

combined with inflation increase during this period. From 2012 up to now, Vietnam's economy 

has achieved good GDP growth rate; Aggregate demand tends to increase while price is stable 

(Figure 2) 

 

Figure 2. GDP at comparative prices in 2010, economic growth rate  

and inflation rate based on CPI for the period 2005 - 2017 

Source: General Statistics Office of Vietnam 

Property price  

In Vietnam, there are not many researches mention the asset price factor as in developed 

countries because in Vietnam the stock market has not developed so it has very little effect. At 

the same time, the current price of tangible assets such as real estate is being overvalued so that 

asset price channels are not considered. 

Government Budget Deficit 

The budget deficit can be financed by printing more money, or by borrowing money from 

the public, businesses, and foreign loan. Printing money will increase the base money, increase 

the money supply, thus exerting pressure on inflation; Borrowing money from households and 

businesses will create inflationary pressures for the future if the debt to GDP ratio continues to 

increase or overwhelming private investment due to pressure to increase interest rates; Foreign 

borrowing, this measure is carried out through the issuance of bonds abroad or term loans. Using 

international debts to finance the national budget deficit may lead to a loss of financial control, a 

devaluation of the domestic currency and an increase in inflationary pressures. 

Meanwhile, the budget deficit and public debt of Vietnam is currently high. In 2016, 

according to the Government's report, the budget deficit ratio was -4.3%; in 2017 it was slightly 

reduced to -3.5%; however, this figure still remained high (Table 1). 
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Table 1. Some indicators of public and external debt of Vietnam in 2011 - 2017 

Indicator 2011 2012 2013 2014 2015 2016 2017 

Public debt agaisnt GDP (%)  54,9 50,8 54,5 58,0 61,3 63,6 62,6 

The foreign debt against GDP (%)  41,5 37,4 37,3 38,3 42,0 44,7 45,2 

National budget deficit (% GDP)  -4,9 -5,36 -5,45 -5,7 -4,3 -4,3 -3,5 

Source: Bulletin No. 5 - Public Debt Bulletin - Ministry of Finance, National Financial Supervisory 

Commission, General Statistics Office 

It can be seen that, the studies of the relationship between budget deficits and inflation are 

often difficult to collect data on printing money for budget deficits. The research conducted by 

Hang N.T and Thanh N.D (2010) used cumulative actual budget deficit data in the model of the 

research. The results showed that changes in cumulative budget deficits have no impact on 

inflation in the short term but have little impact on producer price index after 4-5 months. 

Exchange Rate 

The exchange rate affects not only the prices of international trade goods but also 

indirectly affects the prices of non-international trade goods. Due to Vietnam's economy now 

depends much on imports to meet both production and consumption needs, if there is an 

exchange rate fluctuations, which will affect on the prices of imported inputs, thus affecting on 

production costs and aggregate supply. 

In addition, in the context of domestic savings that are not enough to meet the demand for 

investment, Vietnam's economy depends on the funding of foreign capital flows, the depreciation 

of the domestic currency will increases the cost of capital, which means that the rising in inputs 

expenditure leads to higher production costs, which in turn increases inflationary pressures. 

It can be seen that the exchange rate is an important factor that affects on inflation in Vietnam. 

This is consistent with the view of many researchers that for small and developing economies, the 

level of exchange rate's impact on prices is higher than large economies and developed. 

Expected inflation  

In Vietnam, many studies have shown that the expectation of inflation is a factor that will 

greatly affect the inflation rate, because the psychology of the people about the devaluation of 

the currency will make the effect that impacts directly on consumer price index before 

transmission through the production channel. Exaggerated expectation of inflation will make the 

results of the implementation of policies do not reach plan and indirectly reduce the effectiveness 

of macro policies. 

3.2. Data and Methodology 

3.2.1. Data collection 

The data is collected from reliable domestic and international sources, for example: GDP 
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data and CPI in Vietnam are collected from GSO and on website www.data.imf.org. Data on 

total payment facilities, volume of credit, average interbank rates, average lending rates in VND 

are collected from the State Bank of Vietnam, Ministry of Finance and on website 

www.data.imf.org. International consumer price index data is collected from the International 

Monetary Fund on website www.data.imf.org. The data series include 52 observations and be 

collected from quarter 1, 2005 to quarter 4, 2017. 

3.2.2. Methodology 

To test the impact of macro factors on inflation in Vietnam, the authors used the VAR 

model. VAR vector regression model is a combination of two methods including Univariate 

Autoregressive (AR) and Simultaneous equations (Ses). In the VAR model, each variable is 

interpreted by an equation containing its own latency values and the delay values of the other 

variables. With the above equation structure, the VAR model is capable of measuring the impact 

from one variable to others by an endogenous interaction mechanism. This really useful to test 

the impact of macroeconomic factors on inflation. 

The general k-type VAR model has the following form: 

ttktkttt sYAYAYAY   ...2211  

In which:  

+ Ai is the square matrix m, i = 1,2,3, ... k;  

+ st = (s1t, s2t, s3t, ..., smt);  

+ Y includes random variable m; 

+  t is a white noise vector;  

+ St vector determines elements, which may include constants, linear, or polynomial trends 

The data collected will be entered into the model and the following estimation steps will be 

undertaken 

Step 1: Logarithmic and the variance of data series: Logarithmic transformations can 

reduce the range of measurement variables, so that decrease the difference between the values. 

The data after being logarithmic will have the "L" in front of each variable. Getting the variance 

of data series can allow to create the stopping string. At the end of this process, we created the 

stopping sequences with the "DL" symbol before each variable. 

Step 2: The ADF unit test:  All the variables after being logarithmic and differential will be 

tested for stopping behavior through the ADF unit test. Stopping behavior is an important 

assumption in time series analysis. Data string can only be modeled if they are independent of 

time, or their statistical properties do not change over time. 

Step 3: Estimate the VAR model: After removing the non-stop variables, the remaining 
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variables will be evaluated through the tests, such as: Determine optimal latency; Granger 

causality test; Chained correlation; the stability of the model test; estimation of reaction 

functions and variance decomposition. Based on these results, comments, conclusions and 

suggestions will be made 

4. Test and Results  

4.1. Variables and logarithmic 

The VAR model used in this study is the multivariate model. Based on a review of the 

research and analysis of the macroeconomic factors affecting inflation, the authors put 7 

variables into the model. Of which there are 6 endogenous variables: Money supply (M2); Credit 

for the economy (CRE); Short-term interest rate (R); Average interbank exchange rate (E); GDP 

at constant 2010 prices (GDPR); Consumer Price Index (CPI). In addition, the authors add to the 

model the international price index (Pw) as exogenous variable (Table 2). The asset price and 

government budget deficits due to difficulties in data collection and some studies have shown 

that these factors have little or no effect on inflation, therefore, the authors exclude these factors 

in the test models. 

Table 2. Variables in the VAR model 

No. Symbol Variable name Source 

1 CPI Consumer price index GSO, IFS 

2 GDPR GDP at 2010 constant prices GSO 

3 M2 Total means of payment IFS, SBV 

4 CRE Credit to the economy SBV 

5 LR Average lending interest rate in VND IFS 

6 EX The average interbank exchange rate announced by the SBV IFS, SBV 

7 PW Consumer price index world IFS 

The consumer price index (CPI) is the representative variable for the inflation index, while 

the gross domestic product (GDPR) represents the income or output index of the economy. At the 

same time, the two CPI and GDPR variables were adjusted by the sliding averaging method to 

ensure that shocks reflect the changes relative to the long-term trend of those variables. 

The following variables CPI, GDPR, M2, CRE, LR, E, PW, after being log as LCPI, 

LGDPR, LM2, LCRE, LR, LE, LPW and lognormal variants of log data series are denoted as 

DLCPI, DLGDPR, DLM2, DLCRE, DLR, DLE, DLPW. With model structure like that, the 

authors examine the response of inflation to different shocks. 

4.2. Determine the stopping behavior of the variables by the ADF unit test 

Verification of the stopping behavior of the variables after being logarithmic, the authors 

use the ADF unit test, the results are shown in Table 3. 
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Table 3. Verification of stopping of variables by ADF testing 

Variables ADF 
Test critical values: 

1% level 5% level 10% level 

LCPI -2.944139 -4.161144 -3.506374 -3.183002 

DLCPI -8.283105 -3.577723 -2.925169 -2.600658 

LCRE -0.040702 -4.148465 -3.500495 -3.179617 

DLCRE -5.074275 -3.568308 -2.921175 -2.598551 

LE -1.853409 -4.148465 -3.500495 -3.179617 

DLE -4.451171 -3.568308 -2.921175 -2.598551 

LGDPR -0.855260 -4.148465 -3.500495 -3.179617 

DLGDPR -4.755688 -3.568308 -2.921175 -2.598551 

LR -1.556591 -4.148465 -3.500495 -3.179617 

DLR -5.125588 -3.568308 -2.921175 -2.598551 

LM2 -1.356044 -4.148465 -3.500495 -3.179617 

DLM2 -7.019072 -3.568308 -2.921175 -2.598551 

LPW -4.314977 -4.148465 -3.500495 -3.179617 

DLPW -10.24913 -3.568308 -2.921175 -2.598551 

Source: VAR model results 

From the results of Table 3, we find that the LPw chain stops at the significance level of 

1% (5%, 10%), while the difference in DLGDPR, DLCPI, DLR, DLE, DLM2, DLCRE 1% (5%, 

10%). With the abovementioned stop counting results in the VAR model, all variables will be 

taken in the first order difference. 

The data series in this study were quarterly data for the period from the first quarter of 

2005 to the fourth quarter of 2017 with all 52 observations, but by running and taking the 

variance of the variables, the number of variables remaining to run VAR is 45. 

4.3. Estimate and test the variables in the VAR model 

(1). Determine optimal latency 

To determine the variables included in the VAR model, it is important to determine the 

optimal latency. After running the VAR and using the verification to determine the optimal 

number of latency periods, according to the statistical standards LR, FPE, AIC, SC, HQ the 

optimal delay is 3 (Table 4). 



1008 

Table 4. Defining latency in the model 
VAR Lag Order Selection Criteria     

Endogenous variables: DLCPI DLGDPR DLM2 DLCRE DLE DLR    

Exogenous variables: C DPW      

Date: 05/17/18   Time: 10:06     

Sample: 2005Q1 2017Q4     

Included observations: 45     

 Lag LogL LR FPE AIC SC HQ 

0 656.6272 NA 1.45e-20 -28.65010 -28.16832* -28.47050 

1 713.6159 93.71474 5.85e-21 -29.58293 -27.65582 -28.86452 

2 769.8927 77.53697 2.64e-21 -30.48412 -27.11168 -29.22691 

3 823.5236 59.58983* 1.58e-21* -31.26771* -26.44995 -29.47170* 

 * indicates lag order selected by the criterion    

 LR: sequential modified LR test statistic (each test at 5% level)   

 FPE: Final prediction error     

 AIC: Akaike information criterion     

 SC: Schwarz information criterion     

 HQ: Hannan-Quinn information criterion    

Source: VAR model results 

(2). Granger causality test  

According to the results of the Granger causality test (Table 4), the significance level of 

5% can be ascertained: M2 money supply has a causal relationship with CPI; Credit has a causal 

relationship with the CPI; CPI has a causal relationship with interest rates; Interest rates have a 

causal relationship with GDPR; M2 money supply is linked to interest rates and credit to the 

economy; Interest rates are related to credit; Credit has a relationship with interest rates; 

International prices are related to exchange rates; Exchange rates are related to international 

prices (P_value value is less than 5%). 

With a significance level of 10%, it can be further confirmed that international prices have 

a relationship with credit; exchange rates are related to interest rates. 

Table 5. Granger causality test 

Pairwise Granger Causality Tests 

Date: 05/17/18   Time: 10:15 

Sample: 2005Q1 2017Q4  

Lags: 3   

  Null Hypothesis: Obs F-Statistic Probability 

  DLM2 does not Granger Cause DLCPI 48 3.14578 0.03520 

  DLCPI does not Granger Cause DLM2 1.39951 0.25664 

  DLCRE does not Granger Cause DLCPI 48 4.08921 0.01251 

  DLCPI does not Granger Cause DLCRE 2.10485 0.11441 
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  DLR does not Granger Cause DLCPI 48 0.58337 0.62931 

  DLCPI does not Granger Cause DLR 5.51025 0.00284 

  DLR does not Granger Cause DLGDPR 45 2.89213 0.04781 

  DLGDPR does not Granger Cause DLR 0.48390 0.69545 

  DLCRE does not Granger Cause DLM2 48 1.05699 0.37781 

  DLM2 does not Granger Cause DLCRE 6.18283 0.00145 

  DLR does not Granger Cause DLM2 48 0.54918 0.65154 

  DLM2 does not Granger Cause DLR 4.33866 0.00958 

  DLR does not Granger Cause DLCRE 48 3.07740 0.03799 

  DLCRE does not Granger Cause DLR 7.72531 0.00033 

  DPW does not Granger Cause DLCRE 48 2.56014 0.06806 

  DLCRE does not Granger Cause DPW 2.20828 0.10164 

  DLR does not Granger Cause DLE 48 0.82064 0.49000 

  DLE does not Granger Cause DLR 2.33602 0.08784 

  DPW does not Granger Cause DLE 48 5.85383 0.00201 

  DLE does not Granger Cause DPW 3.04910 0.03922 

Source: VAR model results 

(3). Chained correlation 

The results showed that the model was not correlated (Prob values> 0.1). 

Table 6. Chained correlation 

VAR Residual Serial Correlation LM Tests 

H0: no serial correlation at lag order h 

Date: 05/17/18   Time: 15:43 

Sample: 2005Q1 2017Q4 

Included observations: 45 

Lags LM-Stat Prob 

1 35.21176 0.5059 

2 24.07348 0.9356 

3 20.15748 0.9847 

4 46.91869 0.1052 

5 29.70051 0.7614 

6 31.36812 0.6885 

7 33.47349 0.5894 

8 22.34604 0.9635 

9 27.97776 0.8280 

10 26.63841 0.8721 

11 44.23291 0.1630 

12 32.66405 0.6281 

Probs from chi-square with 36 df. 

Source: VAR model results 
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(4). Test the stability of the model 

The VAR model satisfies the stable condition because the solutions are in the unit circle 

(Experiment with modulus less than 1) (Table 7). 

Table 7. Testing the stability of the model 

Roots of Characteristic Polynomial 

Endogenous variables: DLCPI DLGDPR DLM2 DLCRE DLE DLR  

Exogenous variables: C DPW  

Lag specification: 1 3 

Date: 05/17/18   Time: 15:38 

     Root Modulus 

 0.919157 0.919157 

-0.301469 + 0.863830i 0.914924 

-0.301469 - 0.863830i 0.914924 

 0.195774 + 0.826395i 0.849268 

 0.195774 - 0.826395i 0.849268 

 0.832228 0.832228 

-0.804291 0.804291 

 0.653604 - 0.448114i 0.792467 

 0.653604 + 0.448114i 0.792467 

-0.772542 0.772542 

 0.073332 + 0.656874i 0.660954 

 0.073332 - 0.656874i 0.660954 

-0.382472 - 0.467526i 0.604041 

-0.382472 + 0.467526i 0.604041 

 0.252066 + 0.348984i 0.430496 

 0.252066 - 0.348984i 0.430496 

-0.337503 + 0.208365i 0.396641 

-0.337503 - 0.208365i 0.396641 

 No root lies outside the unit circle. 

 VAR satisfies the stability condition. 

Source: VAR model results 

(5). Estimation of VAR model  

After checking the stoppage, determining the optimal latency, and checking the Granger 

causality, chained correlation, the stability of the model, the authors proceeded to estimate the 

model. 
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Table 8. Estimation of VAR model 

Vector Auto regression Estimates 

 Date: 05/17/18   Time: 15:47 

 Sample (adjusted): 2006Q4 2017Q4 

 Included observations: 45 after adjustments 

 DLCPI DLGDPR DLM2 DLCRE DLE DLR 

DLCPI (-1) 0.297168 -0.110710 -0.425440 -0.566503 -0.226717 0.919573 

DLCPI (-2) 0.223144 -0.083695 -0.238227 -0.173512 0.077245 -1.233870 

DLCPI (-3) -0.404925 0.030634 0.827550 0.061997 -0.173582 -2.204003 

DLGDPR (-1) 0.156917 -0.642317 -0.313330 0.761137 -0.011544 -2.819376 

DLGDPR (-2) -1.799232 -0.613798 -0.043734 -1.869044 -0.578000 -7.216805 

DLGDPR (-3) -0.172162 -0.284900 -0.949159 -2.561609 -0.577105 -1.615510 

DLM2 (-1) -0.060320 -0.034986 0.535939 0.356715 -0.025890 -1.501502 

DLM2 (-2) 0.114132 0.048150 0.184264 0.634944 0.112390 0.260141 

DLM2 (-3) -0.084762 -0.013141 0.046445 -0.034180 0.055874 -0.515055 

DLCRE (-1) 0.224384 0.016975 -0.183515 -0.147018 -0.044987 1.557241 

DLCRE (-2) 0.322660 0.003137 -0.021811 0.454472 0.091461 0.812517 

DLCRE (-3) 0.013843 -1.29E-05 -0.022585 0.214866 0.159242 0.703457 

DLE (-1) -0.037522 -0.106016 0.634328 0.244902 0.312790 -0.703774 

DLE (-2) 0.002283 0.072633 0.387861 1.063427 -0.125293 -0.436776 

DLE (-3) -0.131567 -0.026716 -0.880992 -0.721614 0.336470 1.639308 

DLR (-1) -0.137519 0.039149 0.140130 0.010139 -0.011932 0.124653 

DLR (-2) 0.062942 0.008833 -0.078228 -0.164255 0.002652 -0.152282 

DLR (-3) 0.069727 0.022068 0.026543 0.126404 0.024758 0.329332 

C 0.017057 0.041157 0.029477 0.033258 0.015950 0.148405 

DPW 0.122625 -7.47E-05 0.934154 0.403272 -0.703966 -0.424669 

Source: VAR model results 

(6). Reaction and Decomposition  

- Reaction function: Describe the response of inflation after different shocks (Figure 3).  

After a shock of increasing output, CPI rose slightly and then fell in the first quarter, then 

increased in the next quarter, then fell and increased again for three consecutive quarters 

followed by decrease for one quarter and then slightly increased 

CPI tended to remain unchanged when money supply increased in the first quarter, after 

that CPI increased sharply in the next quarter and declined in two quarters and then rose slightly 

in the following quarter, while reversed direction for the next two quarters followed by a slight 

increase. 
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Figure 3. Response of CPI after different shocks  

Source: VAR model results 

Credit rising that made initially CPI increased in one quarter, then fell in the next two 

quarters and reversed in two quarters. After that, CPI continued to reverse every two quarters 

with the decreasing amplitude of fluctuations 

The change in exchange rate, that made CPI only increased slightly in the first two quarters 

but sharply in the third quarter; CPI declined in the fourth and fifth quarters before reversed and 

stabilized in the following quarter, then decreased onward with small fluctuations 

The rising in interest rates reduced CPI in the first quarter, then CPI increased for the two 

quarters before stabilizing in the following quarter 

- Decomposition of variance 

Beside the analysis of reaction, decomposition of variance can be used to assess the 

importance of different shocks in explaining the variability of inflation. 

Table 9. Decomposition of variance in VAR model 

 Period S.E. DLCPI DLGDPR DLM2 DLCRE DLE DLR 

1 0.021335 100.0000 0.000000 0.000000 0.000000 0.000000 0.000000 

2 0.022953 86.45279 1.060427 0.004223 8.894770 0.010525 3.577262 

3 0.025134 75.25232 0.919146 11.30093 9.486365 0.053354 2.987887 

4 0.027211 68.24407 4.777562 13.19639 8.538387 2.069658 3.173925 
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 Period S.E. DLCPI DLGDPR DLM2 DLCRE DLE DLR 

5 0.028147 67.05597 4.830909 14.78422 8.008656 1.958259 3.361988 

6 0.029336 65.77241 4.492442 17.24583 7.559984 1.821493 3.107839 

7 0.029800 63.97122 4.887827 18.61255 7.326469 2.189724 3.012208 

8 0.030182 62.91579 5.657546 18.49265 7.305534 2.670884 2.957602 

9 0.030594 61.97024 5.714648 19.60863 7.216713 2.603536 2.886238 

10 0.030821 61.09862 5.636151 20.66688 7.133772 2.591108 2.873467 

Source: VAR model results  

From the data in Table 9, it can be seen that the expected inflation has a very strong 

impact, which can explain most of the variability of inflation. Next is the money supply, which 

account for over 10% of the CPI variation, from the 6th quarter explaining nearly 20% of the 

CPI variation. Credit from the second quarter can explain nearly 10% of the variation in 

inflation; Output, exchange rates and interest rates can show about 5% of the variation in 

inflation 

5. Some discussion from the results of the VAR model 

The results from the VAR model show the role of macro factors on inflation. The Granger 

test, reaction function, and variance decomposition have also shown that there is certain effect of 

macroeconomic factors such as money supply, credit, interest rates, exchange rates, income, 

international prices to the inflation 

The test results show the important role of monetary policy in controlling inflation in 

Vietnam. Money supply, credit are important factors which can explain the CPI variation or the 

fluctuation in inflation. The increase in money supply will make reduce in interest rate, the 

currency depreciates, the CPI remains constant in the first quarter then increases in the next 

quarter. This may be explained by the latency of policy implementation. Credit growth lead to 

increase CPI in the first quarter, before falling for the next two quarters, then reversing 

continuously with little fluctuation. Therefore, it is necessary to control the scale of credit in line 

with the orientation target; continue the credit extension in parallel with safety, improve quality 

and efficiency, ensure system safety and promote reasonable economic growth. 

The model results also confirm that past inflation plays an important role in determining 

present inflation in Vietnam. This implies that, in order to fight inflation, the Government and 

the State Bank must first keep inflation at least in a quarter, thereby gaining public confidence 

with environment that can control and keep stability price, reduce expectations of inflation in the 

future. This also means that the Government and the State Bank need to maintain the target of 

inflation control, thereby contributing to macroeconomic stability and rational growth support. 

The model results suggest that rising interest rates have reduced CPI in the first quarter in 

line with the theory, but then CPI rose for the next three quarters before falling back and 

stabilizing. This fluctuation can explain by the adaptive interest rate policy of the State Bank to 
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stabilize the macro-economy (interest rates adjusted to the fluctuation of inflation). Therefore, 

the monetary policy of Vietnam in the coming time should continue to pursue the goal of 

controlling inflation at a moderate level to maintain macroeconomic stability along with keeping 

interest rates in the economy at the low level. Thereby, supporting businesses in the economy 

can access to cheap capital, remain business stability and increase the output level. 

In addition, the results of the VAR model pointed out that, after the shock of rising in 

output, the CPI witness a strongly fluctuation. CPI increased slightly in the first quarter then 

decreased in the second quarter. After recovering in the next quarter, CPI decreased and 

increased in the next three quarters followed by falling for a quarter and then increased slightly. 

In fact, inflation increase rapidly in the economy will lead to macroeconomic instability 

followed. There are periods the economy have to face the choice between growth and inflation. 

In 2008 and 2011 Vietnam's economy had to face with high inflation and economic instability, 

but in the period 2012 - 2017, monetary policy had made positive impacts, maintained 

macroeconomic stability by controlling inflation at a reasonable level, remaining the exchange 

rate stability, reducing dollarization and boosting credit growth to the priority area, thereby, 

getting an rational growth while the price was kept at a fairly stable level. This means that the 

Government and the State Bank need to maintain their inflation control objectives, contributing 

to macroeconomic stability, supporting rational growth and ensuring social security. 
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Abstract: Vietnam government often targets both inflation rates and growth rate for the 

economy, in which stock market’s indexes are important elements that reveals the economic 

performance and are usually affected by inflation rate. Policy makers and investors often use 

stock market volatility as a tool to measure the vulnerability of the stock market and perceive this 

variation as a measure of risk. Yet, during the economic turbulence, the economy becomes less 

effective and the stock market become more volatile and harder to manage. Two questions that 

often concerns policy makers and investors during the economic downturn are: does inflation 

impact on stock market? Can we measure that impact? This paper addresses these questions, 

using a modified GARCH model. The results reveal that 1 per cent of increase in inflation causes 

16.636 per cent increase in VN-index. The higher the rate of inflation, the greater the stock 

market indexes become. Vietnamese securities investors generally invest by short-term credit 

loans and financial leverage leads to unstable market and therefore hampers the economy. The 

nature of short-term or speculative investments (surfing) is very popular; therefore, Vietnam 

government needs to target not only inflation rate but also improve regulation and supervision of 

Vietnam stock market. High inflation may put pressure on the exchange rate and prompt 

investors to withdraw capital from Vietnam’s stock market. 

Keywords: Inflation, Vietnam stock market; Stock return volatility 

 

1. Introduction 

Operation of the stock market indicates the entire economy health. To that extent, stock 

market’s indexes are important elements that reveals the economic performance and are usually 

affected by macroeconomic factors. Among macroeconomics factors, the one of the most 

important factors denoted by financial and monetary indexes is inflation rate. Vietnam 
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government often target both inflation rates and growth rate for the economy, yet during the 

economic turbulence, the economy becomes less effective and the stock market become more 

volatile and harder to manage. Two questions that often concerns policy makers and investors 

during the economic turbulence period are: does inflation impact on stock market? Can we 

measure that impact? 

The impact of an economy’s health on the stock exchange volatility and hence the amount 

of risk that inflation might cause for the investors has been documented in many countries. 

Recently, Engle and Rangel (2005) found that inflation has high predictive power for the 

emerging markets than it had for the developed nations like Canada. Later, some other 

researchers such as Saryal (2007) employed GARCH model for the estimation of conditional 

stock market volatility using monthly data for Turkey from January 1986 to September 2005 and 

for Canada from January 1961 to December 2005 and confirms that inflation rate had high 

predictive power for explaining stock market volatility in Turkey.  

In Vietnam, Nguyen Thi Thu Hien and Dinh Thi Hong Loan (2007) investigated the effect 

of inflation on stock market by using OLS regression with data of VN-Index and each industry 

sectors. The results of the research showed that inflation was a systemic risk factor which 

impacted on the overall stock market. Inflation has significant negative affect on stock return. 

This also implied that investment in stock market was not an inflation shield. However, the OLS 

model generally be criticized for its weak power in a time-series estimation therefore the 

findings in Nguyen Thi Thu Hien and Dinh Thi Hong Loan (2007) may be questioned. GARCH 

model may be a better option to investigate the impact of inflation on stock market, because 

GARCH model has been proved to be sufficient in capturing properties of time varying stock 

return volatility.  

GARCH model has been developed from ARCH model. Initially, ARCH model was 

proposed by Engle (1982) and generalized by Bollerslev (1986) and Taylor (1986) as follows: 

 

 

 

Where: 

Error term at time t 

Conditional variance for the current time t 

News about volatility from the previous period, measured as the lags of the squared 

residual. 

Time varying volatility is captured by allowing volatility to depend on the lagged 
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values of the innovation terms  and q which is chosen such that the residuals of the 

variance equation are white noise. All of the coefficients in the conditional variance equation 

are required to be non-negative. 

However, the problem of parsimony among the other problems of ARCH model such as 

how to specify the value of q and the violation of non-negativity constraints led Bollerslev 

(1986) to extend the ARCH model into the generalized ARCH (GARCH) model. The equation 

for GARCH (p, q) is as follows: 

 

 

 

Where: 

Error term at time t, 

Conditional variance for the current time t, 

News about volatility from the previous period, measured as the lags of the squared 

residual from equation. 

GARCH model is more flexible and better reflect the phenomenon of volatility clustering 

in financial time series changes.  

Some further development of GARCH model includes: Nonlinear Asymmetric 

GARCH(1,1) by Engle (1993), Integrated Generalized Autoregressive Conditional 

Heteroskedasticity (IGARCH) by Nelson (1991), Quadratic GARCH (QGARCH) model by 

Sentana (1995), The Threshold GARCH (TGARCH) model by Zakoian (1994). 

This paper will investigate the impact of inflation on the operation of the stock market, 

using a modified GARCH model. The findings may provide insight into the causes and 

possible directions to improve the operation of the Vietnam stock market. The paper is 

organized as follow. Section 1 provides literature review. Section 2 develops an empirical 

model. Section 3 describes data. Section 4 reports results and discusion. Finally, section 5 is 

conclussion. 

2. Empirical model 

GARCH has been proven to be powerful for time series data; therefore, this research uses 

the following extended GARCH (1,1) model to estimate the impact of inflation on the operation 

of stock market in Vietnam. 
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Condition for the model: 1 + 1 < 1 

Where: 

Error term at time t, 

Conditional variance for the current time t 

 News about volatility from the previous period, measured as the lags of the squared 

residual. 

 Lạm phát 

By adding the lagged conditional variables terms (GARCH terms) of the p previous 

periods in series, GARCH has demonstrated the best fitting to the heteroscedastic series data. 

Generally, a GARCH (p, q) is equivalent to a ARCH(p+q) in applying to the same time series 

data. But GARCH models can depict better the series data compared to ARCH because of 

ARCH must employ too many lagged squared residual terms. So, GARCH models are strong 

and advanced for financial time series. 

3. Data 

3.1. Data collection 

Data source for this research is secondary data obtained from the General Statistics Office 

of Vietnam and from the Ho Chi Minh Stock Exchange (HoSE). 

Inflation data is taken at the end of each month from August 2000 to July 2017. The data 

frequency was monthly to ensure adequate number of observations. Inflation or the change in 

CPI is calculated as follows: Where:  change in CPI; 

 consumer price index at month t;  consumer price index at month t-1. 

VN-Index values are taken at the last trading session of each month from the stock market 

index of HoSE. Stock market return is calculated as following formula:  , 

Where:  market return at time t;  VN-Index at month t;  VN-Index at 

month t-1. 

The information such as the number of listing codes, the listed sectors and market 

capitalization at HoSE have fully reflects the nature of the Vietnamese stock market; thus, the 

data can help to ensure that the research results are reliable, objective and reflecting closely to 

the actual operation of the market. 
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3.2. Data description 

Description of the data is shown in Table 1. 

Table 1. Description of data (07/2000 - 07/2017) 

Variables IF R 

Mean 0.005998 101.5194 

Median 0.078750 100.4087 

Maximum 1.879327 138.5171 

Minimum -2.935421 65.66302 

Std. Dev. 0.708088 10.24511 

Skewness -1.174733 0.358275 

Kurtosis 6.825100 4.553065 

Jarque-Bera 171.2868 24.86639 

Probability 0.000000 0.000004 

Sum 1.223534 20709.95 

Sum Sq. Dev. 101.7818 21307.35 

Observations 204 204 

Table 1 indicates that Inflation data is skewed towards the right (having positive skewness 

coefficient of 0.3582). The kurtosis of the Vietnam stock market’s return exceeds 3 (= 4.553) 

implying that leptokurtic or the series have distribution with fatter tail and more peaked at the 

mean than a normal distribution. This means that we need to test whether there is existence of 

unit root. 

3.3. Unit root test 

Augmented Dickey - Fuller (ADF) test is used to test whether inflation contains unit root, 

or it is stationary. The result is reported in Table 2. 

Table 2. ADF unit root test 

Variables 
Critical Value 

ADF Test Prob.* 
1% 5% 10% 

R -3.462574 
 

-2.875608 
 

-2.574346 
 

-9.463035 0.0000 

IF -3.464280 
 

-2.876356 
 

-2.574746 
 

-9.483171 0.0000 

Table 2 reveals that the critical values at 1% and 5% were -3.46 and -2.87 respectively, 

thus the Stock return and inflation are all found to be stationary by the Augmented Dickey - 

Fuller (ADF) test. This result allows us to further analyze the relationship between inflation and 

the stock market index using GARCH model. 

4. Result and discussion 

The impact of inflation on stock market returns volatility is investigated through the 

modified GARCH model. The regression results is reported in Table 3.  
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Table 3. Regression results of the modified GARCH model 

Variable Coefficient Std. Error z-Statistic Prob. 

C 74.92444 7.440643 10.06962 0.0000 

R(-1) 0.260506 0.072956 3.570728 0.0004 

 Variance Equation   

C 2.637760 1.956117 1.348467 0.1775 

RESID(-1)^2 0.167294 0.043903 3.810533 0.0001 

GARCH(-1) 0.797709 0.049380 16.15454 0.0000 

IF 16.63656 4.866066 3.418893 0.0006 

R-squared 0.134543 Mean dependent var 101.4609 

Adjusted R-squared 0.130238 S.D. dependent var 10.23624 

S.E. of regression 9.546426 Akaike info criterion 7.091677 

Sum squared resid 18317.98 Schwarz criterion 7.189604 

Log likelihood -713.8052 Hannan-Quinn criter. 7.131294 

Durbin-Watson stat 1.685460    

Table 3 reveals that the coefficient of IF equals to 0.0006 which is less than the critical value of 

0.05; Hence, this coefficient is statistically significant. The estimated coefficient on the inflation rate 

is +16.636 meaning that 1% of increase in inflation causes 16.636% increase in VN-index. In other 

words, the higher the rate of inflation, the greater the stock market indexes become.  

The movements of VN-Index compared with CPI (see Figure 1), or Rt’s fluctuations 

compared with CPI (see Figure 2) nearly coincide with the frequency, and wavelength, and 

usually in the same direction. 
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Figure 1. Comparison of VN-Index and CPI 



1022 

98

99

100

101

102

103

104

105

106

60 

70 

80 

90 

100 

110 

120 

130 

140 

2000 2002 2004 2006 2008 2010 2012 2014 2016

R CPI
 

Figure 2. Comparison of Rt and CPI 

Inflation has relatively strong impact on the votality of stock index because Vietnam's 

stock market is in the early stages of development that have the following characteristics: 

- Psychological herd or mob mentality of the stock players is very common, and its huge 

impact on the volatility of the market; This is a phenomenon that has negative impact in the 

emerging markets. It weakens the market, leading to instability due to stocks prices be blown up 

too high or diped too low, even it is the cause of the stock bubble. Herd mentality facilitates 

prices making evils, stock price manipulation and promotes speculation or surfing. Vietnam's 

stock market has gone through periods like that, typically the period 2006 to early 2007. When 

the demand for capital flows into the secondary market surge has led to a large amount of money 

in circulation. This has caused high inflation (in the same direction and at the same tempo or 

pace). Another important reason is that such a large amount of capital does not flow directly into 

the production and service needs of the economy. The consequence is that it causes the stock 

bubble burst in the next stage; 

- The number of foreign investors and foreign portfolio investment is relatively low 

proportion (15 - 20% of total market capitalization). Internationalization of the transaction and 

general market activities is also quite low; 

- Vietnamese securities investors generally invest by short-term credit loans and financial 

leverage leads to unstable market and entire the economy. The domestic investors often use a lot 

of capital for investing in securities from bank loans. In times of strong growth, investors often 

abuse financial leverage. On the other hand, these loans are mainly short-term loans; 

- The nature of short-term or speculative investments (surfing) is very popular; 

- As inflation rises, a huge amount of capital among the population has shifted from 

storage in the banks to investing in securities; 
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- When inflation is high Vietnam companies often move to raise capital resource through 

the stock market. 

All these characteristics explain why the rate of inflation has relatively strong impact on 

the pace of changes of the stock index in Vietnam. 

5. ConclusioN 

Vietnam government often target both inflation rates and growth rate for the economy. 

Yet, during the economic turbulence, the economy become less effective and the stock market 

become more volatile and harder to manage. The policy makers often use volatility estimation as 

a tool to measure the vulnerability of the stock market, and investors and agents perceive this 

variation as a measure of risk. Therefore, the nature of stock market volatility is important 

implications for policy makers and investors. This paper examines the impacts of inflation on 

Vietnam stock market, using GARCH(1,1) model. The results show that 1 per cent of increase in 

inflation causes 16.636 per cent increase in VN-index. Vietnamese securities investors generally 

invest by short-term credit loans and financial leverage leads to unstable market. The nature of 

short-term or speculative investments (surfing) is very popular; therefore, Vietnam government 

needs to target not only inflation but also the financial regulations and supervision of Vietnam 

stock market in order to attract more investors for the economy development.  
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Abstract: Free trade agreements have brought lots of opportunities as well as challenges 

for their member countries. However, how to overcome those challenges is a challenging task. 

The purpose of this study was to investigate what challenges Vietnamese textile and apparel 

companies face under the latest agreement – CPTPP. An approach of purposeful sampling was 

used. Qualitative data were collected through expert interviews from 20 companies ranging from 

spinning to textiles to garments as well as ancillary industries in both southern and northern 

Vietnam. The researchers found that the global textile and apparel world has changed much its 

trade regimes in terms of corporate social responsibilities, competitive pressures, production 

methods, especially in the integration period with the emergence of the rule of origin. From that 

finding, some recommendations were made to help Vietnamese textile and apparel companies 

overcome these challenges to benefit from free trade agreements in general and the CPTPP in 

particular.  

Keywords: apparel, challenges, CPTPP, textile 

 

1. Introduction 

In 2018, Vietnam officially became a member of Comprehensive and Progressive 

Agreement for Trans-Pacific Partnership (CPTPP). This agreement is expected to have a great 

impact on the import-export industry in Vietnam. Under the CPTPP, the average import tariff 

applied to Vietnamese exporters to CPTPP markets will decrease from 1.7% to 0.2% (Linh, 

2018), which is considered as a potential to help the Vietnamese textile and apparel (T&A) 

industry expand its market share in countries with high tariffs such as Canada, New Zealand, 

Australia ... In addition, regulations on the origin will attract foreign investment (FDI) into weak 

sectors such as textiles and yarn and from which Vietnam can take advantage of preferential tax 

rates when exporting textiles to the remaining 10 countries in the CPTPP. 

Although there are many opportunities ahead, the Vietnamese T&A industry still faces 

many barriers and challenges when joining the CPTPP. One of the strict requirements of the 

CPTPP is the "Rules of Origin and Related Matters," which requires that if Vietnam wants to 

enjoy zero tariffs on exports, the raw material for the export product must be either domestically 

produced or imported from the intra-CPTPP. Meanwhile, 80% of the raw materials of the 

industry are imported mainly from non-member countries of CPTPP such as China, Taiwan, 
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Korea. Particularly, imported fabrics from China accounted for 50% (Virac, 2016). On the other 

hand, 65% of Vietnamese T&A companies undertake the basic form of garment manufacture, 

which is cut - make – trim (Bidv, 2016). As a result, the competitiveness of Vietnamese garment 

enterprises in the international market is weak as compared to other countries in the CPTPP 

which have many strengths in textile and garment exports such as Mexico, Peru and Malaysia. 

In fact, many businesses, especially small and medium enterprises, have not really paid 

much attention to FTAs and CPTPP agreements, which will lead to disadvantages as well as the 

setback for enterprises when importing and exporting to foreign markets without taking 

advantage of tax incentives.  

Under the above practical situation, the author wishes to study the impact of the CPTPP on 

the domestic T&A industry in the current period and measuring the opportunities as well as 

difficulties and challenges facing the textile and garment industry in Vietnam, from then make 

some suggestions to help Vietnamese T&A companies overcome this situation. 

2. Literature review 

2.1. What is CPTPP? 

In January 2017, after the United States officially withdrew from the Trans-Pacific 

Partnership (TPP) agreement, TPP failed to meet the initial conditions as expected. Agreed on 

the new name of the TPP Agreement is the Comprehensive Partnership and Trans-Pacific 

Partnership (CPTPP). The TPP-11 (CPTPP) was officially signed in March 2018 (in the city of 

Santiago, Chile), including the remaining 11 TPP members: Canada, Mexico, Peru, Chile, New 

Australia, Japan, Singapore, Brunei, Malaysia and Vietnam with economies of scale accounting 

for 13.5% of GDP and 15.2% of global trade (WTO Center, n.d.).  

The CPTPP Agreement essentially retains the content of the TPP Agreement but allows 

members to postpone a number of obligations in the new context. The Parties agree to eliminate 

almost all import taxes; to liberalize services and investment on the basis of complying with the 

law of the host country, ensuring the State management; thereby creating new business 

opportunities for businesses and new benefits for consumers of member countries. CPTPP will 

bring many benefits to the Vietnamese economy and is expected to bring Vietnam's economy 

closer to the world trading system 

2.2. Vietnamese textile and apparel industry 

In 2017, export turnover reached over US $ 31 billion, up 10.23% over 2016 (VOV, 2018). 

The T&A industry also aims to reach US $ 34 billion in export turnover in 2018, up 10% over 

2017. Many items reached high export turnover, such as T-shirts (more than 3.1 billion USD), 

trousers (reaching over $ 2.4 billion), jackets (reaching over $ 1.9 billion) (Thien, 2018). 

Recently, in order to catch up with the trend of industrial revolution 4.0, Vietnamese T&A 

companies have started to invest a great deal in modern technologies such as machinery, 

equipment, robots, design by laser, ... to serve the production as well as increase competitiveness 

with member countries CPTPP (Thien, 2018). However, the value added that Vietnamese T&A 
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companies and the country received is not much because 65% of Vietnamese T&A companies 

undertake cut - make – trim (CMT) production method (Bidv, 2016). 

In addition to CMT production method, in Vietnam, there are some other higher-level 

modes including Free on board (FOB), Original design manufacturing (ODM), and Original 

brand manufacturing (OBM). Under FOB, there are two sub-modes, including FOB1 (firms 

purchase raw materials from a group of suppliers designated by the clients) and FOB2 (firms 

receive the product’s designs from clients and are responsible for finding raw materials and 

producing finished products) (Virac, 2016). At present, 20% of Vietnamese T&A companies 

involve in FOB1 and 10% in FOB2. The higher level to FOB is ODM, in which firms manage 

the design process as well as the purchase of materials. The highest level is OBM, wherein firms 

work on their own brands by designing and making new products, conducting research and 

development on their products and production, and organizing sales and distribution (Hobday, 

1994). Combined, only 5% of Vietnamese T&A companies undertake ODM and OBM. 

2.3. Previous studies  

There have been numerous articles on Vietnamese T&A industry and CPTPP such as “What 

do you expect from CPTPP and EVFTA for Vietnam garment industry?” (WTO, 2018) or “Make 

use of CPTPP and EVFTA to promote textile and apparel exports” (Thien, 2018). For researches, in 

2004, Nadvi et al. used to study challenges to Vietnamese firms in the world garment and textile 

value chain. The paper utilized a global value-chain framework to analyse the Vietnamese 

experience and map Vietnam’s position in the global T&A market, from which helped distinguish 

who were potential losers and winners. Also, in this year, Nadvi et al. had another study on “Vietnam 

in the global garment and textile value chain: Impacts on firms and workers”. The paper focused on 

how Vietnamese T&A firms were inserted into the global T&A value chains and how the nature of 

insertion into global value chains led to differentiated gains for state owned and private companies, 

and for T&A workers (Nadvi et al. 2004b). In 2012, Vixathep and Matsunaga addressed the 

relationship among technical efficiency and firm structure, business activity, export destination and 

location. The authors found that high inefficiency existed in Vietnamese T&A companies and T&A 

companies in Hochiminh city tended to have higher efficiency because of fierce competition in 

Hochiminh city. Additionally, there are also some other papers on Vietnamese T&A industry, 

however they focused much on supplier strategies, partner selection, performance evaluation … 

Until now there has been a dearth of researches on challenges to Vietnamese T&A industry under 

CPTPP because addressing those challenges is a must to help the T&A sector make the most 

opportunities provided by the CPTPP. Therefore, this research topic is rather fresh and proves to be 

practical to the T&A businesses in Vietnam.  

3. Methodology 

Purposeful sampling approach was applied in this research. Participants were intentionally 

selected based on an initial set of criteria according to the needs of the study (Patton, 2002). In 

addition, because of the T&A industry’s diversified production methods. This approach can 

address all the extremes in the population (Patton, 2002).  
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In all, the authors collected 20 interviews from 20 T&A companies in Vietnam (12 from 

apparel; three from textile; one from ancillary; one from yarn and textile; and three from yarn, 

textile, and apparel). Interviews were conducted face to face, except for three interviews that 

were via telephone; in one case, the interview was conducted in a quiet coffee shop. The authors 

sent an interview guide to the informants before the interviews occurred. Interviews lasted 

between 30 and 120 minutes. The interviews were conducted in Vietnamese and then translated 

into English and reviewed by two readers fluent in Vietnamese and English.  

Table 1. Background Information of Samples. 

Participant’s 
Number 

Industry 
Production 

Mode 
Years in 
Business 

Number of 
Employees 

Interviewee 
Year 

Employed 

Year in 
the 

Industry 

P01 Ancillary  01 More than 10 Deputy   
director 

01 10 

P02 Garment CMT, FOB1 29 1,800 Deputy manager 16 16 

P03 Garment FOB2 6 70 Director 6 6 

P04 Textile  13 More than 10 Director 13 13 

P05 Yarn, Textile, 
Garment 

 54 More than 
1000 

Manager 30 30 

P06 Garment CMT 4 900 Director 4 30 

P07 Garment CMT, FOB, 
ODM, OBM 

44 25,000 Manager 3 3 

P08 Garment FOB2, ODM 41 22,720 Manager 15 15 

P09 Garment CMT 14 200 Unit manager 12 12 

P10 Textile  10 60 Director 10 10 

P11 Garment FOB, ODM, 
OBM 

71 More than 
9,000 

Sales manager 15 15 

P12 Garment CMT 20 More than 
500 

Deputy director 12 12 

P13 Yarn, Textile  63 4,000 General director 28 28 

P14 Garment CMT 22 230 Deputy director 22 22 

P15 Garment FOB1 29 1,500 Deputy director 30 30 

P16 Garment CMT 8 300 Director 8 8 

P17 Textile, 
Garment 

 24 1,300 Manager 20 20 

P18 Yarn, Textile, 
Garment 

CMT, FOB1 30 4,000 Deputy director 30 30 

P19 Yarn, Textile, 
Garment 

CMT, FOB, 
ODM 

55 12,000 Deputy Director 11 11 

P20 Garment FOB1, ODM 41 6,500 Deputy Director 5 5 

4. Results and discussion 

Our findings revealed that challenges to Vietnamese T&A companies under CPTPP fell 

into four main issues including rules of origin, competitive pressure, low value-added production 

level, marketing and distribution, and corporate social responsibilities.  
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4.1. Rule of Origin 

T&A companies are now confronting the challenges of the rule of origin as most of their 

materials are now from China, Taiwan, South Korea who are not members of the CPTPP. Under 

the TPP’s “yard forward” rule of origin, to benefit from a zero per cent imported tariff rate, 

instead of the current 15-20 per cent, all manufacturing processes including yarn spinning, 

knitting and dyeing must be implemented in a CPTPP member country. This would also mean 

that Vietnamese T&A companies find themselves difficult to meet the CPTPP rule of origin. 

According to most of respondents, the difficulty seems to be doubled to them. Firstly, Vietnam’s 

supporting industries are still young. Most of them do not have enough capacity to meet stably 

the requirements of T&A companies on delivery time, quality, quantity, diversified design, etc. 

For that reason, Vietnamese T&A companies must source most of their materials and auxiliaries 

abroad. Secondly, to enjoy the preferential tariffs under the CPTPP, Vietnamese T&A companies 

need to change their current suppliers to those in the CPTPP member countries. This is a 

challenging task as purchasers need to select from a great number of suppliers those that are 

capable of supplying the buyer with the right quality products and/or services at the right price in 

the right quantity and at the right time (Cengiz, Aytekin, Ozdemir, Kusan, and Cabuk, 2017). 

This can be easily solved if purchasers have a set of supplier selection criteria and good methods 

to select capable suppliers. However, Vietnamese T&A companies’ supplier selection criteria are 

really simple with quality, price or delivery. Rather, they have not had a comprehensive method 

to select suppliers as well. In one of the interviews in this study, a manager of a large garment 

corporation stated, “When we communicate with suppliers, we observe whether they build trust 

through their actions and responsibility for a long-term partnership, then we determine whether 

to choose them or not”. From that fact, it arises a requirement on a set of supplier selection 

criteria for Vietnamese T&A companies. 

4.2. Competitive pressure 

According to Lee (2002), fashion apparel has a short life cycle, and the demand is highly 

unpredictable. Besides, the T&A industry is affected by changes at the retail end. Therefore, 

T&A industry requires responsiveness. In the past, the lead time could be from 45 days to 60 

days, but only from 20 to 30 days today. Most of the companies interviewed felt that responding 

to the consumer’s demand was now as critically significant as product quality.  

In addition to responsiveness, Vietnamese T&A companies are now also facing problems 

of suppliers. Suppliers can be considered as a threatening pressure when they can increase their 

input prices or reduce the quality of their products, thereby reducing their ability to compete for 

profits. In a way, that threat creates a little more dependency on the business. In fact, enterprises 

have to deal regularly with the supply chain within the enterprise, which is the labor force, 

especially high-level workers, because their ability to attract and retain qualified employees is a 

prerequisite to the success of the business, especially the increasing wave of foreign direct 

investment companies into Vietnam has absorbed largely Vietnamese skillful labourers.  

The next pressure is of labor productivity. Vietnam is a labour abundant country having the 

third lowest labour cost compared to other T&A manufacturing nations, following Bangladesh 
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and Pakistan  (Schumacher, 2015). However, Vietnam’s labour productivity is quite far lower 

than Chinese one because of its much better infrastructure, skill and experience of T&A workers. 

Additionally, the costs of Vietnamese T&A production are not so low as those of some other 

countries such as Pakistan, India, Bangladesh, Cambodia. This is understood that the 

competitiveness of Vietnamese enterprises is rather limited. 

4.3. Low value-added production level 

Most of T&A companies are processing under simple production methods such as CMT 

and FOB1 – the two lowest levels of production since this method reduces their risks on finding 

consuming markets or finding qualified sources of materials. Therefore, the industry’s added 

value and profit margin has remained low. This explains the paradox that Vietnam is one of the 

top exporters of T&A products but not using domestic raw materials. If T&A enterprises in 

Vietnam still depend on the source of raw materials from abroad, they will face lots of risks: 

firstly, the risk of time and quality of materials in the process of transportation; secondly, the risk 

of the time when looking for substitute materials in case of defective product. According to 

respondents, the biggest constraint for Vietnamese businesses not to make FOB is due to the 

inability to find the source of materials that meets the requirements for quality and delivery time. 

In other words, the export volume of FOB apparels remains low due to the fact that Vietnamese 

T&A industry is not active in its raw materials, its ability to manage, raise capital, so they have 

not exploited the advantages, get maximum profit at this stage. In particular, Vietnamese T&A 

industry is in its infancy in product design because of the lack of good designers, hard to reach 

and lack of information on customer demand, far from the end consumer market although 5 per 

cent of Vietnamese T&A companies are undertaking ODM and OBM. 

The above analysis shows that it is of necessity to overcome the weak points to improve 

the production capacity of T&A companies by upgrading their production from CMT and FOB1 

to FOB2, ODM, and OBM. The ability to do so is conditioned by the sourcing of materials 

(Nadvi et al., 2004). Thus, Vietnamese T&A companies need to have a comprehensive sourcing 

strategy, which is also their weakness now. This is one of the reasons causing high sourcing 

costs that often result high-price output, unstable quality products, and then lower the 

competitive advantage of an organization. 

4.3. Marketing and distribution  

Distribution activities of Vietnamese T&A companies are still undeveloped. The network 

of buyer includes retailers, merchants, and manufacturers. For retailers, most of them are from 

strict markets like the EU, United States, and Japan and own leading brands globally. For 

manufacturers, they can be from international and regional area. However, for merchants, they 

are often from regional countries such as Hongkong, Korea, and Taiwan and really important in 

the supply chain of Vietnamese T&A to the world. According to statistics, 97 per cent of 

Vietnamese companies are small and medium enterprises with limited knowledge in the market 

and with financial constraints (Hoi, 2012). Thus, it is difficult for Vietnamese T&A companies to 

reach the international clients. Most of them find merchants as a good channel to export their 

products and reach the global market. Many of these T&A companies cannot know who their 
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final consumers are, which makes them difficult to grasp the market’s demands in order to 

respond quickly to the changing needs of buyers as well as new fashion trends in the world.  

To conclude, marketing and distribution is a drawback of Vietnamese T&A companies and 

limits their penetration into the global T&A value chain. Therefore, the challenge of Vietnamese 

T&A companies now is to upgrade their production method to produce higher value-added 

products and then increase their competitiveness.  

4.4. Corporate social responsibilities (CSR) 

Another concern now of Vietnamese T&A companies is corporate social responsibilities 

which is not familiar to them. All European, American, and many other developed countries care 

much about labour standards, environmental protection, responsibilities to the society … 

Participant 06 noted, “The purpose of CSR is to require enterprises to conform to the home 

country’s law. For example, enterprises are not allowed to hire minors or force labourers. The 

salaries of employees must meet minimum wages. Female labourers must enjoy maternity 

benefits and social insurance. Enterprises must meet requirements on fire and environmental 

protection” or “They must protect the environment and follow labour laws; for example, do not 

hire children to work for them, do not exploit the labourers, etc.”, added by Participant 12. 

Labour standards are increasingly a matter in the T&A world as this is one of the critical 

competitive advantages against competitors. Some of participants stated that their companies 

attempted to get the SA 8000 code on social standards. SA 8000 measures social performance in 

eights areas important to social accountability in workplaces. It is a framework that helps 

organizations demonstrate their dedication to the fair treatment of workers across industries and 

in any country (SAI, n.d.) 

In addition to labour practices and environmental protection, some participants also require 

their suppliers to ensure consumer protection based on laws protecting consumers’ rights; for 

example, materials must not be harmful to consumers, and consumers’ safety must be 

safeguarded. In addition, any suppliers that contribute well to communities will be accorded 

priority in the selection stage, as “enterprises make money to build a good society”, as stated by 

Participant 08. 

5. Conclusion 

This paper set out to assess how CPTPP has affected the Vietnamese T&A industry in 

terms of challenges. In the global value chain, Vietnamese T&A industry has had outstanding 

performance since it began to engage in the global apparel markets in the late 1990s. However, 

the industry’s value added is at a low level because a high percentage of Vietnamese T&A 

companies undertake cut-make-trim (CMT) production mode. The reason too many companies 

involve in CMT is that 97% of Vietnamese companies are small and medium enterprises with 

financial constraints. This is one of the challenges emerged from the interviews with experts in 

the industry. In addition, Vietnamese T&A companies also face other challenges including rule 

of origin, competitive pressure, marketing and distribution, and corporate social responsibilities. 

According to Albert Humphrey – the author of SWOT analysis, in order not to be affected by 

threats, companies should overcome their weaknesses (Humphrey, A.S, 2004). Therefore, the 
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authors suggest Vietnamese T&A companies to gradually upgrade their production levels from 

CMT to FOB, ODM, OBM. This upgrade requires them to be proactive in the supply of raw 

materials which is their weak point. Thus, they need to set up an appropriate sourcing strategy 

that is of significance today because it can help them select suppliers that can meet the rule of 

origin, supply right quality products and/or services at the right price in the right quantity and at 

the right time, and meet CSR requirements. However, in the long run, Vietnamese T&A 

companies should extend their activities to produce materials and auxiliaries. This can help them 

be active in their inputs, increase their competitiveness and value added for Vietnamese T&A 

industry, but require them to have a synchronous and harmonious strategy in each stage of the 

T&A value chain, of which a great investment in capital, technology, and effective management 

ability is especially important. The success of Vietnamese T&A companies’ upgrade depends 

much on the Government as well. The Government can enable T&A businesses to assess good 

credit sources with reasonable interest rates, support them in the training of human resources to 

improve the ability of technical and management staff, and build up T&A clusters to strengthen 

the corporation among T&A businesses and create a spillover effect to promote the development 

of the whole industry. 

Studying the impact of the CPTPP on Vietnamese textile and apparel industry in terms of 

challenges will contribute to the literature about the T&A context in the new era. In addition, this 

research is also a good material for researchers and practitioners in T&A industry. However, it 

has some limitations that create opportunities for future research. First, the small sample size 

may be not representative of the T&A industry in Vietnam. Finding managers who are willing to 

spend time was an extremely challenging task. Therefore, the author only focused on large 

provinces to conduct the research. Secondly, opportunities, strengths, and weaknesses of T&A 

companies should be analysed more to have a comprehensive recommendation. 
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Abstract: This paper uses the data envelopment analysis DEA technique to evaluate the 

relative efficiency of Vietnam in comparison with other ASEAN countries during the period of 

2000 -2017. The results show that Vietnam has been ranked at the lowest position among 

ASEAN8 considering the efficiency which was computed based on the inputs of labor force and 

gross fixed capital formation along the output of GDP. This result can be considered as a 

warning about the lack of effective use of resources in Vietnam. In fact, in order to achieve the 

GDP level as averagely in the period of 2009 - 2017, Vietnam could use only 64.14% of its 

current resources. In a different perspective, with average input-output growth in the period 

2000-2017, Vietnam could reach output level more than the current level of 32.20%. 

.Keywords: Data Envelopment Analysis, technical efficiency, economic efficiency, 

Constant Return to Scale, Varying Return to Scale.  
 

1. Introduction 

The subject that how to measure, analysis and compare the economic efficiency between 

countries is one of the most interested topics in development economics. In the quantitative 

economic efficiency, there are two commonly used approaches: the first approach is by 

parametric methods through econometric analysis tools; the second is by nonparametric methods 

with linear programming, such as Data Envelopment Analysis (DEA). Although it is more 

popular, econometric techniques are closely tied to statistical assumptions that are difficult to 

satisfy in empirical research. In contrast, nonparametric methods do not require these rigorous 

assumptions and they can work properly with small samples without worrying about the 

estimation biasedness or sample selection problem. As a result, the non-parametric approach is 

increasingly being exploited. 

This paper uses the DEA nonparametric analysis approach to evaluate the relative 

efficiency of the Vietnamese economy compared to other ASEAN countries. To achieve this 

objective, the remain of the paper is organized as follows: Section 2 presents theoretical 

background and overview of relevant studies; Section 3 presents the data and methodology; 

Section 4 analyzes and discusses the  results with DEA. Finally, Section 5 provides conclusion 

and suggests some policy implications 

2. Background theory and literature review 

2.1 Background theory and theoretical framework 

DEA was firstly introduced in the well-known studies of Charnes et al. (1978) and Banker 

et al. (1984). Both of these studies are based on the Farrell (1957) concept of empirical modeling 
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to measure the relative effectiveness Decision Making Units (DMU hereafter). The DEA method 

is more concerned with the production frontier rather than the central trend analysis of data as 

conventional statistical methods. Instead of performing a regression analysis of the causal 

relationship between output as regressand and input resources as regressors, the DEA method is 

based on the capacity constraint to evaluate the relative efficiency of DMUs. DEA allows 

multiple inputs and multiple outputs to be considered simultaneously without requiring any 

assumption about the data or model. According to Coelli et al. (1998), based on the objective 

function, DEA can be divided into two groups: firstly, input-oriented model, which aims to 

minimize the required inputs to achieve a given level of output and, secondly, output-oriented 

model, which aims to maximize output without using additional input resources..    

In addition, DEA can be considered as Constant Return to Scale (CRS) as in Charnes et al. 

(1978) and Varying Return to Scale (VRS) as in Banker et al. (1984). The DEA-CRS model, also 

known as CCR, is named after Charnes, Cooper, and Rhodes (1978). In this model, we assume 

that there are n DMUs need to evaluate the economic efficiency. Each DMU uses m inputs to 

produce the outputs. 

θj:  the efficiency score of  DMUj in DEA 

yrj: the rth  output of DMUj 

xij: the quantity of ith input which was used by DMUj 

ur: weight of the rth output 

vi: weight of ith input  

If θj which is calculated by DEA is less than 1 (or 100%), it implies that DMUj has not 

achieved the status of efficiency, which means that DMUj can produce more outputs at current 

level of inputs, or can use less inputs to produce given level of outputs. The goal of input 

minimization (or output maximization) of DEA is expressed in the form of linear programming 

problem as follows: 

The objective function is maximizing θj  of DMUj, denoted by DMU0  
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Considering the aims of minimizing inputs to produce a given amount of output, the linear 

programming problem is expressed as follows: 

Linear programming problem Duality 

0
1
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q

r r
r

z u y


 
         (2)

 

Constraints: 

1 1

0
1

0

1

, 0

q m

r rj i ij
r i

m

i i
i

r j

u y v x

v x

u v 

 



 



 

 

  

1 1

min
qm

i r
i i

s s   

 

 
  

 
 

     (3)

 

Constraints: 

0

1

0
1

1,2,...,

1,2,..., q

0 1, 2,...,

i

n

ij j i x
j

n

rj j i r
j

j

x s i m

y s y i

j n

 

 











  

  

 



  

In case of considering the output maximization with a given amount of input, the linear 

programming problem is that: 

Linear programming Duality 
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Equivalent to DEA, the stochastic frontier analysis is derived from the duality of the 

original linear programming problem; whereas is is the  variables represent for the inputs that 

can be saved to a given output level, the is  represent for the level of outputs  that can be 

increased with the current level of inputs. The first model’s efficiency score reveals the technical 

efficiency, which demonstrates inefficiency due to the combination of input-output and the size 

of operations. The second model leads to a pure technical efficiency score which reflects 

managerial under-performance. 

If above linear programming problem, CCR, adds one more constraint:
1

1
q

r
r




 , the 

model becomes BCC, which is named after Banker et al. (1984). This model also allows us to 

look at the case of varying variables, hence so-called VRS. The VRS model is also considered in 

two cases of minimizing inputs in terms of given outputs or maximizing outputs in terms of 

given inputs. 

The above models are constructed for each DMU with only one observation in the sample, 

i.e. cross sectional data. In fact, DMU data can be observed at different times which form into 
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panel data. With panel data, the efficiency of DMUs can vary from time to time. Each DMU at 

one time will be considered as different DMUs and the window analysis technique proposed by 

Charnes et al. (1985) will be applied to calculate and measure effective price according to DEA. 

The computation of DEA in this paper is performed by Stata.  

2.2 Literature review 

Stochastic frontier analysis is one of the most common methods for assessing relative 

effectiveness applied by researchers. In the application of DEA to assess the effectiveness of 

economies in the world, there have been many studies done in recent years. 

Mohamad (2011) collects data in 2007 from 54 member countries of the Organization of 

the Islamic Conference (OIC) to analyze these countries’ efficiency by DEA with the input 

variables include the ratio of government spending and GDP, and outputs including GDP 

growth, export weight and inflation of the economy. The leading countries in OIC effectiveness 

are members of OIC-FEC (Fuel-exporting countries) and OIC-LIC (Least-developed countries). 

Alsahlawi (2013) uses the DEA to evaluate the GCC energy efficiency of six countries 

(AE, Bahrain, Saudi Arabia, Oman, Qatar and Kuwait) labor force, energy consumption and 

GDP output. The results show that Kuwait, Qatar and Saudi Arabia are countries that have 

achieved relative effectiveness in the considered countries. 

Camioto et al. (2016) used data from 1993 to 2010 to measure the energy efficiency of 

DEA in BRICS countries (Brazil, Russia, India, China and South Africa) including labor force, 

fixed capital, energy and GDP (expected output) and environmental pollution (unexpected 

output). The analysis shows that Brazil is the most efficient country in the BRICS, followed by 

South Africa, China, India and Russia. 

3. Data and methodology 

3.1 Data 

In this study, the DMUs are ASEAN countries, except for Laos and East Timor because 

data is not available for these countries. The data of ASEAN countries is used to analyze the 

efficiency including gross fixed capital formation, labor force and energy usage. Output is 

measured by GDP. The data on fixed capital, labor force and GDP of the seven ASEAN 

countries including Brunei, Indonesia, Cambodia, Malaysia, Philippines, Singapore, Thailand 

and Vietnam for the period 2000 - 2017 were collected from the World Bank database.  

Table 1 shows the descriptive statistics of the variables. According to Table 1, Indonesia has 

the highest average of labor force, fixed capital, energy usage and average GDP among ASEAN 

countries for the period 2000 - 2017. In contrast, Cambodia have the lowest fixed capital, energy 

usage and GDP in the sample; while Singapore is the country with the smallest labor force.Vietnam 

has the second largest labor force but its fixed capital and GDP are quite low. 
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 Table 1: Descriptive statistics 

Country 

Labor Capital Energy GDP 

(million) (billion USD) (million tons) (billion USD) 

Brunei 0.18 2.58 2.95 11.78 

Indonesia 111.16 144.91 188.63 500.97 

Cambodia 7.35 1.66 4.41 9.00 

Myanmar 23.94 14.39 15.62 51.99 

Malaysia 11.61 46.74 68.42 198.93 

Philippines 35.86 31.63 40.40 157.42 

Singapore 2.52 49.14 24.11 183.14 

Thailand 38.15 65.00 104.50 259.36 

Vietnam 48.60 24.51 45.38 83.50 

3.2 Methodology  

The paper uses data envelope analysis to evaluate and compare the economic efficiency 

between ASEAN countries. According to Charnes et al. (1978) and Banker et al. (1984), all four 

types of DEA models are considered, includes: 

- Input-oriented Constant Return to Scale (ICRS) 

- Output-oriented Constant Return to Scale (OCRS) 

- Input-oriented Varying Return to Scale (IVRS);  

- Output-oriented Varying Return to Scale (OVRS).  

The data of ASEAN countries are collected over a period of 2000 - 2018. This sample is 

split into two subsamples. The pre-crisis period is from 2000 to 2008 and the post-crisis period is 

from 2009 to 2017. The DEA analysis is carried out on each subsample for all four types of 

models. The efficiency results in pre- and post-crisis are compared among countries to determine 

the country who have highest and lowest performance. In addition, the efficiency of countries in 

the post-crisis period will also be compared with the pre-crisis period to examine the impact of 

the crisis in 2008 on the efficiency of nations. 

4. Results and discussions 

4.1. Results 

 Pre-crisis period 

Table 2 shows the results of ASEAN8’s economic efficiency in the pre-crisis period. 

As in Table 2, there are only eight countries because Myanmar has insufficient data on the 

energy of the period from 2000 to 2008. In general, Table 2 reveals the fact that efficiency 

scores of the ASEAN economies are relatively low. Among eight ASEAN countries, Brunei 

and Singapore are highly efficient and their efficiency scores are stable over all four models, 
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at the level of 0.9. Considering the VRS models, Philippines and Indonesia efficiency are 

quite prominent countries. 

The most notable result from Table 2 is that Vietnam has the lowest efficiency score, only 

about 0.35 in the CRS model and less than 0.6 in the VRS. This efficiency score is the lowest 

among ASEAN countries, and is even lower than that of Cambodia, which has much smaller 

capital and labor than Vietnam. 

This result also reflects the fact that Viet Nam has used capital, labor and energy 

inefficiently during the pre-crisis period. With the same amount of resources used, we could 

achieve much higher economic output. In other words, in order to achieve the same scale of GDP 

as in the pre-crisis, we might save the resources. 

Table 2: DEA results in pre-crisis period 

Country 
Pre-Crisis 

ICRS Rank OCRS Rank IVRS Rank OVRS Rank 

Brunei 0.8477 1 0.8477 1 0.9900 1 0.8911 5 

Indonesia 0.5083 6 0.5083 6 0.9742 2 0.9798 1 

Cambodia 0.5871 4 0.5871 4 0.7764 7 0.6313 7 

Malaysia 0.5195 5 0.5195 5 0.8863 5 0.8913 4 

Philippines 0.6123 3 0.6123 3 0.9296 3 0.9340 2 

Singapore 0.8125 2 0.8125 2 0.8939 4 0.8987 3 

Thailand 0.4814 7 0.4814 7 0.8362 6 0.8607 6 

Vietnam 0.3581 8  0.3581 8  0.5476 8  0.5869 8  

 Post-crisis period 

Table 3 demonstrates the economic efficiency scores calculated by DEA of ASEAN 

countries in the post-crisis period from 2009 to 2017. Table 3 has 9 countries instead of 8 

countries as pre-crisis periods, including Myanmar. The results shown in Table 4 show that after 

the crisis in 2008, the efficiency of the countries improved significantly. This may be due to the 

fact that countries have actively restructured, invested deeply in technology innovations, 

implemented positive policies to overcome the crisis and create momentum for growth in 

subsequent years. 

As a result of Table 3, Singapore, Brunei and the Philippines still have high performance 

and stability in efficiency scores during the considered period.  High efficiency scores and very 

close to 1 indicates that these countries have used the inputs effectively and efficiently. 

Vietnam still has lowest performance among the ASEAN countries in Table 9. It is even 

lower than Myanmar, which is a small-economy and has just begun to grow in recent years. 

After the crisis, the Cambodian economy achieve an impressive level of efficiency and 

superiority over other countries. At the same time, Vietnam's economic efficiency, although 

improved in comparison with the pre-crisis period, is not really convincing, much lower than 

other countries.  
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Table 3: DEA results in post-crisis period 

Country 
Post-Crisis 

ICRS Rank OCRS Rank IVRS Rank OVRS Rank 

Brunei 0.9435 3 0.9435 3 0.9982 1 0.9758 1 

Indonesia 0.6523 8 0.6523 8 0.9713 5 0.9579 4 

Cambodia 0.9119 4 0.9119 4 0.9232 7 0.8942 7 

Myanmar 0.7047 7 0.7047 7 0.7232 8 0.7059 8 

Malaysia 0.8169 5 0.8169 5 0.9780 3 0.9645 2 

Philippines 0.9739 2 0.9739 2 0.9826 2 0.9611 3 

Singapore 0.9741 1 0.9741 1 0.9747 4 0.9523 5 

Thailand 0.7349 6 0.7349 6 0.9507 6 0.9430 6 

Vietnam 0.6414 9 0.6414 9 0.6747 9 0.6780 9 

4.2. Robustness checks 

In order to test the reliability of the above results, the paper performs DEA with traditional 

inputs, i.e. labor and capital and without the energy usage. The results of this case are shown in 

Table 4 and Table 5. In the absence of variable energy in the model, the ranking of the 

performance scores among ASEAN countries has changed, but it is generally consistent with the 

results in Table 2 and Table 3 with the following main contents: 

Firstly, in the pre-crisis period, the efficiency of the countries is relatively low. Singapore 

and Brunei have relatively high economic performance in this period and Vietnam remains the 

least economically efficient country in the region. 

Secondly, the economic efficiency of countries in the post-crisis period is significantly 

higher than in the pre-crisis period, showing the improvement of countries after the 

implementation of reform policies to overcome the crisis in 2008. 

Thirdly, despite improvements in economic efficiency in the post-crisis period compared to 

the pre-crisis period, Vietnam still remains one of the lowest performing economies in the 

region. This result again shows that Vietnam has not effectively employed resources in the 

progress of economic growth.  

Table 4: DEA results in pre-crisis period without using energy as input 

Country 
Pre-Crisis 

ICRS Rank OCRS Rank IVRS Rank OVRS Rank 

Brunei 0.8223 1 0.8223 1 0.9741 2 0.8743 5 

Indonesia 0.4749 5 0.4749 5 0.9742 1 0.9798 1 

Cambodia 0.5720 3 0.5720 3 0.6047 7 0.6065 7 

Malaysia 0.4627 6 0.4627 6 0.8863 5 0.8913 4 

Philippines 0.5121 4 0.5121 4 0.9296 3 0.9340 2 

Singapore 0.7218 2 0.7218 2 0.8922 4 0.8975 3 

Thailand 0.4309 7 0.4309 7 0.8327 6 0.8606 6 

Vietnam 0.3331 8 0.3331 8 0.5476 8 0.5846 8 
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Table 5: Table 4: DEA results in post-crisis period without using energy as input 

Country 
Post-Crisis 

ICRS Rank OCRS Rank IVRS Rank OVRS Rank 

Brunei 0.8409 3 0.8409 3 0.9470 4 0.8732 7 

Indonesia 0.5435 9 0.5435 9 0.9640 1 0.9713 2 

Cambodia 0.8534 2 0.8534 2 0.8775 7 0.8742 6 

Myanmar 0.6083 8 0.6083 8 0.6589 9 0.6645 9 

Malaysia 0.7148 5 0.7148 6 0.9238 6 0.9483 5 

Philippines 0.8210 4 0.8210 4 0.9533 2 0.9627 1 

Singapore 0.9525 1 0.9525 1 0.9591 3 0.9597 3 

Thailand 0.7029 6 0.7029 5 0.9430 5 0.9582 4 

Vietnam 0.6611 7 0.6611 7 0.7245 8 0.7407 8 

4.2. Discussion of the results 

When performing data analysis for four different types of DEA models, the ranking of the 

efficiency of the ASEAN economies are quite stable. In the pre-crisis period, Philippines, Brunei and 

Singapore are the leading countries.. The most important idea is that the results reveals that Vietnam 

always ranked at the bottom of the list of efficiency scores, even lower than Cambodia and Myanmar. 

Although the DEA model used in the article may not be complete due to lack of consideration of 

another important input element, technology, but the results also provide an important warning for 

Vietnam. The level of resource efficiency that Vietnam’s economy has reached is very low.  

With an efficiency level calculated in the CRS input-oriented model of about 64.14 % in 

the post-crisis, it is clear that to show that in order to achieve the current average production 

level, Vietnam only needs 64.14% of the available inputs. In the other words, Vietnam is using 

inefficiently about 35.86% of the country's resources compared to the most effective country. 

Similarly, the efficiency score in the VRS output-oriented model is 67.80% in the post-crisis 

time, that mean with current level of inputs, Vietnam could reach the output level which is higher 

than average currently at 32.20%, to be effective against the leading Singaporean economy. 

The results of this paper are quite similar to those of other authors using DEA to assess the 

effectiveness of some developing economies. Lirn et al. (2011) used DEA data to rank the 

effectiveness of some countries, with Vietnam ranking behind Singapore, Turkey, South Africa, 

Indonesia, Malaysia, Philippines, Thailand; and ranked above Cambodia and Argentina. 

However, with the updated data in this article, it is proved that Vietnam has been downgraded. 

Efficiency in the DEA is relative effectiveness, in the sense of comparing the effectiveness 

among ASEAN economies. The leading countries of ASEAN compared to other countries in the 

world, such as the United States, Western Europe, East Asia ... are still countries with low 

efficiency (Afzal et al.,2012). Thus, it is possible to see that the gap in the efficiency of Vietnam 

compared to other world is quite far. Vietnam needs to have appropriate policy to enhance the 

efficiency of the economy.     

5. Conclusions and implications 

The paper uses the DEA method with multiple scenarios: maximizing output or 
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minimizing input in both cases whether the return to scale is constant or varying to assess the 

relative effectiveness of the ASEAN countries during the period 2000 – 2017. The analysis 

shows that Vietnam always ranked last when evaluating the effectiveness under DEA in all 

cases. This result is a warning that the efficiency of using resources in Vietnam is very low. In 

fact, in order to achieve the GDP level as averagely in the period of 2009 - 2017, if Vietnam 

could use inputs effectively, Vietnam could use only 64.14% of its current resources. In a 

different perspective, with average input-output growth in the period 2000-2017, Vietnam could 

reach output level more than the current level of 32.20%. 

The inefficient use of inputs indicated in the article is well suited to the findings of the 

researchers on the low labor productivity of Vietnamese workers. With statistics from the 

International Labor Organization (ILO), in 2013, Vietnam's labor productivity is 15 times lower 

than Singapore, 11 times lower than Japan and 10 times lower than Korea. If Vietnam does not 

have any solution to boost labor productivity and resource usage efficiency, the potential risk of 

lagging further is become more clearly. 
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Abstract: The emergence and rapid development of the fourth industrial revolution (FIR) in 

the context of expanded globalization has opened a new era of development for mankind, but it is 

difficult for lower middle-income (LMI) countries, which are countries whose incomes are lower than 

those of middle-income countries. They are large in number but are still in the first stepping-stone on 

the path to development. To succeed, LMI countries need high income per capita, which is difficult but 

important, essential to accelerate the catch-up industrialization process. In order to actively respond 

to the impacts of FIR on this process, each LMI country should have specific orientations to exploit 

opportunities and advantages and overcome challenges and difficulties. Countries with LMI in 

general and Vietnam in particular need to make many breakthroughs to turn opportunities from 

purely potential to practical benefits, to overcome challenges, to become countries with high incomes, 

which is toilsome but promising. 

Keywords: catch-up industrialization, FIR, FTA, income per capital, middle income. 

 

New development era but troublesome for LMI countries 

The humankind history has had a new milestone: in 2012, FIR was officially recognized in 

Germany and is being rapidly recognized all over the world. Leaps in the development of the 

industry have been attributed to the silent accumulation in quantity over the past 43 years, coupled 

with a range of positive changes, from the global shift to multipolarity, the explosion of 

international products, the development of the global logistics network, to the many initial events 

that make globalization thorough and increasingly expanding. Linkages and exchanges between 

countries have diversified, have expanded by the omnipotent, speedy and convenient connectivity 

of FIR, have opened an era of extensive globalization in both production and consumption. Due to 

high demands on technology, infrastructure and human resources, however, this era also poses 

many considerable challenges for the underdeveloped countries to make positive effects lasting. 

For LMI countries, if there are no major changes of “revolution” calibre, the benefits it brings are 

less than the damage it causes. In this new era of development, LMI countries are more likely to 

have a turbulent economic prospect, more likely to miss the rare opportunity and more likely to 

pay a big price if they are not well aware or lack the right solution. 
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World  Vietnam 

Start of the TIR and Internet……………1969 1961 - Start of the Industrialization 

Resumption of harmonious relations between the US and 
China………………………..1972 

1975 - Reunification of the Country 

The world's first online home shopper.....1984 1986 - Vietnam launched economic reforms 

End of the Cold War…………………….1991 1992 - State-owned enterprises were rearranged 

The WTO was established………………1995 1996 - Implementation of AFTA 

Explosion in the FTAs………….. 2000–2009 2007 - Vietnam joined the WTO 

Start of the FIR………………………….2012 2013 - Resolution of the Politburo on international 
integration (No 22-NQ/TW) 

Explosion in the Number of new-generation FTAs 
……………………………2014 – 2018 

2016 - The 12th National Congress of the Communist 
Party of Vietnam 

Table 1. Important events which created new development context  

for the economy of the world and Vietnam in the last half century 

In that context, the economic development in Vietnam is also influenced by many political, 

economic and social events. As a result, the business and investment environment in Vietnam is 

always changing, enterprises have bigger responsibility and heavier duties. Whereas, over the 

past years, the organizational structure and mode of operation of the Party, the Government and 

the organizations generally remaine almost unchanged (Bui Quang Vinh, 2016). In addition to 

limitations to the economic scal, there are limitations to technological level, model and quality of 

growth, infrastructure, institutional system and apparatus management, capital and cost of 

capital, etc. In this new era, the economic development of Vietnam is not smooth, being under 

greater and greater external pressure and facing internal obstacles due to internal 

incompatibilities, if innovation is not timely... 

LMI countries and problems with leaving the low-income group 

There are many ways to classify countries in the world into different groups, such as 

according to the gross domestic product (GDP), purchasing power parity per capita (PPP) of the 

United Nations (UN); level of economic development of the Organization for Economic Co-

operation and Development (OECD); or the Human Development Index (HDI) of the United 

Nations Development Program (UNDP). But the classification used in this article is the Gross 

National Income (GNI) per capita of the World Bank (WB). This classification divides the world 

into three groups: low-income countries, medium-income countries and high-income countries, 

in which the group of medium-income countries is divided into two subgroups, higher medium-

income countries and lower medium-income countries. The basis for classifying is the threshold 

determined by the WB as calculated by the Atlas method, identified and published annually on 

July 1st. As in the 2019 fiscal year, beginning on July 1st, 2018 and ending on June 30th, 1919, 

low-income countries are countries whose incomes are between 996 USD and 3,895 USD. 

Because it is based on a quantitative indicator, taken into account the USD, the identification of 

LMI countries is easy, transparent, but only formal. Armenia, Guatemala and Jordan in the fiscal 

year 2018 are also LMI countries with income per capita close to the maximum threshold, thanks 
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to high growth, so in the fiscal year 2019, they have become higher middle-income countries. In 

contrast, Syria, Tajikistan and Yemen are LMI countries, due to a decline in growth, they have 

become low-income countries. To avoid the risk of “downgrading”, the LMI countries should 

increase their income per capita to not fall below the adjusted minimum threshold; In order to 

increase the ability to "upgrading", the higher middle-income countries, similarly, should raise 

their income per capita higher than the adjusted maximum threshold. 

Table 2. Income classification thresholds, income per capita and economic growth rate of 

Vietnam and the world in the period 2007 – 2018 (current US$, Atlas method) 

Fiscal Year 2008 2010 2012 2014 2016 2017 

Low/lower‐middle threshold (US$) 936 996 1,026 1,046 1,026 1,006 

Lower‐middle/upper-middle threshold (US$) 3,705 3,945 4,035 4,125 4,035 3,956 

Upper- middle/high threshold (US$) 11,455 12,195 12,475 12,735 12,475 12,235 

Average World GNI per capita (US$) 8,893 9,342 10,381 10,799 10,326 10,366 

Growth rate of Vietnam’s GDP (%) 6.31 6.78 5.03 5.98 6.21 6.81 

Growth rate of Gross World Product (%) 3.2 4.2 3.1 3.4 2.9 3.2 

Remittance to Vietnam (billion US$) 8.0 8.0 9.6 12.0 11.9 13.8 

GNI per capita of Vietnam (US$) 980 1,250 1,530 1,860 2,060 2,170 

Source: Word Bank Group and General Statistics Office of Vietnam 

Table 2 shows that Vietnam has been an LMI country since 2008, but since then, economic 

growth has always been one and a half times as much as the world’s, with annual remittances 

almost double the world’s. In the 2007-2017 period, remittances reached 13.8 billion USD while 

GNI was only about 200 billion USD, so income per capita increased rapidly. Therefore, the risk 

of "degrading" was no longer, on the contrary, it helped Vietnam quickly rise to the top of the 

group. However, income per capita in 2015 was not as much as half of the maximum threshold 

of lower middle-income group, whose threshold would usually be increased with the rise of the 

world economy, so Vietnam will still be in the LMI group for a long time, decades even... 

LMI countries are large in number, but are still in the first stepping-stone on the path to 

development 

There are low-income countries, high-income countries, so naturally, there must be 

middle-income countries, and where there are higher middle-income countries there must be 

lower middle-income countries. Making themselves a subgroup within the group of countries 

with middle income is the immediate target of countries in the low-income group. However, it is 

just a stepping stone, a place to "stay" temporarily while they strive to become a country with 

higher middle income, aiming to become a high-income country, always developing. In the 

1989-2016 period, although the number of countries studied by the World Bank varied, the 

number of countries in the LMI group was always big, often over 45 countries, accounting for 
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more than one-fifth of the world's most important economies. According to the standard 

published on July 1st, 2018, in the fiscal year 2019, the world has 34 low-income countries, 47 

LMI countries, 56 higher middle-income countries and 81 high-income countries. 

 

Figure 1. Number of countries in each income group, FY89 FY16 

Source: http://siteresources.worldbank.org/DATASTATISTICS/ 

Resources/OGHIST.xls, accessed November 20, 2015. 

In fact, Vietnam attaches great importance to the nature of the "stepping stone" when being 

in the LMI group, so Vietnam has continuously added and innovated development strategies and 

tactics to develop the economy. After 2 years of joining the LMI group, the Party declared 

"Platform for developing the country in the transitional period to socialism (supplemented, 

developed in 2011)"; By July 2014, the Government had worked with the World Bank to prepare 

the Vietnam Overview Report 2035. In order to actualize its aspirations, the Report 2035 

identified six breakthroughs to be achieved, including: (i) "A modern institution and efficient 

government"; (ii) "Modernizing the economy and developing a highly competitive private 

sector"; (iii) "Developing the capability of innovating and creating"; (iv) "Ensuring justice and 

social integration"; (v) "Sustainably developing in terms of environment and enhancing the 

resilience to climate change"; (vi) "Improving the efficiency of urbanization, enhancing 

connectivity between the city and its vicinities". As a result, in the past few years, Vietnam has 

had significant changes in awareness and implementation of practical activities in the field of 

market economy, institutional reform, growth model reform, international economic integration, 

administrative efforts and drastic reduction of the bureaucracy and regular budgetary apparatus. 

In the resolutions of the Party, the National Assembly and the Government, many nominal 

targets have been temporarily removed to focus on substantive growth, striving to overcome the 

lower middle-income phase and achieving sustainable development. 

In order to succeed, LMI countries need to have high growth in income per capita 
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Leaving the low-income group and joining the LMI group is only the beginning of the 

process of upgrading from the middle-income group, with the immediate purpose of becoming a 

higher middle-income country, and then become a country with high income. In order to reach 

those goals, an LMI countries need to “bridge” the “fixed” gap between its income per capita and 

the maximum threshold in the current time; at the same time, it needs to bridge the varied gap 

due to the increase in the threshold from time to time in order to exceed the threshold. The time 

to turn a country from having a lower middle income to have a higher middle income is lengthy, 

as well as the time to overcome long-term middle-income trap, whose key element is a high 

growth rate to increase the country's income per capita. In particular, to become a country with 

higher middle income, it must increase its income per capita about 10 times, but to overcome 

middle-income trap, it usually must increase its income per capita about 20 times, which takes 28 

years on average. 

As in Vietnam: In 2008, Vietnam began the process of overcoming middle-income trap, 

with 980 USD income per capita, which was 935 USD higher than the minimum threshold of 

that year. We based on the situation at that time to forecast the year to become a higher middle-

income country and then a high-income country.  

Table 3. The acceleration period of 1990-2017 and some assumptions 

 

Criteria 

Yearly Data (USD) Average 
Growth (%) 

Assumed Yearly Data 

1990 2017 2023 2024 2035 1937 

Vietnam’s income per capita 130 2.170 10,99 4.058 4.504 14.181 17.469 

Global income per capita  

4.197 

 

10.366 

 

3,66 

 

4.398 

 

4.476 

 

5.429 

 

5.622 

Lower middle-income group’s 
upper threshold 

 

2.465 

 

3.956 

 

1,77 

 

13.259 

 

13.744 

 

21.156 

 

22.733 

Midde income group’s upper 
threshold 

 

7.620 

 

12.235 

 

1,77 

 

13.359 

 

13.596 

 

16.782 

 

17.381 

Assuming the growth rate Vietnam’s income per capita, Global income per capita, lower 

middle-income group’s upper threshold and midde income group’s upper threshold in the 

coming years is the same as it was in the 1990-2017 period, by 2023, Vietnam’s income per 

capita is estimated at 4,058 USD, higher than the upper threshold of the lower middle-income 

group in 2008. However, at that time, Vietnam is still not a higher middle-income country, 

because if the upper threshold of the lower middle-income group in those years is adjusted with 

the usual rate, then it will be up to 4,398 USD. By 2024, only when the income per capital of 

Vietnam is estimated at 4,504 USD, which is higher than the upper threshold of lower middle-

income group of that year which is 4,476 USD, then Vietnam will become a higher middle-

income country. By 2035, which is the expiry date of Vietnam Overall Report 2035, income per 

capita of Vietnam is estimated at 14.181 USD, but at that time, Vietnam will only be a higher 

middle-income country, because the upper limit of middle income will have been adjusted 

to 16.782 USD. It is not until 2037 when the upper limit of middle-income is estimated 
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at 17.381 USD and Vietnamese income per capita is estimated at 17.469 USD, that Vietnam will 

become a high-income country. However, these assumptions are unlikely, because 1990 was the 

year Vietnam was near rock bottom, while the past 10 years saw a rapid increase in GNI from 

overseas remittances due to policy breakthrough. From a modest amount of 1.3 billion USD in 

2000, by 2017 remittances had risen to 13.2 billion USD, with an average growth of 16.7% per 

annum. The great growth of remittances will not be repeated (the 2013 – 2017 period is only 

5.8% per year on average), but it shows that given appropriate development, Vietnam can still 

become a high-income country in a short time, with great efforts we can overcome the middle 

income trap, however, it will be a long time before we reach the world’s average income.  

Increase the income per capita for LMI countries is toilsome but important 

To quickly increase income per capita, low-income countries need: (i) Institutional 

improvements and the development of innovative ability to promote growth; (ii) Focusing on 

developing value-added or highly competitive industries; (iii) Only attracting FDI into sectors that 

are not available in the country for a high GNI/GDP ratio; (iv) Boldly investing abroad in 

advantageous areas, focusing on sustainable development, and (v) Taking advantage of 

international assistance for economic development in the country. Under current conditions, the 

implementation of these guidelines in many countries with low income is relatively difficult, 

impossible even, but urgent and important, because they contribute to improving the internal force 

of the global economy, bringing about the right direction for socio-economic development in many 

countries with large area and large population, promoting many important economies of the world.  

Table 4. Top tenlower middle-income countriesin terms of area, population, GDP and GDP per capita 

Area 

(km2) 

Population 2017 

(millions) 

GDP 2017  
(according to the IMF) 

(billion US dollars) 

GDP per capita 2017 
(according to the IMF) 

(US$) 

India 3,287,590 India 1,339.8 India 2,611.0 Angola 4,401 

Indonesia 1,904,569 Indonesia 264.1 Indonesia 1,015.4 Indonesia 3,858 

Sudan 1,886,068 Pakistan 197.2 Nigeria 376.2 Philippines 3,022 

Angola 1,246,700 Nigeria 191.1 Philippines 313.4 Sudan 2,917 

Mauritania 1.030.700 Philippines 104.9 Pakistan 303.9 P.N. Guinea 2,689 

Egypt 1,002,450 Egypt 97.6 Egypt 225.1 Laos 2,567 

Nigeria 923,768 Vietnam 95.6 Vietnam 223.5 Ukraine 2,458 

Pakistan 881,912 Myanmar 53.3 Angola 124.2 Vietnam 2,306 

Zambia 752,614 Kenya 49.7 Ukraine 109.3 Nicaragua 2,201 

Myanmar 676,578 Ukraine 44.2 Kenya 79.5 Nigeria 2,092 

Source: www.wikipedia.org 

It will improve the standard of living for a large proportion of the population, which now 

accounts for approximately 40% of the world's population, thus allowing the development of 

human resources, improving the drive for human development. At the same time, it will 

contribute to reducing the negative impacts on the environment due to the urgent need for a 
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living, increasing the sustainability and vitality of active and entrepreneurial ecosystem, 

improving the safety and order of society. 

Figure 2. Population in each income group, latest year of data availability  

during each fiscal year (FY00–FY16), millions 

 

Source: World Development Indicators database (accessed November 30, 2015),  

and print editions 2000 to 2015. 

The increase of income per capita for Vietnam is hard, as the GDP growth rate has been 

decreasing over time, from an average of 8.2% in the 1991-1995 period, in the next three 5-year 

periods it was down to 7.6%; 7.34%; 6.32% respectively and reaching an average of 5.9% in the 

2011-2015 period. Meanwhile, the transferred income was significant and increasing, from 1.43% of 

GDP in 2000 to 2.15% in 2006, to 3.81% in 2010, and 5.13% in 2015. (Bui Trinh et al. 2018), to the 

point where there was a question: Where did GDP go? (Bui Trinh, 2014). The amount of remittance 

sent to Vietnam annually was nearing the limit, because besides support life, the demand for 

investment in the real estate market which is the main absorption is falling due to slow market 

growth, the unsold goods are still large in number. On the other hand, domestic capital is scarce, and 

industrial policy is considered to be inferior to many African countries, such as Mauritius, Rwanda, 

Ethiopia and possibly Tunisia and Zambia (Kenichi Ohno, reference of My Ha, 2014). However, 

Vietnam is a member of the ASEAN Economic Community (AEC) and is the seventh largest 

country in terms of population and GDP in the LMI group, as a result, it is important to increase 

Vietnam’s income per capita. It is to improve the lives of nearly 100 million people while enhancing 

the development of Southeast Asia, as well as the world. 

Essence is to promote, completing the catch-up industrialization process 

According to Kenichi Ohno (2010), catch-up industrialization is a process of turning an 

underdeveloped, low-income country, often with backward and dependent agriculture, to a 

industrially developed high-income country. The process consists of four phases: (i) Phase 1 

begins with the emergence of FDI enterprises to create jobs and increase incomes for the poor; 

(ii) Phase 2, when FDI has been accumulated, production scale increases; there are spillover and 
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production linkages between domestic and foreign enterprises; (iii) Phase 3 is the internalizion of 

skills, technology, and modern business knowledge through the accumulation of human capital 

in the industry; and (iv) in Phase 4 it becomes a country capable of creating new products and 

can lead the global market. 

 

Figure 3. Main stages of Catch-Up Industrialization 

Source: Le Tu Anh et al. (2016) 

These four stages are separated by "leaps” in the mode of business, resulting in dramatic 

changes in productivity and performance, changing the income per capita. "Phase 0" corresponds 

to the status of low-income countries with self-sufficient agriculture; in the context of climate 

change, many people do not have the minimum standard of living. In the first phase, due to the 

industrialization and FDI attraction, many workers are transferred from agriculture to sectors 

with higher productivity, increasing the income per capita. When most of the population have 

escaped from poverty, the income per capita reaches over 1.5 times the minimum living 

standard, most of the population have their basic needs fulfilled, gradually shifting to a higher 

level of living, bringing the country into the LMI group. Vietnam is currently in the midst of the 
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first phase, so the key task now is to gradually upgrade the processes such as industrialization, 

attracting foreign investment, localization of industrial products and integration of international 

business, making them the fulcrum to complete the first phase, laying the groundwork for the 

second phase, creating the premise for phase 3, orientation for phase 4; it is possible to view the 

progress of overcoming middle-income trap as the process of completing extensive international 

economic integration. 

General direction for catch-up industrialization in LMI countries 

The majority of LMI countries are in the first phase of catch-up industrialization, the 

composition of each country's economy often includes: (i) The inheritance and remnants of 

"Phase 0" with self-sufficient agriculture, small businesses, handicraft industry, small 

production, low productivity, natural dependency, low profitability. (ii) Typical subjects of 

Phase 1including low technology enterprises, usually 2.0 with technology or lower, many 

assemblers outsourced to foreign countries with many "dirty" technologies or technology 

disposed in developed countries. (iii) Subjects of Phase 2 with modern technology at 3.0 or 

even 4.0 technology level, invested and managed by visionary leaders and entrepreneurs. In 

addition, many LMI countries have subjects of Phase 3, even Phase 4 of the catch-up 

industrialization, especially in countries with outstandingly developed areas due to the 

unique advantages of the country. 

In order to accelerate the industrialization process, depending on the phase and the current 

level of income, each LMI country should: (a) Promote corporatization of the subjects which are 

still at the level of development of the "Phase 0" in order to increase the trade value of economic 

activities, increasing the value of potentials and resources for development. (b) Base on signed 

FTAs to invest and develop enterprises to exploit advantages, to wisely attract FDI, turning 

enterprises into "structural pieces" in related value chains. (c) Base on the tendency and trends of 

developments to implement programs and plans to accelerate the development of forward-

looking businesses, creating a new position for the country on the development path, aiming at 

"upgrading", joining the higher middle-income group. 

Vietnam has over 10 years of development as an LMI country, the income per capita 

has reached the group average, has signed 12 FTAs and is negotiating 4 FTAs, including 8 

new generation FTAs, and is a full member of the AEC. After more than 30 years of 

economic reforms (Doi Moi), the economy has had many considerable achievements, been 

continuing to grow well since 2011, the macroeconomic economy is generally stable, and the 

ability to meet the rapid growth target is high. The growth structure of the industry is in the 

right direction, the growth rate of GDP, the growth of the processing-manufacturing industry, 

the export growth are all high; Trade balance from all time deficit has gradually shifted to 

surplus... 
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Table 5. Vietnam’s fivetremarkable achievements in socio-economic development in the period 

2011-2017 

 2011 2012 2013 2014 2015 2016 2017 

GDP growth (%)  6.24 6.25 5.42 5.98 6.68 6.21 6.81 

Growth of Processing and manufacturing industry 
(%)  

9.5 4.5 7.6 8.7 10.5 11.9 17.8 

Export growth (%)  20.8 18.1 15.3 13.8 7.9 9.0 21.1 

GDP per capita growth (%)  - 7.4 3.1 7.5 2.7 2.6 7.6 

Balance of trade (billion US dollars)  -3.8 +0.7 0 +2.4 -3.6 +2.5 +2.7 

Source: Ngo Thang Loi et al. (2018) 

However, until 2017, the underdevelopment situation is clear: Region I still attracts 

40.3% of social workers, there are only a small number of businesses with an average of 54 

enterprises/10,000 people, according to about one-seventh of the figure in Japan 40 years ago. 

The economy is still in crisis because of the failure in the mining industry, only growing 

strongly thanks to outsourcing, dominated by the FDI sector, and having low growth 

efficiency. Therefore, it is necessary to focus on enhancing trade value for agriculture, 

boosting entrepreneurship to achieve the goal of 1 million enterprises operating in 2020. It is 

essential to focus on high-quality economic growth and wisely attracting FDI, expanding 

business activities in the direction of exploiting opportunities from newly valid FTAs, further 

integrating into the AEC. 

FIR reduces many advantages, negatively affecting the catch-up industrialization 

Globalization with many sectors whose supply always exceeds demand makes 

competition increasingly fierce, making marginal profit very small, forcing enterprises to 

focus on doing business based on advantages. The emergence and gradual development of 

FIR are undermining the "classic" advantages of LMI countries. The emergence and 

expanding influence of many new, unprecedented or advanced technologies such as 

artificial intelligence, biotechnology, nanotechnology and new materials, robots, ubiquitous 

internet, 3D printing etc. make the advantages of large labor resources, cheap labor, 

various mineral resources; favorability for agricultural development etc of LMI countries 

fall sharply in value. They also create profound changes in the business and management 

system, making the stages in the value chain more tightly bound, making products from 

LMI countries less penetrable. It helps businesses in high-income countries with high-

quality production factor (Michael E. Porter, 2012, p.154), increase productivity, quality, 

efficiency, waste elimination, approaching intelligent business. The increase in 

competitiveness has led to the “hijacking” of many jobs and purchasing orders, making 

FDI flow more into developed countries, strongly damaging the export activity of LMI 

countries. 
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Figure 3. From Industry 1.0 to Industry 4.0 

Source: DFKI (2011) 

In Vietnam, FIR with new technology such as 3D printing, new materials and biology 

poses the risk that many sectors will be damaged or unable to maintain current growth rate or 

will pay the price if not converted in time. The textile and garment industry is typical, in 2017 

there are 5,213 enterprises, employing 2.5 million workers (80% female), providing 26.04 billion 

USD with export. Next is the leather and footwear sector with approximately 1,700 enterprises, 

more than 1.1 million workers and 16.2 billion USD of export value; which FIR will threaten 

more than 300,000 retail businesses and the expectation to maintain 10 agricultural products with 

the export turnover of over 1 billion USD. The belief of being a bright appeal for international 

and regional investment and the expectation of continued FDI attraction of 12 billion USD a year 

is  also declining. At the same time, many problems arise, such as making full use of existing 

businesses and creating new export goods to offset the decline of traditional goods. There is also 

the problem of raising capital to compensate for the amount of expected FDI, which is now 

"reversing" back to developed countries; the problem of job creation for a number of simple 

labor workers who restraint themselves at a low level; many people are old, difficult to retrain - 

now discharged ... 

Opportunities and advantages for catch-up industrialization in LMI countries 

FIR in the context of widespread globalization, despite its undermining of many "classic" 

advantages and favoring highly developed countries, there are still many opportunities and 

advantages to accelerate industrialization in the LMI countries in general, and Vietnam in 

particular. Many opportunities are created for sectors in which: (i) There is a need to restructure 

to envision clearly the development path in the future, recognizing the advantages, opportunities, 

difficulties and challenges to choose a new direction. (ii) There is a great potential for scaling up 

into a big industry, solving difficulties in promoting products, finding partners. (iii) There is a 

need for collaborating, finding development partners, supporting technology and improving 

equipment to improve quality, increasing the safety of products. (iv) There is a need for strategic 

partners to invest in expanding, especially in sectors which are capable of creating demand-

driven and high-quality products, but with limited capital and market in the past. (v) The aim is 
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sustainable development and opportunities for the use of advanced technologies for the rational 

exploitation of resources, the protection and improvement of the quality of the environment, 

which are underdeveloped in LMI countries (Le Quoc Anh, 2018a). In addition, the aim is to 

offers opportunities for LMI countries to rely on national research, creation, invention to invest 

and develop specific industries to develop the national brand. Moreover, it aims at letting 

governments use FIR technology to develop and adjust development programs and plans to 

adjust inputs, improving the country's allocation and technical and technological efficiency; 

letting businesses use artificial intelligence, blockchain, management software to improve the 

quality of management, reducing the risk of business closing. 

At the same time, many favorable conditions are created for: (i) Branches with more 

options in technology and markets, capable of taking a shortcut to make development 

breakthrough. (ii) Development of areas with many exotic plants and animals, traditional goods 

of high commercial value and tourism resources that have not been properly exploited. (iii) 

Development of export goods to the fastidious markets, such as the US, the EU and Japan; 

Access to supply chains, value chains of global scale with high added value. (iv) Strategic 

investors, venture capitalists, foresight investors, or capital seekers to focus on developing new 

technologies, exploiting the advantages of high-quality human resources. (v) Sectors in the field 

of environmental protection to use the pressure of integration, international commitments, public 

opinion in the integration age so as to force governments to pay adequate attention to proper 

development. Besides, it also facilitates the call for intellectuals and overseas elites in advanced 

countries to go back home to aid progress in their own economies. It also promotes joint ventures 

and collaboration to increase export products. It helps domestic enterprises that want to make use 

of equipment and technology disposed in developed countries but having higher technical levels 

to upgrade production technologies; it helps startups identify the model, product, size, and 

distribution location for enterprises to be established, identifying the partners needed both 

vertically and horizontally. It assists to build and develop e-government; It helps to point out the 

degenerated officers, improving the investment and business environment, increasing positive 

externalities for the economy; it helps social networking sites to be quicker, more sensitive, 

multidimensional, pointing out negative aspects of the organization, administrating the economy; 

it helps to bring the voices of enterprises and laborers to the concerned agencies so as to help 

promptly stop the undertakings and decisions against the development trend. 

Challenges and difficulties for catch-up industrialization in LMI countries 

Low positions and weaknesses make economic development in the “flat” world and 

implementation of catch-up industrialization in LMI countries in the context of FIR more 

challenging and difficult than advantageous. Typically, the challenges are many for the 

industries which: (i) are affected and being forced to downscale by FIR which has the ability to 

connect broadly, quickly, conveniently, gradually shifting to automation. (ii) belong to digital, 

biotechnology and physics field which are the core of FIR, which is developing rapidly and hard 

to keep up with developed countries. (iii) have advantages reduced, such as manufacturing and 

assembly with low labor costs, provision of raw minerals and agricultural products, which are 
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LMI’s countries’ forté. (iv) encounter fierce competition in the market, because of new 

technology such as 3D printing, new materials, biology which bring about the boom in product 

quantity in garment, leather and footwear industry as well as agriculture. (v) need positive 

externalities from FDI, especially sectors that are outdated or not developed in the country and 

cannot develop by themselves ... In addition, there are challenges of: Reforming the institutional 

system which is constraining enterprises by the red-tape business conditions, which are more of a 

nuisance than actual management; Developing a civil society, supervising the investment and 

management of state-owned enterprises, especially in countries where the economy is still highly 

centralised; Creating new advantages to substitute for cheap labor and natural resources, which 

are key growth levers, but their impact are reducing; Enhancing the competitiveness of the nation 

as a whole and enterprises and products in particular, in order not to exhaust the vitality 

enterprises, suitable to the limited development level. 

At the same time, it brings difficulty to: (i) Enterprises operating in financial-banking, 

consultancy, retail, or poorly affiliated businesses with unattractive brands to lower selling 

prices, (ii) Enterprises manufacturing big machine, high-end electronics, multi-functional 

products etc which are forced to restructure, increase extra costs, reduce investment, and become 

less competitive. (iii) The maintenance of production scale, retention of employment and income 

for laborers, which slow down GDP and income growth rate, when export demand weakens. (iv) 

Enterprises having difficulties due to excess supply which will have more difficulties because of 

the quality, safety and environmental friendliness standards. (v) Enterprises depending on 

technology, equipment, patents, which slows down the process of catch-up industrialization, 

when FDI tends to flow to developed countries (Le Quoc Anh, 2017)... Also, it is difficult to: 

Expand the industry, increase compliance costs, resulting in unofficial costs, making enterprises 

more difficult to compete; Develop the private economy, due to opportunities being snatched by 

major brands in advanced, which makes them lose their jobs in their own country. It makes it 

hard for long-term strategic investment of enterprises, making domestic investment capital is not 

much, but used incorrectly with low efficiency; Maintain and develop businesses whose products 

have narrow demand when major markets have trade wars, or when trade protection increased; 

Contract technical barriers to protect domestic production, while exports always encounter 

barriers of all kinds when penetrating difficult markets... 

To make opportunities no longer just potential, challenges no longer insurmountable 

To have opportunities is already difficult, but to make use of the opportunities in the 

society when people are all so smart and money is hard to earn, together with the fact that the 

opportunities are shared among many countries when global competition is fierce, is all the more 

difficult. New opportunities are potentials, but turning potentials into actual benefits depends on 

many factors such as the operation, environment exploitation, transmission channels, ability and 

morality the builders, managers, operators, as well as the operation in those channels. It is 

important to design appropriate transmission channels, turning the constituent or related subjects 

into organic components, harmonizing in the environment of globalization, moving smoothly, 

developing well in FIR. A great breakthrough is needed in order for the subjects, laws and 

economic mechanisms in the LMI countries to be compatible, integrating into the typical 
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revolution in the knowledge economy which is the culmination of human development. 

Therefore, there must be revolutionary standpoints, revolutionary thinking, revolutionary 

determination, revolutionary people, and revolutionary behavior... There must be many "sub-

revolutions", overcoming of barriers such as bad debt, public debt, inadequate and expensive 

capital, lack of output for products, cronyism, human resources quality, infrastructure, etc. On 

the other hand, with great challenges come great success, the greater the difficulty, the faster the 

maturity. Of course, we should not try to overcome the challenges that exceed our ability, but the 

challenges of international integration, created by FIR, are not insurmountable, just persevering, 

which can be surpassed by efforts and acceptance. 

In order to overcome the challenges posed by FIR and globalization, LMI countries in 

general, and Vietnam in particular, need synchronized revolution, specifically: (i) It is essential to 

have a new development theory, which is not ostentatious and formal but realistic and relevant to 

existing conditions, specific, easy to apply to practice, focused with key points, not rambling, 

feasible with appropriate steps, not purely theoretical, having solid foundation and consent of the 

people. (ii) There must be a new economic institutions system; legal regulations must be made 

close to international standards, a diversified system of entities in line with the streamlined and 

effective management system. Fair play rules must be created, making it equal between subjects 

under the market competition mechanism; coordination mechanism decentralized management and 

participation in appropriate monitoring should be created in an appropriate and high-quality 

manner. (iii) There must be a large number of participants in the market, balanced by size, sector, 

region, in order to increase exports and retain the domestic market, having a good pace of 

enterprise development in both quantity and quality according to the process of integration and 

development of FIR, in harmony with the trade balance, deeply penetrating into the region and the 

world in a positive way. (iv) There must be a new, self-sustaining drive for development, with a 

focus on net economic efficiency, less dependent on government policy levers. Encouragement is 

needed for the promotion of individual capacity, based on internal strength, gradually increasing 

the proportion of total factor productivity (TFP), moving quickly to in-depth growth. (v) It is 

important to increase, diversify and attract practical development assistance, attracting FDI wisely, 

making full use of official development assistance (ODA), and taking advantage of other 

international assistance. It is advisable to promote the contribution of intellectuals, elites, overseas 

Vietnamese, joining forces of organizations and communities, gradually filling the development 

gap between LMI countries and higher middle-income countries. 

It is difficult to become a higher middle-income country, let alone a high-income country 

Becoming a high-income country, then becoming a high-income country is not only a goal, 

a desire; It is also the responsibility of the LMI countries to the people, the nation, it is their 

obligation of the future of mankind. But it is a difficult mission because the process to bring the 

country's income per capita from only about 1,000 USD to over 5,000-6,000 USD, then up to 

20,000 USD needs a long time, over 28 years on average. To overcome this long, difficult, and 

complex process, every country must undergo many generations of leadership, every economy 

must experience several development cycles. It takes only one or two leadership sessions that 

have issues with vision, constructive thought, or distorts in governance, to slow down the 
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economy, especially when the economy is in the downward half cycle. The hard-to-pass 

characteristic of middle-income trap is the main cause for three-quarters of the 52 economies in 

the world, from 1950 to 2010, despite being a role model of growth for many years, remaining 

consistently in the middle-income level. Moreover, during this trap-overcoming time, it is 

necessary to maintain a high average growth rate, as Vietnam needs over 7.2% (Tran Tho Đat, 

reference to Luong Bang, 2014). It is difficult to achieve growth rate, because the LMI countries 

mainly growth in width, but under the impact of FIR the advantages of cheap labor and natural 

resources exploitation are all rapidly declining. The process of globalization, through the 

implementation of FTAs, has led to a reduction in import and export taxes, many domestic 

enterprises have been taken over for not being able to compete with foreign products. The gap 

between GNI and GDP of the LMI countries is gradually expanding, as the amount of income 

transferred to the FDI investors’ home countries of is increasing. Commitments on income and 

improving the working environment under the new generation FTAs have lowered the capital 

accumulation rate of domestic enterprises, slowing down the expansion of production. The 

emergence of protectionism, especially from the United States, has made export activities of 

many countries face a dilemma when they find it difficult to ensure high-quality standards. 

Together, it makes overcoming the middle-income trap in many countries unlikely to be 

successful, especially in countries whose period of “golden population” has passed, natural 

resources have been exhausted, the degradation of the natural environment is worrying... 

High potential of success, if there is a timely renovation of administration and technology 

Potential of success is not low, when: (i) Awareness of the market economy has become 

clear, and competition rules have helped many countries eliminate projects that are not 

profitable. National programs and projects in the context of FIR will no longer be approved by 

subjective will, but will be assessed by quantitative models. (ii) FIR helps humanity advance into 

business intelligence, investing properly, gradually exiting state of business with no information, 

thereby reducing waste for the society, contributing to increasing investment efficiency, 

increasing economic efficiency, increasing income for businesses and employees. (iii) The 

connected and constantly updating world contributes to the elimination of non-economic 

interventions in business activities, clarifying net economic efficiency with social efficiency, 

making the business and investment environment healthier. Social networking sites become the 

"test" of the capacity and business ethics of elite leaders, contributing to the elimination of 

incompetent civil servants. (iv) The development of global democracy is putting pressure on and 

encouraging LMI countries to abandon their monopoly, cronyism, and formality of development. 

Opportunities are opened to put real talent in key positions in the management apparatus, forcing 

governments to give up their bad working habits and really tend to the economy, bringing about 

real creation and development. (v) Lessons from the "Japanese economic miracle", from the 

"Miracle on the Han River", thanks to Singapore's education, show that: when scientifically 

oriented, supported by the people, consistently enforced, many countries can rapidly increase 

income, disabling middle-income trap... Thus, if there is a high political determination among 

elite leaders, daring to confront the challenge, willing to learn, willing to listen, persevering the 

implementation of catch up industrialization, then the glory days when LMI countries can stand 



1058 

proudly among superpowers will be sure to come. Thus, it is important to exploit human 

knowledge, apply practical experience, follow the trend of the times, innovate in a timely manner 

the management, technology and structure growth. Developing an open economy with a positive 

trend, promoting the active and close control of the government, etc will be the key to help LMI 

countries on the path to success. 

With Vietnam: catch up industrialization is still full of turbulence and difficulties 

There are many common opportunities and challenges in the path of catch-up 

industrialization as other LMI countries, but Vietnam has many specific characteristics, causing 

many obstacles, increasing difficulties for economic development. In particular, the major 

differences are that: (i) Vietnam is the only country in the world with a socialist-oriented market 

economy, which has no strong economic base and many issues needing further study, making it 

difficult to apply in practice. (ii) After more than half a century of industrialization, the economy 

still mainly grows in width, with a vague position on the development roadmap, so it is difficult to 

identify the next steps. (iii) The economy is governed by a dual political system, with a hierarchy 

with many levels; the hierarchy, the structure, the function remain the same as they were in the 

subsidy phase, it is the retaining of the past, which hinders the new factors of the future from 

appearing and developing. (iv) The economy is fragmented, industrial structure is in tiny and 

seperated, agriculture has a risk of collapsing, many services are distorted, relying heavily upon 

processing and assembly, growth is mainly based on the foreign invested sectors. (v) Many 

economic processes, such as industrialization, economic transformation, private enterprises 

reorganization, and economic restructure, have been executed for many years without finishing, 

which is difficult to direct and control. (vi) The openness of the economy has sometimes reached 

over 190%, being in the top 7 of the world, along with the dependence on technology, raw 

materials and markets, which results in the fact that "big shadow" China always haunts the 

Vietnamese enterprises. (vii) 12 FTAs have been signed, including 4 new FTAs with more than 50 

partners, but enterprises are small in quantity and low in quality, the competitiveness is also low, 

so success is questionable. (viii) Enterprises are distorted in structure, with all-time low investment 

efficiency, high ICOR, improvement of investment and business environment is still formal, 

making the core of the economy volatile (Le Quoc Anh, 2018b). (ix) Labor productivity is low, 

many years even being the lowest of the Asia-Pacific region, due to out-of-date employment 

structure, employment in the unofficial sectors is much higher than employment in the official 

sectors, with more than 44 % of labor force working in agriculture with low added value (x) The 

economy is not strong enough to maintain macroeconomic balances; some problems continue for 

many years such as public debt at the upper limit, high bad debt, the government budget is 

balanced by the sale of public assets (Vu Tien Loc, reference to Dieu Quan et al. 2018), having the 

risk of fiscal instability. In addition, the slowly perfected market economy affects property 

ownership, reducing competition in commodity markets; The market for factors of production is 

not yet distributed under the market mechanism, with many administrative orders... These 

differences make the Vietnamese economy seem to be deflected compared to other LMI countries, 

partly becoming isolated, separate from the rest of the world. Now that the world is more and more 

integrated, closer together, the rules are more and more identical, “the world is flat”, somehow 
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making differences into self-restraint on the path of common development. Therefore, in recent 

years, due to high growth rate, Vietnam has been considered an "integration star", but international 

integration is still a "life-death" matter (Nguyen Đuc Kien, reference to Tu Giang, 2015). The 

chaos in both development and caught up industrialization forces Vietnam to be firmly innovated, 

as stated by the current prime minister Nguyen Xuan Phuc: Innovation is hard but without 

innovation we cannot survive... 

In conclusion: Vietnam’s future… 

Since the 12th National Congress of the Communist Party of Vietnam (January 2019), 

Vietnam has experienced many profound and important changes: (i) The socialist-oriented 

market economy has been affirmed as a modern market economy with international integration, 

operating fully and synchronously according to the rules of market economy. (ii) Many 

resolutions and decrees issued by the Politburo, the Central Committee, the National Assembly 

and the Prime Minister have been promulgated with profound changes in many aspects, which 

seems to be second Vietnam’s economic reform (Innovate). (iii) The government are 

increasingly turning to the creation and development of the country, supporting enterprises, 

concentrating and promoting the effectiveness of management, promising to put an end to the 

situation that the government, the leaders are determined to change but the rest are indifferent 

and failed to fulfill their tasks, preventing the resolution from going into operation. (iv) There is 

the restructure of the advisory board of the Prime Minister, the organization of many meetings 

with enterprises, sectors, and localities; listening to the voice of the scientific community, 

technocrats, entrepreneurs, businesses, polices adhere to life more and more. (v) The support for 

small and medium-sized enterprises is legislated after many years of development and revision; 

The Party's perspective on private economic development has aligned with the reality of 

development, creating strong positive externality for development. (vi) The capital raising for 

economic development was directed earnestly, typically Decree No. 57/2018/ND-CP dated 

17/4/2018 on mechanisms and policies to encourage businesses to invest in agriculture and rural 

areas. (vii) The reduction of payroll and renovation of the system has become intense, the Law 

on Officials has been amended, many ministries are reduced to half the number of divisions, 

there are 259 districts, 6,111 communes and wards will have to merge. (viii) The fight against 

corruption, self-administration and self-transformation has been raised to a new height, with 

many cases involving senior officials, which is unprecedented (ix) The distance between the 

scientist and the user is shrinking, significantly reducing ostentatious, formal, wasteful activities 

such as groundbreaking ceremonies, closing ceremonies, etc. These changes will profoundly 

change the business and investment environment, significantly improving the growth platform, 

promoting closer cooperation between economic actors and enhancing economic integration.  

However, making small changes is easy, making changes for some areas at some point is also 

easy. To create a radical, synchronous, long-term innovation is not easy, and it is not easy to 

speed up the process of catch up industrialization with high speed in a long period of time. But it 

is possible with the good socialist ideology, with the deep intellectual and political determination 

of the Party, with the elite intelligence and political determination of the Party, with the efforts of 

Government to create, the contribution of intellectuals, the efforts of the business community, 
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the contribution of the whole population. Vietnam also has a great advantage to take a shortcut to 

the integration into FIR, which is young human resources with a high level of education and 

eagerness to learn. Especially, Vietnam is in the top information technology developed countries; 

there are more than half of the population using smartphones. Vietnam also has nearly 10 years 

left of "golden" population, the Vietnamese have a strong sense of national identity. From those, 

a firm belief was created: catch-up industrialization will overcome difficulties, complications, 

will quickly succeed, so that one day, our country will be dignified to stand proudly among the 

great powers worldwide... 
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Abstract: The Comprehensive Partnership and Trans-Pacific Partnership Agreement will 

create one of the world's largest free trade blocks, which is expected to provide many 

opportunities for Vietnam to attract foreign direct investment , boosting trade activities, 

increasing export turnover, enhancing the competitiveness of domestic enterprises. To take 

advantages of the new generation agreements, this study presents a short overview of the TPP 

and CPTPP agreements, thus assessing impacts of CPTPP on the economy, especially on 

Vietnam's export activities. Besides, this research also shows Government's support policies such 

as monetary policy, exchange, etc… 

Keyword: CPTPP, monetary policy, credit policy, export, export turnover.            

 

1. Introduction 

After the United States left the previous Trans-Pacific Partnership (TPP) agreement, there 

were adjustments in the commitments terms between countries. Basically, Comprehensive and 

Progressive Agreement for Trans-Pacific Partnership (CPTPP) maintains and inherits the content 

of the TPP, especially its commitment to open markets. Therefore, the opportunities and 

challenges for economies and enterprises are almost preserved. The biggest changing point is 

that the adjustments of legal system in CPTPP is more flexible, which depend on the conditions 

of each country. The benefits of each economy in the CPTPP are different. Vietnam is ranked as 

the second largest beneficiary country in the ASEAN region, after Singapore. As a member 

country negotiating and signing the CPTPP, Vietnam's economy in general and Vietnam export 

activities in particular will get more advantages. CTPPP is expected to open up more 

opportunities for Vietnamese exports to reach new markets. According to the World Bank (WB 

2018), Vietnam's export turnover may increase by 4.2% after joining the CPTPP.  

The economic growth of Vietnam in recent years is mainly based on exports. Therefore, 

participation in CPTPP poses many challenges for Vietnamese enterprises in general and 

importers and exporters in particular due to the step to a fair competition for rivals in the CPTPP 

when trade barriers and protection of the State are removed. In order to steadily develop the 
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national economy, it requires the flexible administration of the government with tools to regulate 

the stability of the macro economy, one of the most important of which is monetary policy. 

Follow Philippe et al. (2008), monetary policy consists of the process of drafting, 

announcing and implementing the plan of actions taken by the central bank, currency board or 

other competent regulatory authority of a country that determines the scope and impact of the 

key drivers of the economic activity in that country. Monetary policy appears more effective in 

correcting short term macroeconomic maladjustments due to its frequency in applying and 

altering policy tools, relative ease of its decision process and sheer nature of the sector which 

propagates its effect to the real economy. Hence, economists see monetary policy as an essential 

instrument that every nation can install for the accurate maintenance of domestic price and 

exchange rate stability, as a significant condition for the attainment of a sustainable economic 

growth and development (Starr, 2005; Balogun, 2007). Conceptually, monetary policy is one of 

the macro-economic policies which every nation whether developed or not, adopts in managing 

their economies. It implies actions or measures initiated by the monetary authorities so as to 

sway the national economic objectives by controlling the volume and direction of money supply, 

cost and availability of credits (Asogu, 1998). It covers variety of measures, intended to power or 

regulate the volume price as well as direction of money in the economy. Particularly, it pervades 

all the deliberate effort by the monetary authorities to direct supply of money and credits 

conditions for the intention of achieving warrant macroeconomic objectives (Chukwu, 2009). 

Monetary policy plays a great roll in impacting export activities, enhancing export turnover, 

which is really important to a developing country like Vietnam, especially when joining CPTTP. 

Participation in CPTPP, however, poses many challenges for Vietnamese enterprises because 

they have to enter a fair competition to rivals in CPTPP area when the trading barriers and 

protection that was promulgated by Vietnamese Government was removed. rate policy and credit 

policy for export sectors as well as exporters of Vietnam. 

2. Overview of Comprehensive and Progressive Agreement for Trans-Pacific 

Partnership 

The Trans-Pacific Partnership Agreement (TPP) was signed in February 2016 with 12 

participating countries including Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, 

New Zealand, Peru, Singapore, USA and Vietnam. The TPP was originally described by United 

States as a "gold standard" for all free trading agreements. Content of this document not only 

limits tariff reductions but also includes the removal of a number of non-tariff barriers and 

requires members to adhere to high regulatory standards in fields such as the Law of Labor force, 

environment protection, intellectual property and public expenditure. 

However, shortly after taking office in January 2017, President Donald Trump announced 

to withdraw from the TPP. But the remaining 11 members (representing 13.5% of the global 

economy) have been still trying to restore the TPP agreement. In 17th November 2017, 11 

countries agreed to rename TPP to the Comprehensive and Progressive Partnership for Trans-

Pacific Partnership (CPTPP). In 8th March 2018, with the participation of 11 member countries 

(including TPP members but not United States): Australia, New Zealand, Canada, Mexico, 
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Chile, Peru, Brunei, Japan, Malaysia, Singapore and Vietnam have signed the Comprehensive 

Partnership for Trans-Pacific Partnership (CPTPP) in Santiago, Chile. 

The CPTPP essentially retains the content of the TPP Agreement but allows member 

countries to postpone some obligations to ensure a balance in the new context. Like the TPP, the 

CPTPP is considered a high standard Free Trading Agreement (FTA), not only referring to 

traditional fields such as tariff reductions for goods, opening service markets, intellectual 

property, technical barriers related to trade, etc…, but  also deals with new, non-traditional issues 

such as labor, environment, government expenditures, State-owned enterprises, etc... In addition, 

this Agreement sets high standards and requirements for transparency as well as a binding and 

coherent dispute resolution mechanism. Specifically: 

- For content: CPTPP has two distinct points in comparison to TPP: (i) 20 obligations 

have been postponed (including 11 obligations related to the Intellectual Property Chapter, 2 

obligations related to The Government's Expenditure and the seven remaining obligations 

related to the seven chapters of Customs Administration and Trade Facilitation, Investment, 

Cross-border Trade and Services, Financial Services, Telecommunications and Environment. 

, Transparency and Anti-Corruption,); (ii) strengthen space of policy and flexibility of 

regulations by supplementing the new articles of "withdrawal", "accession" and "revision" of 

the agreement. 

- About the CPTPP joining prospect of countries based on actual commitments between 

CPTPP members, it requires at least 6 member countries to ratify to make CPTPP effective. 

According to the assessment, CPTPP approval process can be easily adopted in countries such as 

Brunei, Japan, Vietnam, Chile and New Zealand. But the Agreement  may have difficulty in the 

process of adoption in Canada and Australia. 

Table 1: Main Differences in Content between CPTPP and TPP 

CONDITIONS OF OPENING MARKETS OF GOODS, SERVICES AND INVESTMENT 

CPTPP AGREEMENT TPP AGREEMENT 

1. INVESTMENT 

ISDS mechanism does not adjust investment contract and 
approve investment. 

1. INVESTMENT 

ISDS mechanism adjusts investment contract and approves 
investment. 

2. INTELLECTUAL PROPERTY 

Postponed 11 obligations including biology products, 
copyright protection, protection of secret testing data…. 

2. INTELLECTUAL PROPERTY 

Including important obligations like biology products, 
copyright protection, protection of secret testing data…. 

3. FINANCE SERVICES 

Do not apply ISDS mechanism to violate the obligation of 
minimum standards 

3. FINANCE SERVICES 

Apply ISDS mechanism to violate the obligation of minimum 
standards 

4. TELECOMMUNICATION 

Postpone the obligation to allow the business to appeal the 
decision of the regulator. 

4. TELECOMMUNICATION 

Allow the business to appeal the decision of the regulator. 

5. GOVERNMENT EXPENDITURE 

Postponed negotiations to expand the scope of government 
expenditure within 3 years, which is negotiated to expand 
within 5 years. 

5. GOVERNMENT EXPENDITURE 

Negotiate to expand the scope of government expenditure 
within 3 years 
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6. CROSS-BORDER SERVICES 

Postponed non-cross-subsidized obligations in postal 
services. 

Postpone the obligation of ensuring the postal service 
provider is not abusing the exclusive position.  

6. CROSS-BORDER SERVICES 

Countries are not non-cross-subsidized in postal service. 

Ensure the postal service provider is not abusing the 
exclusive position. 

7. ENVIRONTMENT 

Postpone the obligation to prevent exploiting and trading  
wildlife that against another law. 

7. ENVIRONTMENT 

Countries have obligation of preventing exploiting and 
trading  wildlife that against another law 

8. OTHER ISSUES 

6 countries approved; PETRONAS, Culture … 

8. OTHER ISSUES 

85% GDP approved; non- PETRONAS, culture … 

Source: Luong Hoang Thai, 2018 

3. The Impact of the CPTPP Agreement Economic and Exporting of Vietnam 

3.1. Impact of CPTPP on the Economy 

As the largest free trade agreement (FTA) concluded recently, the CPTPP has specific 

impacts on Vietnam on both politic and economic as well as society. 

- Participation in the CPTP will strengthen Vietnam's role and position both in the region 

and in the world, as this is a concrete demonstration that it is a new step in the process of 

implementing the foreign policy of independence, diversification of relations of Vietnam. 

Participating in the agreement will improve Vietnam's economic strength by promoting 

economic and trade growth as well as attracting foreign investment, creating new impetus for 

socio-economic development of the country. 

- CPTPP has a positive impact, but not too much to the Vietnamese economy. According to 

the preliminary assessment of the World Bank, the benefits of CPTPP that Vietnam achieves lower 

than the benefits of TPP. Specifically, with the base scenario, CPTPP is expected to help Vietnam's 

GDP grow by 1.1%, lower than the 3.6% that TPP-12 brings. Export turnover with CPTPP 

increases by 4.2%, while 19.1% is the number that TPP-12 brings to Vietnam. Imports are also 

expected to grow at a slower pace, at only 5.3%, lower than the 21.7% if Vietnam enters TPP. 

Table 2: Macro-economic Impacts of Free Trade Agreements on Vietnam's Economy by 

2030(% Difference From Base Scenario) 

 Simulation with Normal 
Productivity Assumption 

Simulation with Increased 
Productivity Case 

CPTPP TPP-12 CPTPP TPP-12 

GDP Growth (increase) 1,1% 3,6% 3,5% 6,6% 

Export Turnover (increase) 4,2% 19,1% 6,9% 22,8% 

Import Turnover (increase) 5,3% 21,7% 7,6% 24,9% 

Source: World Bank 

- The liberalization of trade and international economic integration through the CPTPP has 

made Vietnam one of the most attractive destinations for investment, which can attract FDI 

flows of greater value and higher technology. Along with that, there is a great opportunity for 

Vietnam to boost economic growth as the demand for key export sectors such as textiles, 
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footwear and fisheries will increase…, which leads to expand sectors of domestic production, 

implements national development goals for many industries. As a result, Vietnam's economic 

structure will be fully adjusted. Exports and investment also play a decisive role in creating jobs, 

improving people's living standards, contributing to poverty reduction. According to a study by 

the World Bank, CPTPP can help Vietnam reduce nearly 1 million people in poverty. 

- The tariff barriers continue to be lifted within the CPTP (gradually reduced to 0% by 

2030), but the benefits to Vietnam are not really significant. The reason is that Vietnam has 

signed bilateral and multilateral FTAs with seven out of ten countries in the CPTPP and enjoyed 

previous tariff preferences, thus benefits of Vietnam during the tariff reduction process is not 

remarkable. On the contrary, Viet Nam's trade liberalization commitments for imports from 

member countries may have a negative impact on some domestic industries such as animal feed 

production; food, beverages, tobacco ... 

Table 3: Vietnam and Member Countries' Tariff Barriers before and after Joining FTAs 

 CPTPP TPP-12 

2017 2030 2017 2030 

Tariffs applied to Vietnam in the FTA market 1,7% 0,2% 4,2% 0,1% 

Vietnam's tariffs apply to FTA member countries 2,9% 0,1% 3,2% 0,1% 

Non-tariff barriers apply to Vietnam in FTA markets 9,4% 5,8% 9,4% 4,3% 

Non-tariff barriers apply to member countries of the FTA 7,9% 5,0% 10,3% 5,0% 

Source: World Bank 

-  Strict regulations on standards and technical standards (Chapter 8 of the CPTPP) will be 

a major obstacle to Vietnam's exports. Accordingly, the technical barriers in the CPTPP are 

essentially based on the provisions of the WTO Agreement on Technical Barriers to Trade (TBT 

Agreement) but it does not make great pressure on the participants. With the characteristics of 

technical measures being applied consistently and continuously (not unusual and punitive), so 

the only way for Vietnamese exporters is observe these terms. Compliance with these 

regulations, however, may require substantial changes not only in finished goods, but also in 

aquaculture and forestry (fishery products, wood and wood products…) or/and food processing, 

packaging and transportation (agricultural products, vegetables and fruits, foodstuffs, drinks ...). 

- For Vietnamese enterprises, this is an opportunity to improve competitiveness, enhance 

the quality of goods and services and develop the economy's ability to catch up the world's 

development trend, then contribute more effectively to the global supply chain. 

- Another important impact is to help Vietnam accelerate institutional reforms in order to 

operate the market economy in a comprehensive and thorough manner, create a clear and explicit 

investment and business environment. By joining CPTPP, Vietnam will have to make clearer 

commitments to improve the investment environment and protect intellectual property rights. In 

addition to perfecting market economy institutions, CPTPP will promote the process of 

restructuring the economy towards a more balanced and transformative growth model of 

Vietnam. This is a long-term benefit. 
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3.2. Impact of CPTPP on Exports and some Key Export Items 

According to data of the General Department of Customs, total export turnover of Vietnam 

reached 215,119 million USD in 2017, of which export turnover of 11 member countries CPTPP 

is 34.202 million, accounting for 15.9% of total export turnover the increase of 17% in 

comparison to the number of 2016. 

Figure 2a: Proportion of Vietnam's Export 

Turnover to CPTPP Members and the  

US in 2017 

Figure 2b Proportion of Vietnam's Import 

Turnover to CPTPP Members and the  

US in 2017 

  

Source: General Department of Customs and calculation of authors  

Some major export categories are telephones and components, computers, electronic 

products and components, textiles, footwear, seafood, agricultural products, wood and wood 

products. 

Table 4: Export Turnover of Vietnam to the CPTPP member countries in 2017 

Unit: million USD 

Oders Countries 
Export 

Turnover 

Computers, 
Electronics,  
Telephones 

and 
Components 

Textiles and 
Footwear 

Sea-
Products 

Agriculture 
Products 

Others 

1 Japan 16.859 3.980 3.861 1.303  7.715 

2 Malaysia 4.210 1.710  102 210 2.188 

3 Autralia 3.281 1.015 225 185  1.856 

4 Singapore 2.987 848  102  2.037 

5 Canada 2.716 549 848 223  1.096 

6 Mexico 2.339 1.258 289 123  669 

7 Chile 999  224  1 774 

8 New Zealand 459 224 29  29 177 

9 Peru 330     330 

10 Brunei 22    7 15 

 Total 34.202 9.584 5.476 2.038 247 16.857 

Source: General Department of Customs and calculation of authors 
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According to the above table, Japan is Vietnam's largest importer of goods in the CPTPP 

group, accounting for 49% of Vietnam's total exports to the CPTPP, Brunei is the least importer 

of goods of Vietnam with the proportion of 0.06% export turnover. 

As reported by the Ministry of Finance, as soon as the CPTPP has its effects, CPTPP members 

have pledged to abolish tariffs on Vietnamese goods ranging from 78-95% of tariff categories and 

remaining tariff categories will be eliminated in a roadmap of 5-10 years, with the exception of some 

taxes for sensitive commodities that have a tariff reduction schedule of more than 10 years or an 

application of tariff quota measures. Many kinds of Vietnam's key export items to the CPTPP market 

enjoy a 0% tax rate right after the validity of agreement or after 3-5 years such as agricultural 

products, seafood, some textiles and garments, footwear, furniture, electrical goods, electronics, 

rubber ... However, accessing market of these countries also poses many challenges for Vietnamese 

enterprises due to strict standards of inspection standards from production to consumption (such as 

aquaculture, exploitation, processing, packaging, transporting products ...). Therefore, some key 

export items of Vietnam into CPTPP countries will be affected: 

• Computers, electronics, phones and components 

This is the most tariff-reducing commodities in most CPTPP countries, but most of 

enterprises producing these items (99%) are FDI enterprises owned by multinational 

corporations. Their products involve in the global supply chain, but there is no spillover to 

promote Vietnam's industrial development. 

• Textiles, leather and footwear 

Total export turnover of textiles and footwear in 2017 is $ 42.5 billion, of which export to 

CPTPP group is $ 5.5 billion, accounting for 13% of total export turnover of this item. Japan and 

Canada are the biggest importers of textiles and garments and footwear in the CPTPP group. 

Most of the CPTPP countries abolished tariffs on textiles and footwear as soon as the agreement 

took effect, except Mexico, Chile, New Zealand and Peru, which are top producers and exporters 

of textiles and clothing so these countries maintain high protection for this industry. Import tariff 

to these countries are gradually reduced from the sixth to the 16th year. 

However, in order to enjoy preferential tariff rates under the CPTPP, textiles and garments 

must meet the rules of origin "from the yarn onwards" (the whole process of spinning, weaving, 

dyeing, finishing and sewing must be implemented within the CPTPP group). This rule 

encourages the vertical development of the textile industry, investment to develop yarn and 

fabric industry, enables Vietnamese enterprises to participate more deeply in the supply chain 

inside the CPTPP and the supply chain of whole world. Nevertheless, this rule also makes 

difficulty to Vietnamese enterprises when the input materials of Vietnam are mainly imported 

from Korea and China which are not in CPTPP. In addition, as Vietnam has signed bilateral and 

multilateral FTAs with seven out of ten countries in the CPTPP, so when joining CPTPP, the 

benefits of the textile and footwear industry do not increase significantly for Vietnam. 

• Seafood Products 

Export turnover of seafood products to the countries of CPTPP in 2017 is $ 2 billion, 
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accounting for 24.5% of total seafood export turnover, of which Japan is the largest seafood 

import market of Vietnam with value VND. 130 billion, accounting for 15.7% of the total 

seafood export turnover. Except for Mexico and Japan pledged to abolish the fishery import 

tariffs within the third to tenth year, most countries in the CPTPP commit to abolish the fisheries 

tariffs right after the agreement take effect. The CPTPP has made important commitments to 

preserve and develop fishery resources, such as removing fishing subsidies that have a negative 

impact on fisheries resources; prevent illegal fishing and commercial behavior of these products; 

pledging to explicit all policies and data related to fishing subsidy programs ... 

Similar to the textiles and garments industry, the benefits of removing tariff barriers are 

negligible as the current tariff rate applied to Vietnamese seafood is relatively low: a zero tariff 

for ASEAN countries; Approximately 0% tariff with Canada and Peru; 3.5%-7.3% with Japan ... 

Although the tariff barriers have been removed, Vietnamese seafood enterprises still face 

increasingly stringent and strict non-tariff regulations, which requires Vietnam enterprises to 

invest more in technology to enhance the quality of products. 

• Agricultural 

Export turnover of agricultural products of Vietnam to CPTPP is quite low, accounting for 

only 1.2% of total export turnover of this item (2017 is USD 0.2 billion), mainly rice export to 

Malaysia and New Zealand. Countries of Canada, Australia, Brunei, Chile, Singapore and New 

Zealand have undertaken to eliminate most tariff categories on agricultural products as soon as 

the agreement take effect. However, most countries have strict regulations on tariffs for some 

sensitive items such as buffalo meat, beef, pork, chicken, milk, dairy products, poultry eggs. 

fruit, wheat, rice ... For rice, Japan, Mexico and Malaysia do not obey to abolish tariffs but 

applies tariff quotas or pledges to carry out trade remedies or reduce tariff with a roadmap to 

tenth year. In order to reach high-value and large-scale markets such as Japan, Canada and 

Australia, Vietnam's agricultural exporters must overcome non-tariff barriers as well as comply 

with other CPTPP regulations on the protection of plant breeds, plant protection, fertilizers, 

veterinary drugs, labor issues, sources of origin ... 

Beside the impact of the CPTPP, the recent US-China trade struggle will also have a 

significant impact on Vietnam's key export commodities. US agricultural products cannot enter 

Chinese market. Chinese technology products also cannot be exported to the US market and 

Chine will have to seek output market in the CPTPP countries, thus this context will make 

increasing the competitive pressure to Vietnamese goods when entering CPTPP countries. 

4. Orientation of Monetary Policy, Banking Credit for Export Sector 

In recent years, exports have been considered as an important motivation for economic 

development. Vietnam's ongoing signing of free trade agreements with other countries in the 

region and the world, including participation in CPTPP, shows Government’s efforts to make 

conditions for domestic enterprises in bring Vietnam's key export products to the world market. 

Since 2008, in order to support the export sector, Vietnam State Bank has been issuing 

monetary-credit policies and mechanisms to stabilize exchange rates and create advantageous 

conditions for exporters in approach banking fund. 
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• Monetary policy aims stabilizing macro economy in the period 2011-2010, the State 

Bank has implemented prudent monetary policy to ensure the liquidity of the system as well as 

balance objective of controlling inflation and supporting economic growth. Interest rates are 

adjusted down to support businesses in reaching to funds. Liquidity of commercial banking 

system is reasonable regulated to support lowering deposit and lending rates for the economy, 

simultaneously support exchange rate stabilization. 

• Exchange rate policy is operated flexibly. From 2016, the State Bank have been 

managing the exchange rate in the direction of announcing the daily exchange rate that fluctuates 

towards the movements of domestic and foreign market. This operation is suitable with the 

macroeconomic developments and the operating targets of monetary policy. It helps to stabilize 

the exchange rate, fluctuation of foreign exchange market, and helps exporters to avoid negative 

impacts because of exchange rate changing. 

• Credit policy: In each period, the State Bank issues document specifying the maximum 

short-term lending interest rate in Vietnam Dong for priority sectors which the export sector 

often get advantage (interest rates are lower than normal lending rates). At the same time, the 

State Bank of Vietnam (SBV) has maintained the foreign currency lending policy of domestic 

short-term loan demand in order to implement plans of producing and trading export goods for 

exporters who have enough foreign currency from export activities to repay the debts. 

Besides, SBV has also carried out a number of specific credit programs that are debt relief 

policy for aquaculture husbandry household, credit policy for shrimp and catfish farming, 

lending policy for aquaculture development, lending policy for coffee redevelopment, etc… to 

support key export items of agriculture, forestry and fishery products. 

In order to support export and trading enterprises to improve their access to fund sources, 

promote the export of Vietnamese goods in the CPTPP, the SBV will continue to: (i) Control 

flexibly exchange rate, keep track of and adjust the exchange rate in time, in accordance with 

market movements; Taking measures to cope with exchange rate tensions that may occur as a 

result of the US-China trade struggle in order to ensure fund resources for domestic production 

and business, including export production within the CPTPP . (ii) Implement measures to 

remove difficulties in accessing funds of enterprises, focus on priority areas, including export 

sector; Maintain stable interest rates and lower interest rates to support businesses in exporting 

goods to CPTPP member countries. 

5. Conclusion 

To make the best of opportunities of exporting Vietnamese goods, the participation of 

Ministries, industries, localities and enterprises in joining CPTPP is required. 

• For Ministries, industries and localities: It is necessary to study and develop appropriate 

mechanisms and policies to improve the quality of export products and strengthen the quality 

control of export goods meeting the standards of the CPTPP. 

• For credit institutions: Perfect banking risk management system in accordance with the 
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latest international standards. Raising the competitiveness, quickly approaching and developing 

new banking services, including banking services to support the export activities of Vietnam are 

really required and needed. 

• For Vietnamese exporters associations: It is necessary to thoroughly understand the 

CPTPP's information in order to have a reasonable development strategy in line with the 

roadmap of commitments implementation in the CPTPP. Improving management level, science 

and technology as well as product quality are indispensable. Exporters need leverage on 

strengths, link other enterprises to create export value chains in order to increase the 

competitiveness of Vietnamese goods. 
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Abstract: The paper discusses the determination of the economic cycle by analyzing the 

volatility of the VNIndex between 2000 and 2018. It then provides a rough estimations of the 

cyclical phases by the geometric Brown movement model (GBM). The paper also provides an 

overview of the different economic cycles, how they are measured, and their impact on the stock 

market in particular and on the Vietnamese economy in general. At the same time, it provides 

lessons for the construction, exploitation and overcoming of the impact of the economic cycle on the 

stock market, contributing to limiting the disadvantages right from the onset phase, promoting 

Economic growth stimulus and being effective for the economic management system of Vietnam. 

For the purposes of this article, we focus only on the impact of the business cycle on the market, not 

on the causal details and the resulting consequences throughout the period reference. 

Keywords: brown model, economic cycle, forecast, Markov process, VNIndex,... 

 

1. Introduction 

As part of modern economic theory, the economic cycle plays an important role in the 

economic management and development of most countries in the world. Today, with the rapid 

development of information technology and unlimited global connectivity, the forecast of 

economic fluctuations as well as the trend of the economic cycle becomes more and more a 

mandatory and necessary requirement for countries to timely adjust their macroeconomic 

management policies, limit the crisis period and minimize or diffuse the spreading effect of the 

growth phase to the inter-relationship countries. Moreover, after the warning of economist Fred 

Harrison about the risk of cyclical fluctuations of the real estate market during 1997 to 2005 

(Philipp, 2016) has been proven in practice by the crash of the US real estate bubble in 2008, 

global economists have taken a more cautious approach to studying the effects of economic ycles 

on sustainable growth as well as watching the projections. Economic cyclicality is one of the 

focus of modern macroeconomics. Within that trend, the titled "The World Economic Cycles and 

Lessons for Vietnam" of The MBS1 2018 report also provides an overview of the current 

                                                 
1 Securities company MB 
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economic situation and forecasts the probability of ten-years decline of the world economy that 

can directly affect to Vietnam. This leads to analyticaling working, evaluating the tendency of 

fluctuations and applying quantitative models to forecast cycles. Economics has become a 

research topic that is expanding and developing in our country. Thus, the author have chosen the 

geometric Brown motion model - one of the models that can explain the random volatility of 

economic indicators, reflect the time value of the currency, thus simulate the movement trend of 

the economic cycle and give the most relative forecasts for the Vietnamese market in general and 

the stock market in particular. 

In terms of the scope of the study, the economic cycle has two fundamental issues that 

need to be addressed, including the reasons for cyclical fluctuations and future predictability. 

Accordingly, the causes of cyclical fluctuations has a great deal of relevance to many areas and 

economic aspects and requires time for empirical and systematic observation. With the finite 

resource in the ability to exploit the details and characteristics of the economic cycle, and its 

content can not be encapsulated within the scope of this paper, the following section, Medium 

refers to the identification and forecasting cycle of the economy. 

2. Literature review and hypothesis development 

2.1. Conceptual framework 

The main theoretical framework of the presentation is based largely on the basis of 

Sismondi's periodic crisis theory (Sismondi, 1819) and the biphasic cyclicality of the NBER2 in 

explaining how to identify cyclical traits through volatility of the economic data on the market 

(in this article is index VNIndex stock market). The Periodical Crisis began with the 

development of the Systemic Crisis, denied the natural equilibrium of the economy, demanded 

the macroeconomic management of the government in the economic sphere. This essay was 

developed by Charles Dunoyer into the biphasic cycle theory (Benkemoune, 2009), the 

cornerstone of modern economic cycle theory, synthesized and resumed by NBER. Accordingly, 

the economic cycle is the natural fluctuation of the economy between periods of expansion 

(grownth) and contraction (recession). Factors such as gross domestic product (GDP), interest 

rates, labor productivity, and fiscal policy can help determine the current period of the economic 

cycle (Burns, 1969). These factors do not necessarily depend on time but tend to rise and fall as a 

natural feature of economic behavior. However, many statistical studies show that the 

"cyclicality" that appears in the data is likely to be false when statistical techniques can not 

distinguish between standard and random numbers. Thus, in order to standardize the data and 

minimize "virtuality" when identifying cycles, the paper uses quantitative frameworks based on 

the geometry Brown motion model with two assumptions:  

● Geometry Brownian motion model (GBM), technique is a Markov process3. This means 

that the used data will fluctuate randomly in accordance with the weak effective market 

                                                 
2 National Bureau of Economic Research (NBER) of US 
3 The Markov is a particular case in random processes, in which the present value of a variable is related to 

predicting value in the future while its the historical data is completely independent 
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hypothesis (EMH): price information has been synthesized and processed and price fluctuations 

followed by "relatively independent" with previous prices.  

● Log-normal distribution data.  

A randomized process that tB  accepts real values with a set of timelines is R , on a 

probabilistic probabilistic model  , (F ),Pt , called a Brown motion or a Weiner process if it 

satisfies the following conditions:  

● 0 0B   

● tB is a continuous process 

● For all 0 s t  , random variables t sB B  do not depend on the situation until time s. 

● For all 0t s  , any probability distribution of t sB B is the standard distribution 

(0, t s)N  with the expected value is 0, the variance is t s . This is an application of The Central 

Limit Theorem4.  

●  denote the standard distribution with mean μ and variance σ2. 

It is possible to simulate the properties of Brown motion through the graph below:  

(Fries, 2007) 

This graph shows the characteristic of the Brown model when the real trajectory is not able 

to  observable. Normally, Brown motion observations are usually determined at a certain ΔT 

time interval, measured and repainted. Therefore, the apparent "trajectory" of the model is just a 

curved line5. 

2.2. Literature review  

The study of the economic cycle in general and the method of identifying the cyclical 

stages in particular, in countries around the world, which is not a new field, but many problems 

arise. The latency of heterogeneous cycles, the realism more than the possibility of 

                                                 
4 The sum of many random variables with the same distribution will be a standard distribution even if the 

independent variables in it are not standard distributions. 
5 University of Technical Education Ho Chi Minh City, "Brown Motion Model", Simulation Physics, 2018 
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systematization and at the same time, the way the interstitial cause of macroeconomic cycles 

differ, led to difficulties in the general market forecast; therefore, most of the theory of the 

business cycle is not popular as well as not feasible forecast. However, there are still a number of 

issues surrounding the identification of the business cycle or its impact on the market and the 

application of some models of forecasting as ‘oscillator model’ (Paul Samuelson, 1952), a 

balanced business cycle model based on price and wage fluctuations (Lucas, Robert, 1977) or the 

RBC model (Farmer, 1999). Among highest and most accurate models are often applied in the 

case of the application of the national macroeconomic model of Jan Tinbergen (1974). Thus, in 

order to have a theoretical foundation for the application of analytical, this essay requires two 

basic systems including the cyclic identification theory and the time series models of the 

economic cycle.  

According to the analysis of the economic cycles, it is impossible to ignore theories of 

causal analysis, such as the cycles of aggregate economic volatility (Burns and Wesley, 1946), 

the real business cycle (King, Plosser and Stock, 1994), time series spectrum analysis model 

(Baxter and King, 1995)... Especially, the biennial economic cycle by NBER in 2010. However, 

this provides only an insight into the formation of stages in an economic cycle as well as their 

general characteristics, most of which are qualitative, can not be used to predict or measure 

levels. influence. Similarly, models used to identify economic cycles, such as uncertainty theory 

(Prescott, 1986), monetary aggregate yield theory (Evans, 1992) and the theory of technological 

shock ( Gali, 1999) are also limited to the ability to distinguish phases and to provide evidence 

based on the results of factual analysis to determine cyclicality. 

For the basic part of the forecasting model, it is impossible to not mention the 

macroeconomic prediction model of Lawrence Klein (1980). This is one of the first 

comprehensive econometric models for forecasting the business cycle. After many theoretical 

studies, Klein presented three main model models, the assumption model of commodity 

consumption with two factors of product production and labor, the model of cash balance and the 

model of large structure based on US economic data during 1921-1941. In particular, the large 

structural model with 16 equations, 16 endogenous variables and 13 exogenous variables 

describing the cyclic fluctuations trends is the most fundamental research in the macroeconomic 

forecasting system.  

Applying quantitative studies of Klein, Anna Svirina, Elena Parfenova and Elena 

Shurkinaof the National Research Center of Kazan, has developed a model of economic cycle 

forecasts based on the asymmetry between the real data and forecast financial indicators to 

convert the classical economy into the quantum economy6 in the article: "Evaluation of 

Uncertainty on the Stages of the Business Cycle: Implementation of the Quantum Principles" 

(2014). However, in addition to negating the accuracy of the independent time variable in 

forecasting, confirming the economic structure as the basis for changing cyclical periods, the 

                                                 
6 Quantum principle uses functional waves were proposed by Heisenberg to analyze probability density, 

thereby evaluating the uncertainty of economic structure. 
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model has not yet yielded a mechanical detailed forecasting is due to the small sample size and 

comes from the perspective of the enterprise rather than the national market level. Thus, the 

quantum model continues to be expanded and consolidated by Konrad Walczyk in "Economic 

cycles and uncertainty" (2015) by adding the dependence of time-varying economic structure, 

asserting data using Thomas model with a trend that is similar to last month and closes to the 

previous quarter's average, is an accurate indicator of the predicted coefficient that can be used 

for forecasting. In addition, it provides 8 main fluctuating trends of a period based on industrial 

production data. The article "Measuring Business Cycles: A Review" (2016) by Marinko Škare, 

Saša Stjepanović shows that when data passes through Hodrick's Prescott (HP) filter, VAR filter 

and multi-mode conversion Markov,it is possible to minimize the quadratic form of the model to 

determine the trend component in a given time series, while also support the segmentation 

process when observing the economic cycle.  

In fact, there are many economic cycle models are developed and tested in both theoretical and 

empirical forms. In the article, the geometric Brown movement model is selected because of its 

generalization in data normalization, as well as the ability to apply the Markov transducer, Brown's 

primary platform, in its entirety can limit the uncertainty of the data and stick to fluctuations in an 

economic cycle. In addition, because of the simplest continuous randomness, the Brown model can 

be flexibly used to forecast both short and long terms, in line with current economic conditions.  

3. Research methodology 

3.1. Sample 

Data used are VNI's data, collected from July 28, 2000 to September 12, 2018 (according 

to Vietstock's statistics) to simulate market index by the Geometric Brown Model (GBM). In 

comparison with the forecasted index for different periods of time: For 3 months and 1 year, 

VNIndex data from May to August 2018 are extracted and processed by logarithm to minimizes 

the noise of the kit.  

3.2. Empirical model  

A random process tS , called GBM if it satisfies the random differential equation: 

Wt t t tdS S dt S d   (1) 

In which , Wt is a Brown process that is retrieved by taking the random 

part limit in the sporadic model (the time step for proceeding to 0), and ,   are the constants. 

  is the drift coefficient, and is the coefficient of volatility. This formula can interpret two 

important terms: "drift" and "shock" in the two-phase cycle of growth and degradation. For each 

time period, each model assumes that the index will "drift" upward by the general expectations 

of the market participants. But this will be shocked (increased or decreased) by a random shock. 

This random shock will cause the standard deviation "s" to increase "e" times. This is simply a 

widening of the standard deviation. 
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The stock index at the nearest time dt can be splitted into two parts: a predetermined and 

predicted part of growth expected at the time dt is tS dt and an unpredictable and random part is 

the result of the random change of index at the time dt . 

(1) can be rewritten: Wt
t

t

dS
dt d

S
    

The two-dimensional integral can be obtained: 
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Then the solution of the random differential equation (1) will be: 
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Diagram 1: Trends of VNIndex can occur 
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The equation is used to simulate the VNIndex:  

21
( )
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In which, tS  is the VNIndex at time t, t  is the time period for the forecast,   is the 

expectation of annual growth.   is the annual oscillation expectation,   is a random number 

with a normal distribution of N(0,1), representing for the random oscillation.  

After simulating the VNIndex, the author conducts the Chi-squared examination to test 

whether the GBM model is appropriate to forecast the VNIndex. The hypothesis examinated in 

this study is that:  

• 0 :H The GBM model is not suitable for forecasting the economic cycle through the 

VNIndex.  

• 1 :H The GBM model is a suitable model for forecasting economic cycles through the 

VNIndex 

Chi-squared test is used to determine whether there is a difference between the forecast and 

actual VNIndex. The equation given by: 
2

2 ( er exp )

exp
i i

i i

obs ved ected

ected



  

In which ‘observed’ is the empirical value and ‘expected’ is therespectively expected 

value. If the p-value is less than 0.05, accept the hypothesis . Conversely, the hypothesis  

will be accepted.  

Then, the data will be analyzed using the Microsoft Excel tool to compare the simulated 

VNI index with the real value of the indicator to check the accuracy of the model. MAPE (Mean 

Absolute Percentage Error) is used, whose formula is  

1

| |1 n
t t

t t

Y F
MAPE

n Y


  , 

In which, tY  the predicted index at time t, and tF is the real time index of time t. 

Finally, after evaluating the predictability of the Brown model, based on the degree of   

and , a hypothetical model will be constructed for determination the main trend of the volatility 

of the VNIndex for a period of 12 months from September 12, 2018 to September 12, 2019 to 

illustrate the relative cyclical prediction by the Brown model. 

4. Results 

Data is analyzed by Miscrosoft Excel, in which VNIndex is calculated using GBM. The 

simulating model of VNIndex is done many times with N = 300 times, the most accurate 

simulation option is the VNIndex data set from 12/09/2017 to 12/09/2018. 
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Diagram 2: Actual and forecasted VNIndex from July 2001 to September 2018 

(performed by the authors) 

Based on Diagram 2, it is easy to see the phases of the cycle through the folds and faults of 

the graph line. These folds and faults are completely not "virtual illustrations" for data sets that 

have been standardized for the Markov process to simulate through Brown motion. Therefore, it 

is possible to conclude that the occurrence of cyclicality in the stock market is based on the 

volatility of the VNIndex. Diagram 2 also shows that there are not many differences between the 

real and forecast index, the direction of movement is similar, especially from 12/04/2009 to 

12/09/2018. Prior to this time period, the forecast index tends to be higher than the actual one.  

The MAPE test checks the accuracy of the forecast, resulting in a 17.10% gain. Based on 

the following table 1, showing the forecast in GBM is a good forecast: 

Table 1: 

MAPE(%) The accuracy of model 

0-10% High accuracy 

11-20% Good forecast 

21-50% Probability is acceptable 

>51% Incorrect forecast 

Source Lawrence, et.al. (2009) 

Veriticating ‘Chi-squared’ test in this case, p-value is also equal to 0.014. Therefore, the 

GBM forecast model is suitable for forecasting the VNIndex. In the case of shorter periods 

from 12/06/2018 to 12/09/2018, the results obtained are MAPE (%) is 5.79%. According to 

Table 1,it can be found that the prediction model in GBM is highly accurate, and the ‘Chi-

squared’ test gives us the p-value of 0.0000628. Therefore, the forecasting model is suitable 

for the period of 3 months.  
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Diagram 3: Estimated and actual price of VNI from January to March 2018 

The drift   and volatility   ratios required for the construction of the graph illustrate the 

main volatility trend of the VNIndex in the coming year as follows: 

Table 2: Drift and volatility of the model 

close 987.01 

Volatility (Daily) 0.01147 

Volatility (Annual) 0.219126 

Drift (Daily) 0.000849 

Drift (Annual) 0.309703 

Drift (Mean) 0.000191 

 

 

Diagram 4: Forecasts for the economic cycle in 2019 

Actual Index 

Forecast Index 
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Based on the above chart, in the next year, the growth phase of economic cycle is in the 

beginning of the year, August and November. In contrast, the trend of recession will happend in 

April, September and December. In particular, reaching peak saturation in August and reach the 

bottom at the end of the first quarter of 2019. 

5. Conclusions  

Based on the volatility’s simulation of the VNIndex by the Brown movement model, the 

cyclicality of the stock market in particular and the economy of Vietnam in general can be 

observed. This cycle is of short duration, fluctuating widely in the early years of the new market 

formed from 2001 to 2003. This is also perfectly appropriate when the economic cycles of small 

countries with developing economies are usually synchronized; only a little financial divergence 

occurs when there is a policy adjustment, resulting in amplitude and time smaller than the 

international scope (Burns, 1969).  

In terms of predictability, the efficiency of the Brown model can be examinated through 

the p-value, MAPE. In fact, stock prices fluctuate randomly and unpredictably, leading to the 

index VNIndex which reflects the general trend is more volatile. This makes it difficult for the 

investors to forecast as well as economic managers to adjust their policies in line with the boom 

or contraction of the cycle. The paper again confirms the important application of the Brown 

motion model geometry in the simulation and predicts the movement of the economic cycle 

based on the VNIndex. The GBM model is a highly accurate model for short-term investments. 

It also provides good accuracy (using the MAPE error measurement) of about 10% to 20% for 

long-term prediction studies. Furthermore, GBM is a fairly easy-to-understand and easy-to-

simulate model. Historical data needs not be too large compared to other forecasting models. 

Simulating a GBM makes it easier for investors to make decisions, and it is possible to calculate 

the value at risk based on VAR for the portfolio with a 95% confidence interval.  

6. Suggestions 

In fact, the financial system in particular and the economy in general tend to experience a 

crisis that often leads to a period of boom and breakdown. However, the ability to predict timing 

and trend of movement of the cycle does not stick to the rate of bubbles as well as give timely 

warning. At the same time, most econometric models are complex and require time to update the 

data. Thus, the versatility and feasibility of the Brown motion model is perfectly adequate and 

effective for both short and long term cyclicality. It is, however, easy to see that with the greater 

amplitude of time, the more accurate the Brown motion model is. This can be explained by the 

fluidity of molecular motions in the space leading to weak simulation. This deficiency of the 

Brown model is highly dependent on the cause of the crisis as the economic cycles due to 

technological shocks usually last 50-60 years. So in the future, if we want to improve the 

predictive power of the model, we need to apply additional quantum principle to control the 

probability density of the data, thereby increasing the accuracy of the model.  
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Abstract: At the end of the nineteenth century and in the early years of the twentieth 

century, economic crises, climate change, and warnings about the limit of exploitation of 

resource and ecosystem have continuously occurred. This fact requires many countries to shift 

the existing growth model. Therefore, the "green economy" approach is being considered and 

developed. In this article, the authors focus on issues related to the development of green 

economy in the context of integration and sustainable development in Vietnam today. 

Keywords: development, green economy, integration, sustainable, Vietnam. 

 

1. Introduction 

According to the United Nations Environment Program (UNEP), the world is facing two 

major challenges: expanding economic opportunities for a growing global population and 

addressing environmental pressures. 

In the 20th century, world population increased four times, economic output increased 22 

times and the consumption of fossil fuel increased 14 times (UNEP 2011). By the year 2050, it is 

forecasted that demand will rise sharply to provide the world with about 9 billion people, and by 

2030, about 1 billion people will live in seriously polluted areas. 

In the last years of the twentieth and early twenty-first century, the world is constantly 

experiencing economic crises, climate change and warnings about the limits of exploitation of 

resources and ecosystems. This fact requires many countries to shift existing growth 

environments. Accordingly, the "green economy" approach is being considered and developed. 

In the world, the US is one of the leading countries in implementing the "green economy" 

policy, continuing to promote economic growth. The US government targets by 2025 that 

renewable energy sources will account for about 25 percent of electricity generation and the 

average electricity demand will fall by 15 percent. Meanwhile, the European Union (EU) has set 

a target that 2020 will increase the share of renewable energy from the current 8.5% to 20% and 
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significantly reduce emissions. To achieve this, EU countries apply emission quotas to 

industries. By 2020, all businesses operating in the industrial sector must purchase emission 

quota licenses, except for some industries such as metallurgy, cement and chemicals. 

In Asia, South Korea is also very interested in developing green economy. In September 

2008, the Green Growth Strategy was approved by the Council of State. To concretize, Korea 

has undertaken a series of strategic actions. Including, the "Green Growth Agreement" stimulus 

package, "Green Technology Research and Development Plan". 

In Vietnam, economic growth over the past few years has been mainly based on the 

increase of capital, labor and resource extraction, the contribution of total factor productivity 

(TFP) is still low. Therefore, the Party and State have also determined to transform the model of 

economic growth from mainly the width to the combination of width and depth, associated with 

green economy development, green growth. In this article, the authors give an overview of the 

model of economic growth in Vietnam over the years, which explains the need to transform the 

economic growth model associated with economic growth in Vietnam, this is the trend of 

indispensable development of the world in the future. 

2. Theoretical Framework 

2.1. Definition of green economy 

Since 2008, many international organizations, such as the United Nations (UN), the 

Organization for Economic Co-operation and Development (OECD), the European Union (EU), 

the World Bank (WB), The International Monetary Fund (IMF) ... as well as developed 

countries, have carried out and promoted green projects as one of the solutions to help us get out 

of the current situations. The perception of “green economy” and “green growth” are still under 

debate. 

The United Nations Environment Program (UNEP) defines "green economy" as "as one 

that results in improved human well-being and social equity while significantly reducing 

environmental risks and ecological scarcities "(UNEP, 2011). A green economy is characterized 

by sustainable growth of economic sectors that can maintain and increase the natural capital of 

the Earth. These sectors include renewable energy, low carbon transport, clean technology, 

advanced waste management systems, energy efficiency, sustainable agro-forestry-fisheries. In 

its simplest expression, green economy is a low-carbon economy, saving resources, creating jobs 

and social justice. 

The Green Growth Initiative (GEI) difines green growth or building green economy is a 

process of restructuring economic activities and infrastructure to get better results from 

investments in resources, human capital and finance, reducing greenhouse gas (GHG) emissions, 

exploiting and using fewer natural resources, reducing waste and reducing injustice in society.  

The OECD defines green growth as fostering economic growth and development, while 

ensuring that natural assets continue to provide the resources and environmental services on 

which our well-being relies. To do this, green growth must be a catalyst for investment and 
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innovation, which is the basis for sustainable growth and the creation of new economic 

opportunities. 

According to the United Nations Economic and Social Commission for Asia and the 

Pacific (UNESCAP), green growth has six main components: sustainable production and 

consumption; greening the market and business activities; building sustainable infrastructure; tax 

reform and green budget; investment/protection of natural resources and ecosystems; implement 

and develop effective ecological indicators. 

We think that green economy is a clean economy, friendly with the environment, reduce 

greenhouse gas emissions to mitigate climate change; Green economy is an economy that grows 

in depth, consumes less fuel, enhances eco-industries, innovates technology; Green economy is a 

sustainable economic growth, poverty reduction and equity development. 

Regardless of the approach, the concept of a green economy consists of three pillars: 

economic development (issues of economic growth, employment ...); environmental 

sustainability (carbon mitigation and degradation of natural resources, etc.); social cohesion 

(ensuring the goal of poverty reduction, equality before the opportunities created by green 

economy, bring fresh environment). 

2.2. Green economy, the path towards sustainable development 

Green economy is an economy or an economic development model based on sustainable 

development and knowledge of ecological economics. Activities in the green economy generate 

profitable or beneficial value, aiming at the development of the life of the human social 

community (especially cultural element) and environmentally friendly (the most important 

element). These three elements reach equilibrium that will satisfy sustainability. 

In green economy, the environmental factor actually acts as a catalyst for growth, 

economic reform and social welfare. While the livelihoods of some people living below the 

poverty line and they depend on nature, they are more vulnerable to natural disasters as well as 

to climate change. Shifting to green economy contributes to improving social equity and can be 

viewed as a good path to sustainable development. Green growth is a new direction, driving 

economic development along sustainable consumption and production patterns, to ensure that 

natural capital continues to provide the ecological resources and services that the life of us 

depend on, for the present generation as well as for the next generation. 

Thus, the concept of "green economy" does not replace the concept of sustainability, but it 

is increasingly recognized as a suitable model for sustainable development. In other words, green 

economy is not a substitute for sustainable development but an economic strategy to achieve 

sustainable development goals (Figure 1.1). 
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                (A)                                                                                (B) 

Figure 1.1. Sustainable Development (UNESCO) (A) and Green Economy,  

Sustainable Development (B) 

3. Research Methodology 

In this article, the authors use mainly qualitative research methods, combined with the 

analysis of secondary data obtained by data from the General Statistics Office of Vietnam, 

Center for Research Forecasting the socio-economic situation in Vietnam and international 

organizations to assess the current status of economic growth in Vietnam, highlighting 

weaknesses in Vietnam's recent economic growth pattern on criteria: growth quality, labor 

productivity, capital efficiency, environmental status, social progress. Through this, the authors 

point to the need to transform the economic growth model associated with green economy 

development in Vietnam and to propose solutions for green economy development in Vietnam in 

the years to come.  

4. Research findings 

4.1. The necessity of transforming the growth model and move towards green growth in 

Viet Nam 

The quality of economic growth is low 

Vietnam's economic growth is now predominantly in terms of breadth rather than depth, 

meaning that the proportion of the effects of capital and labor is many times the impact of 

science and technology on growth. Even when developing broadly, the main factor contributing 

to GDP growth is capital, while Vietnam lacks capital, is borrowing heavily (both loans and 

repayments, with interest rates accounting for nearly 15% of total budget expenditures). 

Meanwhile, the use of investment capital brought low economic efficiency is evidenced by the 

rapid increase of ICOR (measuring the use of investment capital). 
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Figure 2.1. TFP's contribution to Vietnam's GDP growth compared  

to some Asian countries in the period 2001-2010 

Source: Asia Productivity Organization Performance Report – APO 

The share of total factor productivity (TFP) in Vietnam's economic growth rate is relatively 

low compared to some Asian countries for the period 2001-2010 (see figure 2.1). The 

contribution of TFP to GDP growth in Vietnam is only 19.59%, while Malaysia is 36.8%, 

Thailand is 36.14%, South Korea is 51.32%. 

As shown in table 2.1, it is found that capital and labor contribute mainly to GDP growth 

in Vietnam, TFP's contribution only accounts for a very small share. In the period 2011 - 2015, 

the contribution ratio of capital to GDP growth is 53.42%, labor is 16.25%, while TFP is only 

30.3%. This reflects a pattern of broad economic growth in Vietnam, which leads to low quality 

growth. Without reforming the growth model, the Vietnamese economy is unlikely to catch up 

with the pace of the development of ASEAN countries, not to mention the developed countries 

in the world. 

Table 2.1: The growth rate of GDP, capital, labor force, TFP and contribution of factors  

to GDP growth of Vietnam in the period of 2011 – 2015 

Year 
GDP growth 

rate (%) 

Capital 
growth rate 

(%) 

Labor 
growth rate 

(%) 

TFP growth 
rate (%) 

Contribution on GDP growth (%) 

Capital Labor  TFP 

2011 6,24 9,26 2,66 0,85 60,61 25,37 14,01 

2012 5,25 7,24 2,13 1,03 55,68 24,37 19,95 

2013 5,98 6,77 1,53 1,73 50,46 17,04 32,51 

2014 6,68 6,82 1,09 2,16 53,42 9,85 36,72 

2015 5,91 7,43 1,52 1,79 53,42 16,25 30,3 

Source: Author's calculations from GSO and National Center For  Socio-Economic  

Information and Forecast (NCIF) 
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The shift of economic structure is slow 

Vietnam's economic growth is still concentrated in a number of sectors and traditional 

products with low technology such as textiles, fisheries, unprocessed agricultural products, etc. 

In recent years, although economic growth is faster than the 1990s, the share of manufacturing in 

GDP is still low. Mining still accounts for a relatively stable share of GDP. The slow shift of 

economic structure from agriculture to industry is a weakness of Vietnam compared to some 

countries in the region, especially China, which has its starting point and time of opening 

relatively close to Vietnam. If Vietnam continues the growth model mainly based on static 

comparative advantages (raw resources, cheap labor without skills), it will be difficult to 

maintain high growth in the long run, especially in the context of global integration and 

globalization. 

Labor productivity is low 

Athough labor productivity in Vietnam has been improved, it remains low compared to 

other countries in the region. According to the Vietnam Productivity Report 2017 of the National 

Center for Socio-Economic Information and Forecast (NCIF), in the period 2000-2017, labor 

productivity in Vietnam has increased relatively stably. Due to the effects of the economic 

slowdown in 2006-2010, the average labor productivity growth rates was reduced to 3.3% per 

annum, lower than the growth rate of the 2001- 2005. In the period of 2011-2016, labor 

productivity has recovered with an average increase of 4.6% per year. In 2017, labor productivity 

in Vietnam is 93.2 million VND/labor at current prices, equivalent to about 4,159 USD/labor, up 

7.8 times compared with 2000. At 2010 comparative prices, labor productivity is 60.7 million 

dong, average increase of 6% per year in the period 2016-20171. The rate of productivity growth 

of Vietnam in the period 2000-2017 reached 4.1% per year. 

 

Figure 2.2: The trend of productivity growth in Vietnam over the years 

Source: GSO 

                                                 
1 General Statistics Office, Press release announcing socio-economic statistics of 2017. 
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With the economic development, the labor productivity of Vietnam has also been raised but 

still low compared to other countries in the region, the absolute distance is increasingly rising. 

According to statistics of the International Labor Organization (Table 2.2), based on PPP prices, 

fixed prices in 2011, labor productivity growth rate of Vietnam remained high (higher than the 

ASEAN average). However, labor productivity in Vietnam is always among the lowest in the 

region (even lower than Lao productivity). Despite the positive improvement policies, it is 

undeniable that the gap in Vietnam's labor productivity against the region's leading economies, 

such as Singapore, Korea and Malaysia, is getting more and more in the process of trying to "catch 

up". At the same time, countries with less developed economies, such as Laos, Cambodia and 

Myanmar, have narrowed the gap with Vietnam, even surpassing Vietnam as in the case of Laos. 

Table 2.2. Labor productivity of some countries from 2000 to 2017 

(USD/labor, GDP at PPP, fixed price in 2011) 

 2000 2008 2017 Average growth rate (%) 2021* 

Vietnam 4.948 7.125 10.428 4,5 12.849 

Singapore 107.481 125.638 145.824 1,8 155.708 

Korea 44.386 57.935 70.706 2,8 78.302 

Malaysia 40.037 50.902 56.649 2,1 63.799 

Thailand 16.972 21.926 27.868 3,0 31.250 

Indonesia 13.224 17.812 24.190 3,6 28.219 

China 6.554 13.952 27.196 8,7 34.435 

Philippines 11.850 13.837 18.231 2,6 22.251 

Cambodia 2.976 4.711 6.573 4,8 7.954 

Laos 5.269 7.346 11.700 4,8 14.081 

Myanmar 2.523 5.747 10.108 8,5 12.794 

ASEAN 12.700 16.799 22.241 3,4 25.920 

High middle income 8.823 12.143 16.882 3,9 20.108 

Low middle income 15.178 23.013 32.347 4,6 37.897 

Source: International Labor Organization (ILO) - Key Indicators of the Labor Market 

* 2021: ILO projection data 

Vietnam's labor productivity has been increasing in recent years mainly due to the 

restructuring of the economic sector, the exploitation of natural resources…; therefore, the 

professional level of applying science and technology to production as well as the value of 

creativity, the content of gray matter is not high. Although, there are about 80% of working age 

population joining the labor force annually, low labor productivity is a major barrier to Vietnam's 

economy and also reducing competitiveness with other economies in the region. 

Serious environmental pollution 

According to the World Bank, Vietnam's economic growth is estimated to require more 

energy per unit of GDP than that of low-income countries. If we continue our efforts to achieve 
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high growth based on a pattern of broad-based growth, our growth will be tightly bound by 

energy security (especially in the dry season). On the other hand, economic growth is one of the 

factors that accelerate CO2 emissions. 

Currently, about 65 million tons of CO2 are emitted per year from agricultural activities, 

accounting for over 43% of total greenhouse gas emissions, mainly from cultivating, burning 

agricultural waste and livestock waste. It is forecast that by 2030 emissions will increase by 

nearly 30% (8). 

Rapid growth pressure over the last few decades has led to the threat of ecological 

environment. Indiscriminate harvesting and wasteful use of natural resources cause 

environmental degradation and imbalance of ecosystems. 

Many serious environmental incidents have been occurring. Vedan Company's untreated 

discharge into the Thi Vai River has ruined the Vietnamese environment for 14 years. Miwon 

factory in Viet Tri (Phu Tho) discharges 900m3 untreated sewage into the Red River every day. 

Formosa Company (Taiwan) in Ha Tinh province discharged untreated waste with a capacity of 

12,000m3/day and night, which made about 80 tons of seafood dead along the coast 4 provinces 

Central Vietnam, not only transformed the ecosystem but also influenced people's livelihoods. 

The link between economic growth and social balance is not sustainable 

Poverty reduction is considered one of the greatest successes in Vietnam's socio-economic 

development since the early 1990s. However, poverty alleviation is not sustainable, as shown by 

the number of households with per capita incomes above the poverty line and the vulnerability of 

these households to high risks and high likelihood of recurrence. On the other hand, the gap 

between the rich and the poor in our country is widespread and tends to increase over the years. 

Diversification takes place not only in different regions but also within each region, the gap 

between the rich and the poor among the population groups also increases. The level of 

difference in the highest income/lowest income group increased from 6.99 times in 1995 to 9.2 

times in 2010 and 9.75 times in 2014. 

The above analysis shows that the prominent cause of the problems in the current economy 

stemming from Vietnam's growth pattern is no longer appropriate. The problem now is that the 

"breadth" growth model has been applied too long. This growth model can be perfectly suitable 

in the context of the 1990s. However, if Vietnam continues this development model, the 

economy is more and more inadequate as Vietnam has entered the middle income countries. 

Therefore, in order to maintain sustainability in development, it is necessary to change the 

growth model. 

With a population of nearly 100 million people expected by 2020 and the goal of becoming 

a modernly industrialized country, Vietnam's economy is no longer a small economy, with the 

need to consume energy for production, transportation and living will be great. Given the current 

global context, the exploitation of resources is more competitive, the threat of climatic change 

has peaked, the development process in every country is inseparable from reducing emissions to 

the environment to protect the earth for future generations. The management of emissions to the 
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environment and the application of modern technologies to reduce fuel consumption, use thrift 

and develop new energy sources must be promoted with strong measures, and Vietnam is not out 

of the process. 

Therefore, the demand for innovation in the economic growth model in the direction of 

deepening, sustainable development, resource saving and environmental protection is set as the 

leading task in the new development stage. According to the concept of green economy analyzed 

above, this is clearly an important content of sustainable development. All the objectives set out 

in Vietnam's Socio-Economic Development Strategy for the coming period are closely related to 

green growth. 

4.2. Some solutions for green economic development in Viet Nam 

In the context of globalization and the current trend of integration, in order to develop 

green economy in line with the reform of economic growth model in Vietnam, some solutions 

should be implemented as follows: 

First, there should be measures to propagandize, educate, raise awareness among sectors, 

levels of society about green growth in the current trend of integration. At the same time, there is 

a clear strategy on the position of the Vietnamese economy in the global green economy with 

potential, advantages and challenges of our country. Strategic orientation of the green economy 

model must be institutionalized in the mechanism and policies as a basis for attracting and 

encouraging investment of domestic and foreign enterprises. 

Secondly, it is necessary to consider the development pattern and economic structure of the 

economy in line with the green economy. To do this, we need to continue to study, learn and 

improve the way in which countries have performed effectively so that we have the right steps 

and way to proceed. In addition, Vietnam needs to limit and reduce the number of industries and 

economic sectors that use resources, emit more toxic substances and pollute the environment. 

Together with the economic structure of the economy, it is necessary to review the consumption 

structure of enterprises and residents, especially in the transportation sector, where consumes a 

large amounts of fossil energy and emits lots of toxic gases polluting the environment. In 

addition to tightening emission standards in traffic vehicles, the State should encourage and 

support the use of alternative energy such as solar energy, water power ... 

Besides, it is necessary to gradually change the traditional production processes and 

methods, especially in agriculture. We need to promote research and development of clean 

agriculture, organic agriculture and restrict the use of pesticides that pollute the environment. 

This is also a requirement for agriculture in the process of competition, international integration. 

Thirdly, Vietnam should make use of financial support, technology as well as management 

experience of green economic sectors from the international community; focusing on exploiting 

aid programs and projects of international organizations of the United Nations and ODA of 

developed countries in this field. In addition, we also need to continue to expand, develop ideas 

and actively participate in these organizations’ activities, the international movements on 

environmental protection, response to climate change and build green economy. 
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Fourthly, we need to have a plan for professional training and cultivating staff, managers 

and leaders in green economy, green growth, including overseas training. In addition, we also 

need to focus on training entrepreneurs, technical workers on green economy and green growth, 

early access to green knowledge and clean technology of the world to deploy in Vietnam. For 

consumers, appropriate communication measures are needed to formulate green consumption 

habits. Strong voice of the consumers will be significant pressure for manufacturers, forcing 

them to renew the production process towards green technology and friendly with the 

environment. 

Fifth, periodically review mechanisms and policies to improve the institutional framework 

for the transition to a green economy. To apply advanced eco-technical standards and 

requirements in the world according to the roadmap suitable to Vietnam's conditions. To sum up 

the level of investment for green economy development in Vietnam in the past time to see what 

is missing in order to continue to supplement and complete them in line with international 

standards as calculated by the Environment Program of United Nations. 

Sixth, to promote the role of business associations and industry associations in propagating 

and mobilizing enterprises to apply environmentally friendly technologies and production 

processes; exchanging experiences in receiving ideas, technologies and international experiences 

on green production. 

Seventh, together with inspection and examination activities of functional agencies, the 

Sate should mobilize people to actively supervise enterprises, production and business 

establishments in complying with the law on natural resources and environment . 

It can be said that the green economy and green growth for sustainable development are 

essentially to ensure ecological sustainability. The climate change has been and will impact on 

the ecosystem. Responding to climate change in principle is the solution to restore, maintain 

ecological balance, and enhance the resilience and adaptability of the ecosystem. Therefore, 

developing green economy is the vital choice of Vietnam’s economy in both short and long term, 

especially in the process of international integration. 

5. Discussion 

In the current context, in order to keep up with the general trend of the world and become 

an industrialized country in the direction of modernization and industrialization by 2020, the 

choice and direction of the green economy growth model in Vietnam is needed. In order to 

implement the green growth strategy, transforming the economic structure into a green economy, 

Vietnam needs to overcome many challenges. First of all, in terms of awareness, it is necessary 

to  understand what green growth is, because building a green economy towards sustainable 

development requires the extensive research and dissemination of knowledge in the leadership, 

the policy makers, businesses and citizens. Without full awareness, social consensus will not be 

achieved, so it will be difficult to achieve the goals and strategies set. 

On the way to proceed, compared to the traditional economy is the brown economy, the 

transition to a green economy model that focuses on green growth, the restructuring of the 

economy is a big issue set for the policy makers in developing roadmap in the coming time, 

especially in the period 2016-2020. 
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Abstract: Estimation of potential output is an important macroeconomics indicator for 

policy analysis and forecasting. This paper applies three methods including Hodrick-Prescott 

filter, linear trend and Cobb-Douglas production function to estimate potential output and its 

potential growth rate for Vietnam in the period 1990-2017. The results show that the potential 

growth rate of GDP for Vietnam is 6.5-6.8%/ year, on average. This paper also provides policy 

implication for economic growth in short-run and long-run.  

Keywords: potential output, output gap, Vietnam 

  

1. Introduction  

In 1986, Vietnam marked a major reform in the economy: from a centrally planned 

economy to a socialist-oriented market economy. After more than 30 years of Revolution (so 

called Doi Moi), although Vietnam has made remarkable achievements, the economy has faced 

many challenges and macroeconomic instability. Therefore, the Vietnamese economy must be 

restructured toward a new growth model to maintain sustainable growth. In this context, the 

study of the potential output of the economy plays an important role in providing empirical 

evidences for policy makers. One of the major issues in the formulation of the monetary policy is 

to determine whether the economy is operating at, above or below its maximum sustainable 

level. The path of the maximum sustainable level, commonly known as the potential output, 

indicates that level of output that is consistent with stable price level. Potential output estimate is 

also known as one managerial policy tool of the central bank. The central bank bases on that 

estimate to adjust the money supply in the economy. 

The idea of potential output is essential to capture the process of inflation dynamics in the 

economy. However, this macroeconomic variable cannot be directly observed and needs to be 

estimated. Economists have developed some methods to measure potential output and output 

gap. However, different models / methods / techniques can give different results and there is no 

optimal method in estimating potential output. Thus, researchers recommend using several 

methods and comparing results.  

This paper applies variety of methods to measure potential output for Vietnamese economy 
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with the aim of providing evidence on whether the recent growth slowdown is principally a 

cyclical shortfall, or instead represents a structural shift toward a slower growth path after the 

growth spurt associated with the years of heavy immigration. Three methodologies are employed 

to derive estimate of potential output, including two fairly traditional approaches including HP 

filter and linear trend, and production function approach that feature relatively less commonly-

used techniques in Vietnam. Based on the results, the paper provides an analysis of the business 

cycle of the economy over time (based on changes in output gap) and analyzes the changes (if 

any) of the potential growth of the economy.  

The paper is organized as follows. Section 2 provides review of the concept of potential 

output and studies of potential output for Vietnamese economy. Following section 2, the 

methodology used in this paper is presented in section 3 and empirical results will be discussed 

in section 4. Section 5 provides policy implication and concludes.  

2. Potential output- definition and overview of existing methodologies  

There are many definitions and concepts of potential output that have been stated by 

previous studies and economists. According to Okun (1970), potential output is the level of 

output that can be achieved without causing inflation. At this level of output, the aggregate 

demand equals to the aggregate supply, and the inflation rate equals to the expected inflation in 

the long run if the supply side remains unchanged (Massi, 1997). From this point of view, when 

the actual output is higher than the potential output, the expansion in aggregate demand leads to 

rise in general level of prices. This increase in price in short-run causes inflation and this should 

be considered as signal for Central Bank to implement contractionary monetary policy. 

Therefore, studies on the relation between output gap (the difference between actual output and 

potential output) and inflation helps to provide implication for macroeconomic policies including 

fiscal and monetary policy. Moreover, data on potential output and out gap are indicators to 

evaluate the government budget balance (Angerer, 2014). Recent studies emphasize the role of 

output gap in implementing the macro-prudential policy, such as Suh (2012), de Resende et al. 

(2016) and Basel III (BIS, 2011).1 

Potential output is also understood as the long-run average of sustainable real output in the 

economy. Potential output is the maximum amount of goods and services that an economy can 

turn out to be when it's most efficient - that is, at the maximum capacity (Jahan and Mahmud, 

2013). Normally, the potential output is called the production capacity of the economy. 

However, many people may misunderstand the potential output as the maximum level of the 

economy which cannot increase. In Okun's law, he argued that potential output is not the 

maximum output level but this value tends to increase over time when the productivity of the 

economy is constantly increasing due to change in the structure of the economy.  

Although the potential output is an important macroeconomic indicator, this variable 

cannot be directly observed in practice but can be estimated based on available data. However, if 

                                                 
1 These authors suggest increasing capital accumulation when the actual output is greater than the potential 

output that can stabilize credit cycle. 
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potential output is inaccurately estimated, the policy implementation interpreted from the 

estimation might lead to macroeconomic instability. For example, if estimation on the potential 

output is “too optimistic” then it can be interpreted that the actual output is lower than potential 

output. In this case, inaccurate estimation gives policy implication toward expansionary which 

causes inflation. Orphanides (2003) points out that inaccurate estimation of potential output led 

to inappropriate policy in the United States and caused high inflation in the 1970s. Nelson and 

Nikolov (2003) have the same conclusion when studying the period of high inflation in England 

in the 1970s and 1980s. 

Basically, there are two approaches in estimating potential output: (i) statically filter and 

(ii) estimation models based on structural relation between economic variables. For the first 

approach, potential output is taken to coincide with a "smoothed" measure of actual output such 

as Hodrick-Prescott (HP) filter. This is a purely statistical methodology which filters the actual 

GDP data to extract the trend to get the potential GDP. Among methods to estimate potential 

output, HP filter is the most common method because of its simplicity2.  

Many contributions estimate potential output based on production function, which is 

known as approach from supply side. Differently from HP filter, this methodology based on 

economic theories to estimate potential output. This approach is richer than HP filter because it 

allows for more detailed examination of the drivers of potential. 

Another approach is multivariate filter. This methodology is introduced by Kuttner (1994) 

and has recently developed and applied by Blagrave et al. (2015), Alichi (2015) and Meloninna 

and Toth (2016). Multivariate filter bases on some basic economic structure such as Phillips 

curve and relation between output gap and inflation rate to estimate potential output.  

Some studies apply DSGE model to estimate potential output and output gap3. These 

models have more micro foundations. However, this model is not easy to interpret and difficult 

to provide policy implication.  

Recently, there have been some studies trying to estimate potential output and output 

gap for Vietnamese economy. Do Van Thanh and Do Van Lam (2014) applies the production 

function to estimate potential output for the period 2011-2015. Depocen Annual Report 

(2011) adopt both production function methods and HP filters while Maliszewski (2010) 

applies Bayesian method. Although Do Van Thanh et al. and Depocen Annual Report both 

apply production function approach, they estimate for different time space and provide 

different estimation of potential output for Vietnam. Moreover, the two studies do not 

estimate potential value of production factors in production function such as labor, capital 

and total factor productivity (TFP). The common problem in the two papers is the length of 

time series data: they both use yearly data while yearly data for Vietnam is available within 

20 years.  

 

                                                 
2 See Baxter and King (1999), Bui Trinh et al. (2012), Scacciavillani and Swage (1999). 
3 See Vetlov et al. (2011) 
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3. Methodology  

In this paper, we apply three methods including HP filter, linear trend estimating and 

production function. The dataset used in the research is collected annually from 1990 to 2017 

and quarterly from the first quarter of 2004 to the fourth quarter of 2017 by IMF, World Bank, 

CEIC and GSO. Moreover, this paper revises the production function approach: instead of using 

econometric approach in estimating production function, this paper utilizes growth accounting 

technique to measure potential output for Vietnam.  

Hodrick - Prescott filter method (HP) 

Assume that the potential output growth rate is constant over time, we can use some filters to 

determine what component creates the trend of the time series. The main idea of this approach is to 

separate the series of economic data (for example log of GDP) into 2 components: trend and cycle. 

 

 

The most common method to filter time series data is HP filter. This method subtracts 

trend from a time series data and what remains is cycle. Suppose Yt is output then HP filter 

extract trend component, denoted by Y* which can be understood as potential output. The 

difference between Yt and Y* is the cycle component, which is output gap.  

 

This method assumes that cycle component fluctuates around the trend component with 

time diminishing amplitudes. Therefore, the mean of sum of these gaps between Yt and Y* is 

assumed to be 0. HP filter tries to minimize the sum of output gaps at all points of time and 

change in output at end point of time (T). Basically, HP filter extracts trend t through solving 

optimal problem, as following: 

 

Where λ is the smoothing parameter which determines the “smoothness” of the adjusted 

series data ( ).  

As can be seen in the above expression, the HP filter estimates the potential output by 

computing the weighted moving average value using past and future values of observed data 

with larger weight for the observations close to the current time. The HP filter also requires 

selecting the value of the smoothing parameter for the expression to be minimized. The value of 

λ must be a number greater than zero to offset the fluctuations in the trend component and can be 

determined depending on the required smoothness of the data. A small value of λ allows the 

potential output to fluctuate according to changes in actual output levels. Meanwhile, large 

values of λ will reduce the velocity of trend against change in actual output. This also reflects the 
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choice between a relatively smooth estimation of potential output and an estimation of potential 

output which is close to the actual value. In special cases, for example, when , the 

estimation of potential output is more closed to the actual data series (Yt) and when ,, the 

estimated potential output is almost linear. A smaller value of λ corresponds to a potential output 

estimation closer to the actual value, hence it is more fluctuating. Conversely, a higher value of λ 

produces a smoother potential output curve and thus closer to a linear trend line. These results 

are explained by the fact that the small value of λ corresponds to the use of fewer years in the 

moving average formula. In general, λ values from 10 to 100 are generally applied to annual 

data. By applying different values, it should be noted that the greater the value of λ, the greater 

the difference between actual output and trend output. 

Although this method is widely used in the studies of potential output, it normally gives 

better result for stable economies without structural change Therefore, the results should be 

compared with other methods when measuring potential output for changing economy like 

Vietnam.  

Linear trend method 

The linear trend method is used to extract the trend component from the actual GDP with 

the assumption that the potential output follows a given function of time and the output gap is the 

remaining factor after separating the trend factor. Potential output can be estimated as below: 

 

With is the potential output; α is the estimated coefficient in the regression model 

dependendts on the time trend. In practice, we regress log of real GDP with linear function of 

time trend. 

 

In that, ln (  is the log of output (real GDP) and  is the potential growth rate of 

output. 

This method is very simple, that also is the advantage of this method. However, the method 

has many weaknesses. When assuming that growth rate of output in long-run is fixed, this 

method suppose that potential output can be definitely forecasted. However, this assumption 

sometimes does not hold (de Brounwer, 1998).  

Cobb-Douglas production function 

HP filters and linear trend methods make it easy to extract trend from data series but it is purely 

statistical and they ignore economic factors and endogenous influences. This is a weakness because it 

cannot measure the impact of large or small shocks in the economy on potential output as well as on 

output gap. Another method can be used to estimating potential output is production function 

method. This approach takes into account the availability of the initial inputs. For potential output 

studies, the Cobb-Douglass production function is constant return to scale: 
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Where Y is the output of the economy 

                 A: is technology  

                 K is the capital  

                 L: is the labor 

                 α: is the coefficient of elasticity of capital, 0 <α <1 

Based on this function, potential output is the level of output that can be achieved by the 

optimal use of labor and capital, while technology develops in the long run and follows the form 

of the function . . We can take log the function to get linear form: 

ln( = α.ln(  + (1-α).ln(  +  

Where : potential output 

            : potential labor 

: potential investment capital 

        : potential total factor productivity  

Therefore, in order to estimate Y *, we need to define L * and K *, the potential total factor 

productivity (TFP *) and α. Potential labor is the amount of labor achieved when the 

unemployment rate is in equilibrium or natural rate of employment. As the actual accumulation 

of capital fluctuates negligibly, other studies have assumed that the potential capital is the actual 

capital accumulation: K = K *. TFP * is calculated through the HP filter. 

Although using the Cobb-Douglass production function to estimate the potential output is 

more constrained, lack of generalization, but it is more realistic, and more easily estimated and 

predictable. If the parameters α and TFP are regularly calculated, then we can predict the trend of 

the potential output. However, we have difficulty in determining when inputs are optimal. This 

may result in misleading result. 

4. Empirical results  

Hodrick - Prescott filter method (HP) 

For this method, to obtain objective results for the potential output, the research team will 

use the HP filter for quarterly data of real GDP (seasonal adjusted) from Q1:1990 to Q4:2017. 

Figure 1 shows the actual real GDP (after seasonal adjusted) compared to the potential 

GDP estimated by the HP filter. The potential output estimated by this method have been 

smoothed as expected. As can be seen in Figure 1, in the early period, the actual GDP is 

relatively close to the estimation of potential output. However, in recent years, real output 

fluctuates around the trend line of potential output. And it should be noted that the impact of the 
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2008 economic crisis is not reflected in the measurement of HP. This may be due to the nature of 

this method, due to the use of univariate filter, which suffer from end of sample biases. 
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Figure 1: Log of potential GDP and log of actual GDP 

Source: Authors’ estimate  

Figure 2 shows the potential growth rate of GDP. This value is filtered from actual growth 

rate of GDP. According to this results, potential growth rate of Vietnam during 1990-2017 is 

1.66% per quarter, approximate 6.64% per year.  
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Figure 2: Potential growth rate of GDP and actual growth rate of GDP 

Source: Authors’ estimate 

Linear trend method 

According to the analysis above, the simplest way to estimate the output gap is to use the 

linear trend method. We apply the yearly data from 1990-2017. 

Results of linear trend estimation are as follows: 
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                                   Ln Y * = 24. 159 + 0.0656trend 

                                   t-stat (2032.004) (83.6088) 

                                   p-value (0.000) (0.000) 

                                   R-square 0.99 

Regression results according to OLS shows that the coefficients of linear regression 

equation have a significant meaning for the potential output of Vietnam. Adjusted R - square = 

0.99, showing regression results very close to reality. According to the regression model, the 

average annual growth rate of potential output is 6.56%. This estimation is quite close to the 

result obtained by HP filter as shown in figure 3.  

 

Figure 3: HP filter methods and the linear trend method 

Source: Authors’ estimate 

There is a difference between the two methods, but not significantly. In the middle phase, 

both methods are almost the same, only in the final stage is the potential output in the HP filter 

smaller. In general, both methods have certain similarities. 

Cobb - Douglas production function 

The limitations of these two methods are purely statistical and contain technical features. 

These two approaches do not measure well enough the effects of structural shocks to potential 

output and estimates of the difference between the actual output and potential output. In addition, 

there is no mention about the constraints of the product and information of the structure due to 

the availability of inputs. Hence, it is difficult to measure the impact of shocks on potential 

output and the results of estimation of the output gap are not accurate in some periods. 

Accurately evaluating the production function provides a sufficient basis for a more thorough 

analysis of the factors contributing to the potential growth.  
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With the production function approach, potential output is obtained by optimizing the use 

of inputs such as capital and labor, and in which include the contribution or the development of 

advanced science and technology following the long term rules. 

 

Take log both sides, we have:   

Where:  : “potential output”. 

: Labor at potential level  

: stock of capital at potential level  

: total productivity factor at potential level. 

                : elasticity coefficient of output by capital. 

For TFP data used in this "potential output" estimation method, we apply DEAP software 

to estimate. Inputs are capital and labor and output is "real output". Then the HP (Hodrick-

Prescott) filter is used for smoothing to see the nature of the data series from which TFP is 

obtained at a potential level that yields the best estimation. 

TFP- total factor productivity is a constituent element in the production function that plays 

an important role in increasing GDP. The contribution of TFP to GDP is relatively high in 

developed countries. For developing countries (typically countries in Southeast Asia) in general 

and Vietnam in particular, TFP's contributions are still low. TFP is unpredictable due to the 

difference in the contribution of capital and labor in each year. 

In other studies, through the natural unemployment rate, the potential employee (L *) can 

be identified. However, in a developing country like Vietnam, there are many problems in 

updating the economic parameters, so the data show that the natural unemployment rate is self-

calculated and it is difficult to estimate accurately. Therefore, this paper use HP filter to extract 

the labor data series.  

For the potential capital ), the research team assumes that the potential capital is the 

accumulative capital of production material  because in Vietnam, up to this point, the 

data for accumulative capital is difficult to collect, we calculates based on the calculations of 

previous studies. 

 

 

The coefficient α - the elastic coefficient of production by capital, assuming that 0 <α <1. 

In the Cobb - Douglas production function, α and (1 - α) are the elastic coefficients of 
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capital and labor of output. The coefficient α is not available, but according to calculations of the 

GSO for previous periods based on the inputs and outputs which are, in 2007 and 2012, 

respectively, 0.38 and 0.43. Burn et al. (2014) validated that with varying α values ranging from 

0.35 to 0.5 for developing countries, the results were almost homogeneous. By learning about 

some previous studies for some countries, the value of a coefficient α is normally assumed to be 

between 0.4 and 0.5. This paper assumes that the coefficient α used for the estimation of the 

Cobb-Douglas production function in Vietnam is 0.47 which is similar to the empirical studies in 

the previous studies for the whole period from 1990 to 2017. 

 

Figure 4: Log of potential GDP and log of actual GDP 

Source: Authors’ estimate  

Base on estimation of potential output obtained by Cobb-Douglas production function, we 

calculate the growth rate of potential GDP. The result shows that, on average, Vietnam archives 

growth rate of GDP at 6.83%/ year.  

Based on all the relationships and calculations by the Cobb-Douglas production function, in 

the period 1990-2017, the contribution of the capital component was over 55%, of the labor 

component (only calculate for the labor in working age in the economy) was about 15% and of the 

TFP factor is over 25%. For capital and TFP factors in particular, they tend to increase over the years 

and show clearly, while the labor factor tends to decrease and will even be reduced sharply in the 

future. According to economic experts, Vietnam has not yet prepared and utilized well the structure 

of the "golden population" while other countries nearby and around the world took advantage of this 

opportunity to breakthrough. Aside of that, the share of contribution to Vietnam growth depends 

highly on capital. Since then, Vietnam needs policies that combine all contributions of capital, labor 

and TFP at an optimal level to achieve the best possible result and stable economic growth. 

Although Vietnam's economic growth has remained relatively steady over the past 25 years, 

the nature of these impressive results has actually changed. During the 1990s, strong economic 

growth was due to relatively high TFP, which accounted for about 50% of annual growth. But during 
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the period of 1998-2008, the contribution of TFP dropped to only about 11%. The growth of TFP is 

often thought to contribute to the growth of the economy through organizational and technical 

improvements, based on sound legal institutions. It represents the growth of the economy without the 

impact of labor or capital. For a developing economy like Vietnam, growth through total factor 

productivity (TFP) has not been fully exploited due to lack of institutional reform. Poor business 

administration, incentives are also reserved for poorly performing SOEs and lack of investment in 

infrastructure, health and education that are responsible for slowing growth. Through the productivity 

of the aggregate factors. Due to the absence of productivity growth, a growth-based economy of 

material capital has become so unpredictable. For policymakers, there are no specific measures to 

support growth in TFP. We suggest to undertake a study to identify growth bottlenecks in the case of 

Vietnam, in order to develop appropriate policies. 

Besides, the greatest impact on economic growth in recent years is capital. Boosting capital 

investment during 1998-2008 contributed about 70% to annual growth, from 28% in 1990-1997. 

This increase is driven by two factors. The first factor is the increase in foreign direct investment 

due to the economy opening up. Viet Nam has witnessed two dramatic increases in foreign direct 

investment (FDI): the first one was between 1994 and 1997, with foreign direct investment (FDI) 

averaging about 9% of GDP; the second stage is in 2007 - after Vietnam's accession to the WTO 

- the rate is also more than 9% of GDP and then remains at 7% until 2010. As far as foreign 

investment is concerned the production sector for export, the growth rate of TFP factor will 

increase due to global competition to promote these industries to improve efficiency. The second 

factor boosting Vietnam's investment is the state economic sector. Since the implementation of 

the Doi Moi policy in 1986, the share of state-owned enterprises in Vietnam has shrunk. 

However, in the context of the global economic crisis in 2008, which led to a decline in private 

sector investment, the investment in the state-owned sector has increased rapidly, partly due to 

economic stimulus package. In investment of the state sector is invested by SOEs. These 

companies have expanded their size in the core business and also invested outside the core 

business. As a consequence, in the first quarter of 2011, about 45% of total social investment 

was from the state sector, while the share of investment from the domestic private sector and the 

FDI sector In addition, only about 27% and 29%. 

The government should create more incentives for manufacturing enterprises to continue 

investing and increasing production and expanding business. As many domestic firms mainly 

import raw materials for production, the government should stabilize the exchange rate and 

reduce import taxes on inputs. Good control of bank loan interest, and creating favorable 

conditions for businesses to access capital quickly are needed, but they must go along with the 

good closing entry to avoid bad debt increase. Moreover, attracting foreign companies to invest 

in local businesses, stabilizing the business environment and healthy competition are also 

needed. Currently, enterprises in Vietnam are subjected to a high insurance rate in the region 

which is up to 32.5% of monthly salary (enterprises submit 22% and employees submit 10.5%) 

and 3% for labor union fee. Meanwhile, in the same region, social insurance premiums 

accounted for 13% of monthly wages in Malaysia, in the Philippines is 10% and in Indonesia is 

8%. This also contributed to the fear of expanding businesses of enterprises. So the government 
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should have supporting policies for enterprises and workers in paying premiums along with good 

price control of essential commodities such as electricity, petrol and oil. 

5. Conclusion and policy implication  

This study applies a number of different approaches to estimate the potential output of the 

Vietnamese economy. Although each method has its own advantages and disadvantages, the 

three methodologies presented in this paper provide consistent result. The results show that the 

potential growth rate of GDP for Vietnam is 6.5-6.8%/ year, on average. Basing on this 

estimation, we can see that at some point of time, Vietnam economy operated at its potential 

level of output, such as recent years (2015-2017). However, during some periods, Vietnam 

economy growth rate is higher than the potential level such as 2005-2007 or some periods 

experiences growth rate below the potential level such as 2001-2005.  

Estimating the potential output provides important information for assessing inflation or 

deflationary pressures and cyclical positions that correspond to the long-term potential of the 

economy. Potential output analysis leads to two separate policy approaches. In the short run, the 

gap between actual output and potential output requires fiscal and monetary policies that focus 

more on demand, so that short-term policies need to implement to keep the economy operate on 

its potential level. For example, during period 2001-2005, when growth rate of the economy is 

below the potential output, the expansion in fiscal and monetary policy is successful in boosting 

aggregate demand and contributes to push the economy closer to its potential level. However, 

during period of 2005-2007 when the economy operated above the potential level, the 

expansionary monetary policy causes inflation in the next period 2008-2009. Therefore, in recent 

years, macroeconomic policies should not be implemented toward expansionary because the 

growth rate in recent years is close to the potential level. 

Although studies of potential output are a useful tool to support the implementation of short-

term fiscal and monetary policies without requiring institutional reform, labor market and 

investment, this is not guarantee for grow in long-term. Maintaining economic growth and 

sustainable income growth can only be achieved if productivity increases. In the long run, policies 

should give more emphasize on the supply side factors. With the aim of attaining economic growth 

in long-run, Vietnam needs to raise the contribution of the total factor productivity (TFP) by policies 

to finance renovation, construct and upgrade infrastructure for science and technology activities by 

offering interest rate incentives or subsidies for identified companies who have ability to upgrade 

technological level.  More efficient state investment, the restructuring of state-owned enterprises, as 

well as the improvement of market conditions can increase the productivity of aggregate factors and 

boost the Vietnamese economy to a higher and stable level income.  
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Abstract: Based on theoretical framework of contemporary economic growth model, this 

paper shows the potential non-linearity relationship between national income and national 

calorie-intake. This relationship has caught a lot of attentions of researchers and policy makers 

worldwide. Utilizing a unique dataset of more than 100 countries in the world from 1961 to 

2001, this paper demonstrates an empirical evidence of the non-linearity relationship by groups 

of food items and by regions. The empirical results show a consistent non-linearity relationship 

between national income and national calorie intake within regions and groups of food items. 

Comparing this paper's results to previous findings based on microdata and expenditure data, 

the author found a pattern that exhibited a critical point where increase income will likely 

decrease calorie-intake. 

Keywords: national income, national calorie-intake, non-linearity relationship, international 

perspective 

 

1. Introduction 

Policies aimed at better nutrition and reducing starvation remain among the most broadly 

accepted policies in the world as highlighted by Banerjee (2016) and Hawkes et al. (2017). These 

policies, which are implementing in different nations, can be codified as: (i) subsidize for basic 

food-stuffs; (ii) cash transfer; (iii) food vouchers; (iv) conditional financing. Their effectiveness 

depends on the approach of program design (Banerjee, 2016) or sensitivity of food demand to 

the variation of income (Trinh et al., 2018). There are a considerable number of researches in 

development and health economics deal with the issue of estimating the effect of income to food 

demand measured by calories and has brought to controversial results. The shape of relationship 

between calories and income is relied on the design of relevant policies. It could be linear, 

convex or concave (Banerjee, 2016).  

This paper is an attempt to measure the non-linearity of calories-income relationship at 

international level. It is believed that the shape of the relationship should be non-linearity, 

especially in quadratic shape. The insight underneath this shape is that calorie intake will 

increase when income increase for consumers with low income. Ravallion (1990) shows that 

calorie intake increases along with increase of income to a threshold. Beyond the threshold, 

increases of income will unlikely affect to calorie intake or even decrease. 
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The structure of this paper is as follows. Section 2 presents a brief literature review. 

Section 3 gives a theoretical framework used in this paper. Section 4 demonstrates model and 

data utilized in this study. Results offer empirical results in section 5. Special attention is devoted 

in discussion results and providing policy implication in section 6. Section 7 concludes. 

2. Literature review 

Following Ravallion (1990), many studies address the non-linearity of calorie-income 

relationship by estimating classical quadratic function where log-income is main independent 

variable. Log-income's estimated coefficient shows elasticity of income to calorie intake and 

non-linearity is captured by including square of log-income. Ogundari et al. (2013) show that 86 

among 99 elasticity recorded were estimated by using this parametric specification.  

There are some scholars whose have claimed that the relationship of calorie-income is not 

significantly different from zero. It implies that consumers are successfully maintaining 

consistently their level of calorie intake as income varies (Behrman et al., 1987; Behrman et al., 

1984; Bouis, 1994; Skoufias et al., 2009). These authors conclude that income arbitrated policies 

do not have much effect on calorie intake goals. However, there are many scholars whose have 

argued the existence of positive and statistical significance of calorie-income relationship. They 

also emphasize that increase of income might go along with the increase of calorie intake in 

developing countries (Abdulai et al., 2004; Deaton, 1997; Gibson et al., 2002; Subramanian et 

al., 1996). In a recent study, Skoufias et al. (2009) shows a complex result where income 

elasticity is positive and statistical significant by using Ordinal Least Square strategy, but is 

almost zero when instrumental variable is employed to control for addressing measurement error 

issues. Therefore, the debate on the shape of relationship between calorie intake and income 

remains to be unresolved due to different estimated results in the field. 

Although there exist different results among school of thought regarding to the calorie-

income relationship, an equally critical reflection that is of importance is the shape of 

relationship between calorie intake and income. Deaton et al. (2009) and Deaton et al. (2010) 

show that cereal intake likely decreases with increasing income as food intake is varied. 

Therefore, increases in income has likely brought to changes in diet toward to higher nutrient 

content. This insight is basically motivation for investigating the non-linearity of calorie-income 

relationship at macro level to address the national demand for food commodities, as well as the 

impact of income on food consumption measured by calorie intake (Abdulai et al., 2004; Banks 

et al., 1997; Huang et al., 2009; Skoufias et al., 2009; Trinh et al., 2018). 

Although this topic is moderately crucial, hypothetical positions are quite different and the 

practical assessments of the matter have led to a little consensus among scholars worldwide. 

Theoretically, the effective wage hypothesis implies that workers' productivity depends on their 

income through calorie intake which their earnings allow them to consume. According to this 

school of thought, which is attributable to Leibenstein (1966); Mirrlees (1975). 

My work is related to a growing literature that uses Engel curve approaches to infer 

various aspects of economic growth.  Aguiar et al. (2015) use Engel curves to derive an 

alternative estimate of the growth in US consumption inequality. Almås (2012) uses Engel 
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curves to estimate biases in purchasing power parity statistics. Young (2012) uses related 

methods to generate alternative estimates of African growth. Bils et al. (1998) use Engel curve 

methods to test the predictions of various business cycle models. Nakamura et al. (2016) use 

Engel curve method to construct alternative estimates of Chinese growth and inflation. 

This paper aims to contribute to the literature on estimating the non-linearity calorie-

income relationship at national level. 

3. Theoretical framework 

Inadequate calorie intake is a direct criterion of poverty because lacking calorie intake is 

associated with poor diets that increase malnutrition and then leads to a decrease of health and 

future income. Within economic literature, there are two theories that are usually used to 

describe the calorie-income relationship, namely, the Engel curve framework and efficiency 

wage hypothesis. The Engel curve framework assumes that calorie intake is determined by 

income growth, while the efficiency wage hypothesis theorizes that income growth is determined 

by calorie intake channeling via increases in work productivity or efficiency (Leibenstein, 1957; 

Stiglitz, 1976). The wage-productivity relationship has two parts: (i) the relationship between 

income and calorie intake; (ii) the relationship between calorie intake and productivity 

(Leibenstein, 1957).  

Contemporary economic thoughts has it that growth of income can improve and eventually 

eradicate food poverty (WorldBank, 1980). Accordingly, with large calorie-income elasticity, 

Reutlinger (1986), suggests that economic policies designed for economic growth and increase 

total income of all poor people in specific nation are effective long-term strategy to dwindle 

undernourishment, especially in the developing countries. On the other hand, with a small 

calorie-income elasticity, Ogundari et al. (2013) suggest that there is a very limited room for 

economic policy in alleviating food poverty. On the circumstances, Abdulai et al. (2004) 

recommend that economic policies including a mix of food prices, household demographic 

distributions and household income are more likely to increase demand of household on calorie 

intake. 

The non-linearity relationship between calorie intake and income is normally captured as a 

quadratic shape (Deaton et al., 2009; Leibenstein, 1957; Ogundari et al., 2013; Trinh et al., 

2018). The rationale of this shape can be described as follows. Firstly, increase of income will 

possibly increase calorie intake accordingly until total calorie intake reaching a threshold. 

Subsequently, increase of income does not lead to increase of calorie intake. Secondly, demand 

of calorie intake will reach a threshold and then decrease because of limitation of human. At a 

certain age, people will tend to decrease their demand of calorie intake due to the deterioration of 

digest system. Therefore, income might continuously increase, but calorie intake might 

moderately decrease. 

 



1111 

 
Figure 1. Non-linearity relationship between calorie intake and income 

Source: Author's compilation 

4. Model and data 

4.1. Model 

4.1.1. Non-linearity of calorie-income relationship from production function 

It is assumed that there is no different between countries in terms of ways of 

manufacturing and all economies have same technical level. It is also assumed that all workers 

around the world have same quality of skills and knowledge. Therefore, production function of 

the world economy is in Cobb-Douglas specification as follows: 

            (1) 

Where ,  is total income of country i in the time t,  is total factor 

productivity of country i in the time t,  is total capital of country i in the time t,  is total 

calorie intake of people in country i in the time t,  is total calorie intake of a person in country i 

in the time t,  is “measure of our ignorance”. Divide both sides of (1) by  and solve 

for  to get 

       (2) 

Taking logarithm both sides of (2) yields: 

Calorie intake 

Calorie intake 

(Calorie intake)TL 

Threshold level 

Income 

YTL Ymax Ymin Y0 Y1 
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            (3) 

From equation (3), since  then , it is assumed that the relationship between 

total calorie intake and total income should be in non-linearity shape. A quick testing this 

assumption via OLS regression is provided as follows: 

Table 1. A Quick test for non-linearity of calorie-income relationship 

Dependent 
variable 

Log(TCI) 
Log(TCI: 
cereals) 

Log(TCI: 
fruits) 

Log(TCI: 
meats) 

Log(TCI: 
oil) 

Log(TCI: 
roots) 

Log (TFP) -0.853*** 
(0.059) 

-0.853*** 
(0.072) 

-0.352*** 
(0.068) 

-0.824*** 
(0.045) 

-0.577*** 
(0.053) 

-1.305*** 
(0.106) 

Log (Capital) -0.481*** 
(0.030) 

-0.610*** 
(0.037) 

-0.497*** 
(0.035) 

-0.224*** 
(0.023) 

-0.299*** 
(0.027) 

-0.431*** 
(0.051) 

Log (TI) 1.217*** 
(0.032) 

1.312*** 
(0.039) 

1.233*** 
(0.036) 

1.068*** 
(0.025) 

1.112*** 
(0.029) 

1.095*** 
(0.051) 

Constant 8.278*** 
(0.086) 

7.852*** 
(0.108) 

5.735*** 
(0.115) 

4.734*** 
(0.051) 

5.761*** 
(0.071) 

5.747*** 
(0.170) 

R2 0.7668 0.6466 0.6911 0.9037 0.8400 0.4705 

F - statistics 3329.45 1859.13 2218.43 12768.25 6306.96 920.89 

N 3,521 3,521 3,521 3,521 3,521 3,521 

Note: 

- robust standard errors are in parentheses; 

- ***: statistically significant at 1%. 

- TI, TCI: “total income” and “total calorie intake” respectively. 

Source: Author’s estimation. 

From table 1, estimated coefficients of logarithm of total income variable are ranged from 

1.068 to 1.312 in responding to total calorie intake and by food categories. It implies that 

relationship between total calorie intake and total income can be in non-linearity shape. 

4.1.2. Empirical strategy 

Following Abdulai et al. (2004) and Trinh et al. (2018), most relevant researches about 

measuring non-linear of calorie-income relationship, use the classical double-log specification as 

follows: 

        (4) 

Where  is total calorie intake of country i at the time t;  is total income of country 

i at the time t;  is character j of country i at the time t and  – a set of J 
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characters of country i that are relevant to calorie intake;  is country i fixed effect;  is error 

term;  and  is estimated coefficient. 

Employ seemingly unrelated regression (SUR) strategy as major workhorse, empirical 

strategy will be implemented as follows: 

  

                  (5) 

The model given by specification (2) represents a system of Engel curves of the various 

calorie intake which are seen to be allied through their random error terms, so establishing a 

system of seemingly unrelated regression equations (SURE) to be estimated. The above terms in 

equation (2) could be basic estimation where the basic setting is walking to the stage with very 

fundamental environment. On the other hand, the below terms in equation (2) is the full 

estimation where the more complex setting is established. Major variables and their co-variables 

are including in one equation to control other effect from environments. In the empirical 

strategy, co-variables have been selected exclusively from calorie related variables that are 

available to collect. There are four variables, that are suitable for this selection, including: (i) 

human capital: measured by average years of schooling; (ii) life expectancy; (iii) average body 

mass index of male: measured potential of obesity status of male within nations; (iv) average 

body mass index of female: measured potential of obesity status of female within nations. 

Although these co-variables are not main interest of this paper, they provide very good proxies 

for output-oriented variables. 

Using the system equations (2), this research will estimate the relationship between total 

calorie intake and income at national level using SURE that allowed testing the correlation 

between equation's error terms to finding out the appropriate shape of the relationship. The 

modeling framework first accounted for differences between regions by estimating the effect of 

total national income to total national calorie intake. To account for differences in regions, 

system of equations (2) are estimated within six regions. In the next step, this paper looks at the 

different patterns of non-linearity of calorie-income relationship per food category in different 

regions. This step will provide a deeper snapshot in measuring the non-linearity of calorie-

income relationship. 

4.2. Data 

This research relies on several reliable sources of data including: (i) Penn World Table 

version 9.0; (ii) FAOSTAT; (iii) World Health Organization, Global Health Observatory; (iv) 

United Nation Population Division. Penn World Table provides a rich source of macroeconomic 
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variable such as national TI at constant and current prices. National TI has been converted to 

common currency, USD, using purchasing-power-parity exchange rates, so TI is comparable 

across countries (Feenstra et al., 2015). In Penn World Table, national TI, average years of 

schooling, population are three variables employed by this study. 

The dependent variable of this study, national nutrition, is taken from FAOSTAT. It covers 

period from year 1961 to 2014 for approximately 190 countries across six continents. FAOSTAT 

provides only daily calories intake per person for different countries. To make total calories 

intake variable for each nation, this paper uses the following formula: 

 

Average body mass index (BMI henceforth) of male and female at national level has been 

taken from World Health Organization, Global Health Observatory. It covers period from year 

1975 to 2014. In addition, life expectancy data is derived from United Nation Population 

Division and it covers period from year 1950 to 2014. 

Table 2. Data summary 

Variable N Mean Median SD Min Max 

Log (TCI) 5,550 15.37 15.48 2.04 6.61 21.05 

Log (TCI: cereals) 5,518 14.51 14.59 2.05 9.04 20.48 

Log (TCI: fruits) 5,518 12.82 13.04 2.01 6.53 18.43 

Log (TCI: meats) 5,550 13.18 13.22 2.02 7.43 19.34 

Log (TCI: oil) 5,550 13.80 13.87 2.01 8.20 19.23 

Log (TCI: roots) 5,549 12.21 12.46 2.27 4.99 18.44 

Log (TI) 9,439 10.30 10.29 2.31 2.09 16.66 

[Log (TI)]2 9,439 111.52 105.79 47.44 4.37 277.47 

Log (Capital) 9,409 11.387 11.362 2.323 3.429 18.029 

Human Capital 7,867 2.03 1.92 0.71 1.01 3.73 

Life expectancy 11,049 61.68 64.69 12.24 18.91 83.48 

Average BMI of male 6,877 23.64 23.95 2.21 18.50 29.07 

Average BMI of female 6,840 24.27 24.62 2.45 17.15 30.65 

Source: Author's calculation 

5. Empirical results 

5.1. Non-linearity relationship of total national intake and income 

Table 3 reports the result of basic model to find out the existence of quadratic relationship 

between calorie intake and total income of a nation. All estimated coefficients are statistically 

significant at high level (p < 0.01). As expected, calorie intake and income exposure a non-
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linearity relationship despite the low value of estimated coefficient of logarithm of total income 

square. A negative, positive and significantly different from zero value of the test statistics of 

logarithm of total income and logarithm of total income square imply an inverse U shape of a 

full quadratic function, like the shape in figure 1. Thus, the relationship appears to be concave 

for the whole sample. The result contributes to the debate on the extent to which total calorie 

consumption responds to total income in different countries at national level. This clearly show 

that income mediated policies can have an impact on total calorie intake goals up to a threshold 

of total income in the world.  

Table 3. Basic model 

Dependent variable is Log (TCI) 

 Equation 1 Equation 2 

Log (TI) 2.754*** 
(0.016) 

2.756*** 
(0.016) 

[Log (TI)]2 -0.083*** 
(0.001) 

-0.083*** 
(0.001) 

Life expectancy -0.061*** 
(0.002) 

-0.062*** 
(0.002) 

Human capital  0.0002*** 
(0.00002) 

Average BMI of male  0.0001*** 
(0.0000) 

Average BMI of female  0.0001*** 
(0.0000) 

Constant  -0.016*** 
(0.0002) 

R2 0.9973 0.7595 

Breusch-Pagan test of independence (henceforth BG test) 3353.999 

N 3,354 

Note:  

- standard errors are in parentheses;  

- ***: statistically significant at 1%. 

 

Source: Author's estimation. 

Table 4 reports the estimated results across continents. The aim of table 3 is to find out the 

patterns of the non-linearity of calorie-income relationship at national level in different regions 

worldwide. The form of equation is confirmed from Asian to Oceania continents where the 

differences are only in the value of estimated coefficients. These results contribute to the debate 

on the extent to which income affect to calorie intake in different countries. They clearly show 

that income have different magnitude to calorie intake among continents. Oceania continent's 

countries demonstrate highest magnitude of logarithm of total income and its square, while 

America continent's countries enjoy lowest magnitude. 

The pattern of non-linearity of calorie-income relationship cross continents demonstrate a 

sharing trend. The values of estimated coefficients of square logarithm of total income are 
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statistically significant at high level (p < 0.01). Additionally, all negative estimated coefficients 

show that the relationship between calorie intake and national income exposures a concave 

shape. Consequently, there exist a maximum point in the function of calorie intake and national 

income in this study period. For six regions, the income elasticity display a consistent pattern 

across regions, ranging from 4.610 (p < 0.01) for Oceania countries to 2.030 (p < 0.01) for 

American countries and income square elasticity are ranging from -0.2 (p < 0.01) for Oceania 

countries to -0.052 (p < 0.01) for American countries. On average, Oceania countries display 

largest income elasticity to calorie intake, while American countries show lowest income 

elasticity to calorie intake. 

Controlling variables including life expectancy, human capital, average BMI for male and 

average BMI for female do not have large effect to total national calorie intake in almost six 

regions. It implies that there could be a convergence among regions in terms of food 

consumption. In fact, diet is different between nations due to culture, but ingredients. 

Additionally, people in different countries consume food in different ways, but their nutritional 

intake is converged independently. 

These controlling variables provide further information surrounding calorie-income 

relationship. Calorie intake might be affected by age and health (proxied by life expectancy) or 

education (proxied by human capital) or just obesity awareness of the nations (measured by 

average BMI for male and female).  

Table 4. By regions 

Dependent variable is Log (TCI) 

 Asia Europe Africa Caribbean America Oceania 

Equation 1 

Log (TI) 2.820*** 
(0.054) 

2.731*** 
(0.065) 

2.775*** 
(0.029) 

2.781*** 
(0.082) 

2.017*** 
(0.029) 

2.611*** 
(0.263) 

[Log (TI)]2 -0.080*** 
(0.003) 

-0.078*** 
(0.003) 

-0.098*** 
(0.002) 

-0.097*** 
(0.006) 

-0.052*** 
(0.001) 

-0.086*** 
(0.010) 

Life 
expectancy 

-0.079*** 
(0.005) 

-0.070*** 
(0.005) 

-0.035*** 
(0.003) 

-0.047*** 
(0.005) 

0.001 
(0.003) 

-0.038 
(0.023) 

Equation 2 

Log (TI) 2.820*** 
(0.054) 

2.744*** 
(0.065) 

2.782*** 
(0.029) 

2.633*** 
(0.093) 

2.030*** 
(0.029) 

4.610*** 
(0.832) 

[Log (TI)]2 -0.080*** 
(0.003) 

-0.080*** 
(0.003) 

-0.098*** 
(0.002) 

-0.089*** 
(0.006) 

-0.052*** 
(0.001) 

-0.200*** 
(0.032) 

Life 
expectancy 

-0.079*** 
(0.005) 

-0.069*** 
(0.005) 

-0.035*** 
(0.003) 

-0.051*** 
(0.005) 

0.002 
(0.003) 

0.032 
(0.074) 

Human capital 0.0003 
(0.0003) 

0.002*** 
(0.0002) 

0.001*** 
(0.0002) 

0.196*** 
(0.012) 

0.003*** 
(0.0003) 

0.018 
(0.166) 

Average BMI 
of male 

0.0002 
(0.0002) 

0.0005*** 
(0.0002) 

0.000 
(0.000) 

0.000 
(0.003) 

0.001*** 
(0.0002) 

0.398* 
(0.241) 

Average BMI 0.001*** -0.002*** 0.0002*** -0.027*** -0.001*** -0.461*** 
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Dependent variable is Log (TCI) 

 Asia Europe Africa Caribbean America Oceania 

of female (0.0001) (0.0001) (0.00002) (0.004) (0.000) (0.119) 

Constant -0.071*** 
(0.003) 

-0.076*** 
(0.005) 

-0.039*** 
(0.001) 

1.187*** 
(0.198) 

-0.094*** 
(0.003) 

-11.31*** 
(1.794) 

R2 0.7145 0.8852 0.6714 0.8721 0.9388 0.5567 

BG test 806.994 713.991 1076.998 134.896 539.986 80.230 

N 807 714 1,077 135 540 81 

Note:  

- standard errors are in parentheses;  

- ***, *: statistically significant at 1%, 10% respectively. 

Source: Author's estimation. 

5.2. Patterns of non-linearity of calorie-income relationship 

From table 5, we can see the common trend of the relationship between total calorie intake 

by food categories and national total income. Calorie intake from cereals has highest effect from 

total income, while calorie intake from meats has lowest effect from total income. When 

logarithm of total income increases by one point then logarithm of total calorie intake from 

cereals, fruits, meats, oil and roots increase by 2.748, 2.321, 1.812, 1.747 and 2.115 points 

respectively. The result reflects the fact that income does have stronger effect on total 

consumption on cereals than meats within time frame from 1961 to 2001. In the real life, people 

tend to use less oil than the other food ingredients, so the effect of total income on total calorie 

intake from oil is the lowest among food categories in this study. 

The non-linearity relationship between logarithm of total income and logarithm of total 

calorie-intake is consistence among different group of food. The empirically positive linearity 

and negative non-linearity relationship between logarithm of total income and logarithm of total 

calorie-intake support theoretical relationship between dependent variable and independent 

variables. The U-shape relationship shows its highest value between logarithm of total income 

and total calorie intake from cereals, while its lowest value is in the category on oil. Based on 

empirical results, we could see the U-shape relationship is hold for different categories of food. 

This implies that all categories of food have same relationship with income and every nation 

need produce at certain level of food because people do need a specific amount of cereals, fruits, 

meats, oil and roots. If production of these food group increases over a certain level, the nation 

must sacrifice a part of income to maintain the balance level.  

Life expectancy has negative effect on all group of food-intake. This result does hold in 

equation 1 and 2 when controlling variables have been added into model. The negative effect of 

life expectancy and logarithm of total calorie-intake: cereals, fruits, meats, oil and roots does 

imply that when people live longer their needs on food-intake will decrease rather than increase 

or hold. It shows that in a country with more aging people, the country's demand on food-intake 
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will decrease considerably. For a country in a progress of walking to aging country, the 

government needs to consider the declining demand on food-intake.  

Table 5. Patterns of non-linearity of calorie-income relationship by type of foods 

 Log (TCI: cereals) Log (TCI: fruits) Log (TCI: meats) Log (TCI: oil) 
Log (TCI: 

roots) 

Equation 1 

Log (TI) 2.746*** 

(0.018) 

2.319*** 

(0.017) 

1.811*** 

(0.013) 

2.157*** 

(0.014) 

2.543*** 

(0.025) 

[Log (TI)]2 -0.083*** 

(0.001) 

-0.063*** 

(0.001) 

-0.041*** 

(0.001) 

-0.056*** 

(0.001) 

-0.073*** 

(0.001) 

Life expectancy -0.075*** 

(0.002) 

-0.067*** 

(0.002) 

-0.014*** 

(0.001) 

-0.037*** 

(0.001) 

-0.095*** 

(0.002) 

Equation 2 

Log (TI) 2.748*** 

(0.018) 

2.321*** 

(0.017) 

1.812*** 

(0.013) 

1.747*** 

(0.030) 

2.115*** 

(0.053) 

[Log (TI)]2 -0.083*** 

(0.001) 

-0.063*** 

(0.001) 

-0.041*** 

(0.001) 

-0.037*** 

(0.001) 

-0.054*** 

(0.002) 

Human capital 0.0004*** 

(0.0000) 

0.001*** 

(0.000) 

-0.0001*** 

(0.0000) 

-0.048*** 

(0.016) 

0.135*** 

(0.028) 

Life expectancy -0.075*** 

(0.002) 

-0.067*** 

(0.002) 

-0.014*** 

(0.001) 

-0.032*** 

(0.001) 

-0.092*** 

(0.003) 

Average BMI of 

male 

0.0002*** 

(0.0000) 

0.000 

(0.000) 

0.00004*** 

(0.0000) 

-0.025*** 

(0.007) 

-0.006 

(0.013) 

Average BMI of 

female 

0.000 

(0.000) 

0.0001*** 

(0.0000) 

0.0001*** 

(0.0000) 

0.001 

(0.005) 

-0.064*** 

(0.008) 

Constant -0.013*** 

(0.0002) 

-0.012*** 

(0.0003) 

-0.008*** 

(0.0002) 

2.561*** 

(0.158) 

3.564*** 

(0.280) 

R2 0.6951 0.7493 0.8542 0.8332 0.5989 

BG test 3353.999 3353.998 3353.998 2509.106 2534.491 

N 3,354 3,354 3,354 3,354 3,354 

Note:  

- standard errors are in parentheses;  

- ***: statistically significant at 1%. 

Source: Author’s estimation 

Human capital does have different effect to each group of food-intake. Human capital has 

the strongest effect on logarithm of total calorie-intake: roots, while this variable has lowest 

effect on logarithm of total calorie-intake: oil. Estimated coefficient of human capital has 

positive value on logarithm of total calorie-intake: cereals, fruits and roots; and has negative 

value on logarithm of total calorie-intake: meats and oil. 
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6. Discussion 

This investigation provides evidence on the non-linearity relationship between national 

income and national calorie-intake on a sample of more than 180 countries around the world 

within a time frame from 1961 – 2001. It is found that there is a strong U-shape relationship 

between national income and national calorie-intake. For example, an increase in logarithm of 

national income by 1 point was estimated to increase logarithm of national calorie-intake most 

strongly in countries in Oceania region globally; and countries in Oceania have had highest 

absolute value of. This paper also identified evidence that national income affects moderately to 

national calorie intake when controlling variables including life expectancy, human capital, BMI 

has been undertaken. This paper also identified evidence that national income affects to national 

calorie-intake differently to varied group of food intake, while the U-shape has been maintained. 

How to this paper's findings compare to previous studies? This paper does find important 

similarities with previous papers when the author provides evidence for non-linearity 

relationship between national income and national calorie-intake. But overall, the paper's 

estimated coefficients of national income are lower on average. The main differences in results 

are: (i) this paper found the similar patterns of non-linearity relationship between national 

income and national calorie-intake on the whole world and different continents; (ii) this paper 

found the similar patterns of non-linearity relationship between national income and national 

calorie-intake of different types of foods; (iii) in prior studies, researchers provide analysis based 

on majorly microdata while this paper offer an analysis based on macrodata built up by reliable 

group of researchers or international organizations. 

This paper's findings for cereals deserve some consideration. Cereals make up the largest share 

of global agricultural products. Thus, in countries where they have high value of relationship 

between cereals intake and national income might be drivers for market of cereals such as China, 

India, Indonesia, US, Nigeria and Vietnam. In these nations, some types of cereals might be viewed 

as a traditional (and inferior) good by the public and would be influenced much more than the other 

countries but the author does not have chances to separately evaluate. 

Our national income effect estimates suggest that national income growth is likely to cause 

an increase in intake of cereals, fruits and roots globally, and a slight lower in meats and oil. The 

paper's income-elasticity results suggest that further economic growth and prosperity might not 

improve dietary habits of people in countries in different continents. This is consistence with 

international analyses of time trends in calorie-intake patterns from 1990 to 2010 such as 

Imamura et al. (2015); Muhammad et al. (2017). In the figure 2, this paper shows the estimated 

coefficient of linearity and non-linearity relationship between national income and national 

calorie-intake in a set of countries. It can be seen from the figure that there are several countries 

in the world where relationship between income and calorie-intake is non-linearity while in 

several countries this relationship might not be existed. 

This paper's results are based on an unbalanced panel analysis with in a limited time frame, 

so should be interpreted with caution when considering economic growth over time. The 

invariability of income across different group of food items within regions might have affected 

results. Results was also affected by the use of representative for human health and educational 

conditions for controlling purposes. 
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Source: Author's estimation 

7. Conclusion 

In conclusion, this paper provides novel global evidence for non-linearity relationship 

between national income and national calorie-intake. Several of observed relationships occur to 

represent deeper preferences for specific food items that could be utilized by governments' 

officials as they might consider methods to incentivize the development or declining of 

agricultural productions based on their level of income. These findings might offer several 

suggestions to national strategies that counter worsening diets that tend to accompany by 

economic development and make food consumption reflect the total health, national income and 

national societal costs of food intake. 
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Abstract: Real estate market institution creates the characteristics of Vietnam real estate 

market. Because of these features, the fluctuations of the real estate market are strictly correlated 

to the flexibility (tightening/loosening) of the monetary policy. This raises the cross risks between 

real estate and monetary markets, reducing the effects of monetary policies on macro-economic 

stability and growth. This paper generalizes the features of the real estate market after analyzing 

the real estate institution, analyzes the impact of capital flows and monetary policies on the real 

estate market in Vietnam, forecasts real estate market fluctuations in the coming period and 

recommends monetary policies in order to exploit and mobilize the maximum financial resources 

for the development of the real estate market. 

Keywords: real estate institution, real estate market, financial market, monetary policy, 

real estate market fluctuations, real estate credit 

 

1. Introduction 

1.1.  Characteristics of real estate institution 

The institution of real estate management in different countries differs due to different 

political and social systems, but it includes the main components: real estate policy, real estate 

management, real estate information system and real estate organizational structure (United 

Nations, 1996). With this understanding, the real estate characteristics of Vietnam are as follows: 

The most important characteristic of real estate policy in Vietnam is that it does not 

recognize ownership of real estate, only recognizes the right to use real estate. This is the main 

reason leading to the huge price gap of real estate by purposes of use (agricultural land, urban 

land ...). Conversion of usage when approved by regulatory authorities leads to very large price 

gaps. In addition, due to the complexity of real estate use rights, real estate management is still 
                                                 
1 The views and opinions expressed in this article are those of the research team and do not necessarily 

represent and reflect the views of any other organization or agency. 
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confusing and inadequate; the price mechanism does not reflect the demand and supply of the 

market leading to the existence of many types of prices in real estate management at many levels 

and branches when calculating fees and taxes involved. 

When commodity prices are not determined by the supply and demand rules, market 

information will be distorted and prices will not reflect the rules. The majority of the benefits of 

the market will belong to the more informed group. This leads to increased social conflicts 

related to real estate, and the handling of these conflicts of interest also leads to increased social 

costs and the implicit costs of large real estate transactions. 

More importantly, when ownership is not established, the legal framework for real estate 

becomes heavy, overlapping, and non-transparent. For example, the issue of real estate 

registration (Phan Thi Van, 2012), Vietnam has no law on real estate registration, and regulations 

on real estate registration are scattered in different law documents such as the Civil Code, the 

Land Law, the Housing Law, the Forest Protection and Development Law, the Law on Real 

Estate Business and other documents guiding the implementation of the above laws. This leads 

to conflicting, overlapping legal documents; confusing both citizens and law enforcement 

agencies. As a result, when the legal framework is not sufficiently effective, underground 

transactions start to boom. The state has not yet fully controlled the ongoings in the market and 

has insufficient information and legal basis to deal with real estate claims and disputes. The 

instability in the organization of the registry (due to frequent changes in registration authority in 

legal documents or due to the assignment of provincial People's Committees on functions and 

tasks of the agencies responsible for helping the Commission carry out this work) results in 

inconsistent record management, decentralized and interrupted information on real estate 

transactions. It costs the state a lot of money for each change in the system of real estate 

transaction registration. 

This existing problem of the real estate institution in Vietnam leads to numerous problems 

such as the spontaneous emergence of markets (due to the development of underground 

transactions); intransparent information results in speculation, uneven development of the real 

estate market; investors and consumers are not adequately protected, etc. 

More importantly, real estate as a great resource of the economy, due to the constraints of 

the policy framework, has not been adequately liberated; therefore, it cannot promote economic 

efficiency and even becomes a barrier, a risk to the banking sector as a security asset. The lack of 

an effective legal framework for establishing ownership and use rights has made commercial 

banks struggle to handle bad debts with real estate as security asset. This is one of the factors that 

slow down the process of dealing with bad debts of the banking system, increasing risks for 

commercial banks in particular and the economy in general. 

1.2. Characteristics of real estate demand 

Prior to the economic crisis of 2008-2009, due to the characteristics of the real estate 

institutions, housing bubble continued to grow. The majority of the speculation was on the 

middle and high class real estate. In fact, because of the low average income, high population 
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and rapid rate of urbanization, the demand was mainly in the segment of cheap housing and 

apartments. After this period, the real estate market was in a state of prolonged freezing. At 

present, real estate demand has shifted more proportionally to the segment of affordable housing 

and apartments thanks to preferential policies such as a $ 30,000 billion credit incentive package 

for both social and low-income housing. 

1.3. Characteristics of real estate supply 

Due to the nature of the long-term real estate business with large fund while the capital 

market has not yet developed, almost all real estate businesses have to rely on bank loans for 

business development. A survey of real estate businesses in the country shows that 80% of 

investment capital for a real estate project is borrowing from the banking sector and mobilizing 

capital from customers. With foreign businesses, the real estate market in Vietnam is always 

considered as potential, the main investment of this group is in high-end real estate: luxury 

apartments, resorts, offices and retail. Direct and indirect foreign investment in Vietnamese real 

estate has increased significantly 

Prior to 2008-2009, real estate supply was concentrated in the residential segment, luxury 

apartments through land use conversion projects. The supply focused on this segment served the 

speculators benefiting from the lack of transparency of information and abuse of many real estate 

policy loopholes. Speculative activities and large capital supply from the banking sector pushed 

up virtual demand and real estate prices. When the crisis occurred, the monetary policy was 

suddenly tightened (2011-2013), the real estate enterprises no longer had the capital to complete 

projects, the speculative activities stopped, the virtual demand fell sharply... Many businesses 

went bankrupt, many real estate projects remained unfinished, real estate bad debts increased 

sharply in the commercial bank system. 

Analysis and monitoring the financial situation of the enterprise sector in general and real 

estate in particular show the following characteristics of real estate enterprises2: 

Firstly, the big financial leverage and the increasing debt / total assets ratio shows that the 

financial autonomy of real estate companies has not improved much. Data for 2008-2017 

(quarterly) shows that real estate businesses has constantly increased their debt while self-

financing capacity (equity / total assets) has fallen continuously. Over the past 10 years, the debt 

/ equity ratio tripled, from over 0.6 in 2008 to nearly 1.9 in 2017 (Q1), the real estate sector has 

become the second highest financial leverage after the construction industry. 

 

 

                                                 
2 Data from the financial report of more than 700 companies listed on HNX and HOSE in the period from 

2008 to 2016. 
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Figure 1: Debt/equity ratio and self-financing ratios of real estate business groups 

Source: Stoxplus 

Secondly, the ability to repay interest is very low compared to the industry average in the 

sample. The low level of financial autonomy, using a lot of loans, caused the ability to pay 

interest rate of real estate business to reach only 2.28 times, very low compared to the industry 

average of 4.16 times data for 2016). Due to the dependence of loans from the banking sector 

and low level of financial autonomy, changes in the monetary market will have strong impacts 

on real estate businesses. 

2. The impact of capital flows and monetary policies on the real estate market in 

Vietnam 

For every country, real estate is a big asset. The share of real estate in total wealth varies 

from country to country, but usually accounts for less than 40% of the wealth of each country. 

When real estates are circulated on the market, real estate values as well as rights are exchanged, 

traded, etc., which solves the problem of money circulation, the return on invested capital and 

thus profiting the trading parties. This proves that the real estate market is an important output of 

the capital market. In addition, the real estate market is directly related to the construction 

market, building materials, furniture, etc. The fluctuation of this market has a spillover effect on 

the stable development of National Economy. 

The value of the property is often large and exceeds the investor / household's financial 

capacity. In order to have capital for real estate, in addition to its financial capacity, the 

entrepreneur / household must seek funding from bank loans. Studies in developed countries 

show that the amount of mortgage lending by real estate accounts for more than 80% of total 

loans. For a country where capital markets are less developed like Vietnam, capital for real estate 

is more dependent on the banking system. Therefore, the real estate market of Vietnam depends 

strictly on monetary policy. 
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In Vietnam today, most real estate project owners are having difficulties with their capital. 

This is one of the reasons leading to the fact that the real estate market is always in a state of 

instability. Banks are the main funding channel for projects but provide short-term capital flows. 

Investors are cautious about borrowing and are under great pressure to pay back their loans. 

Monetary policy has a direct impact on credit growth and real estate credit growth, thereby 

affecting the real estate market. Real estate credit spills over to other capital inflows into the real 

estate market, thereby affecting liquidity in the currency markets. When the market is recovering 

and developing, the money flows into the real estate market. This flow creates great pressure for 

real estate prices to rise rapidly, causing land fever in the market. But when the market is in 

recession, the cash flow into the real estate market is sharply reduced, which will cause the 

market to be "in shock" and quickly move to the freezing period, affecting the quality of assets, 

liquidity and create potential risks in the financial market. 

2.1. The impact of monetary policy on the real estate market in Vietnam and cross- risks 

between these two areas 

Table 1: Summary of monetary policies and changes in the real estate market in Vietnam 

Period Monetary policy and real estate credit policy Real estate market fluctuations 

2003-
2005 

Although the base rate was quite high 8.25% to curb hot 
credit growth, M2 increased on average of 20% per year, 
but credit was always higher than M2, good mobilization, 
abundant bank liquidity (average increase of nearly 30% 
per year), credit growth on average of 25.14% per year. In 
this stage, the economy absorbed good capital from the 
banking system. In this phase, the new stock market came 
into operation. 

The liquidity of banks was plentiful, the credit growth 
was good, and capital inflows were mainly from the 
banking sector thanks to the expansion of monetary 
policy and rapid economic growth. Thus, although 
the capital market had not developed yet, the real 
estate market had developed rapidly after a quiet 
period (before 2003). 

2006-
2007 

Monetary policies were over-expanded; M2 growth and 
credit were unusually high due to cheap and easy capital 
(commercial banks surplused liquidity due to cheap foreign 
capital into the system). M2 growth and credit reached a 
record this time, at 44.59% and 49.06% 

Large and easy money flowing into asset markets for 
speculation of real estate and stocks pushed up virtual 
demand and real estate prices were high, the stock 
market was very active. The real estate market was 
vibrant and grew strongly in terms of scale, real estate 
prices soared. 

2008 

As a consequence of the M2 growth and overheating credit, 
inflation is nearly 20% per year, macroeconomic instability 
and financial system risk soared, VND devaluated. SBV 
had to tighten its monetary reserves (increasing the 
compulsory reserve ratio and issuing VND20,300 billion 
worth of compulsory SBV bills) despite the flexible 
expansion by the end of 2008 by reducing the compulsory 
reserve ratio. In this year, M2 growth and credit stood at 
17.55% and 23.43% 

Although monetary policy was tightened again, credit 
growth remained high at 23.43%, well above the 
2003-2005 average. More importantly, the real credit 
growth of commercial banks in this period was still 
higher than that reported as commercial banks 
continued to pour money into real estate through 
investment trusts, buying real estate bonds (to dodge 
regulations on real estate credit and excessive credit 
growth). 

2009-
2010 

Economic instability increased with high inflation, low 
growth; business was difficult due to high interest rates. 
Global financial crisis spreaded, exports decreased. Credit 
policy was loosened after being tightened in 2008 with the 
interest rate subsidy package of 4% per year for businesses. 
M2 growth and credit growth in this period were quite high, 
at 37.72% and 37.54% respectively (2009) and 29.8% and 
31.19% respectively (2010). Cash flow in circulation was 
high. 

With the expansion of money supply and credit, the 
real estate market continued to heat up. 
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Period Monetary policy and real estate credit policy Real estate market fluctuations 

2011-
2013 

Monetary policy was loosened excessively, cash flow did 
not go into the production sector but into asset markets 
pushing up asset prices; inflation increased by more than 
18% per year, growth slowed; loan interest rates were at 23-
25%/year, production stagnated, inventories were high, a 
series of buisinesses went bankrupt. To curb inflation, SBV 
tightened its monetary policy, dramatically reducing credit 
growth from over 30% per year in 2009-2010 to 10.74% in 
2012 and 13.29% in 2013. 

The capital inflows from commercial banks into real 
estate were suddenly tightened, causing the real estate 
market (which depends entirely on commercial banks 
and develops unevenly) to freeze, real estate prices 
fell sharply, a series of real estate projects remained 
unfinished, many real estate businesses and investors 
disappeared from the market. This is the period when 
the real estate market lost its liquidity. 

2014-
nay 

Despite its low growth, the macro economy became more 
stable because the core issues of the economy that were 
identified (eg bad debt, liquidity of the banking system, 
etc.). As a result, monetary policy became more flexible; 
M2 money supply and credit were improved and grew 
again: M2 increased at 16-19%, credit increased from 
13.05% in 2014 to 18.71 % in 2016. However, during this 
stage, credit growth was lower than that of money supply, 
showing that the effect of monetary policy was weakening 
and the capital absorption of the economy was weakening. 

 

The real estate market gradually escaped from the 
freezing, showing signs of recovery thanks to the 
strong M & A activity, real estate credit policies 
aimed at segments with  real demand 

 

Figure 2: Correlation between M2, credit growth and real estate market 

Source: NFSC (National Financial Supervisory Commission) 

The fluctuations of the real estate market in Vietnam are closely correlated with the 

loosening or tightening of monetary policy. The qualitative relationship between real estate 

market fluctuations and monetary policy described in Table 1 and Figure 2 shows that the market 

developed or even developed rapidly when monetary policy was loosened: money supply was 

wide-opened, credit rose through a series of policy instruments, such as basic interest rate 

adjustments, compulsory reserve ratios, etc. The real estate market was gloomy and even fell into 

recession when monetary policies were tightened (period 2008, 2011-2013). 

While monetary policies aim at macroeconomic stability and sound financial system, the 

expansion of money supply or tightening of money supply depends on macroeconomic 

objectives in each period, depending on large macro balance, stable indicators and macro 
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growth, such as inflation, growth, exchange rate, etc. Therefore, the over-dependence on 

monetary policy shows that the real estate market in Vietnam is still developing on a short-term 

goal and is based on short-term opportunities through asymmetric and non-transparent 

information. It lacks strategies. Moreover, market participants have weak financial capabilities. 

On the other hand, weaknesses as well as the excessive dependence of the real estate 

market also affect monetary policies, reducing the effectiveness of monetary policies. For 

example, when money supply expands with the expectation of credit growth, allocating better 

cash flow to production or consumption, money flows into the real estate sector where it can 

generate higher profits (thanks to asymmetric information, speculation, policy loopholes ...). The 

typical example for this situation is the period before 2008 and the period from 2009 to 2010. As 

a result, monetary policy did not create stability or support healthy growth, but instead created 

more instability for the macro economy: bad debt from the real estate sector was one of the 

agents that caused the commercial banks to lose their liquidity and be forced to raise deposit 

rates and interest rates. Higher interest rates have a negative impact on the manufacturing sector 

of the economy (which increases the capital cost). 

Not only that, real estate is a big asset market of the economy, as a big asset, when 

participating in mortgage transactions, mortgages and real estate becomes the capital to support 

enterprises in production and business activities. Therefore, when the real estate market is at risk 

of loss of liquidity or great policy risks (such as lack of verification of ownership, use rights), 

these risks also pose a threat to commercial banks. Currently, due to the risks of the real estate 

market, commercial banks find it difficult to actively handle bad debts, the progress of handling 

bad debts is slow due to complicated, expensive and time-consuming legal and asset liquidation 

procedures. When bad debts are slow to resolve, commercial banks have to set up big risk 

reserves, the major asset, real estate, can not be traded to turn into healthy capital flows to 

commercial banks. Lack of capital and provision for high risk, to ensure liquidity and 

profitability, commercial banks are forced to raise deposit rates and / or increase the gap between 

deposit rates and lending rates. As a result, the real lending rates are too high, negatively 

impacting the real economic sector, reducing the competitiveness of Vietnamese enterprises in 

comparison with the region and the world. 

2.2 Impact of capital inflows on the real estate market in Vietnam 

a. Real estate credit, real estate credit policies and real estate market 

Real estate credit and scale of real estate credit is the leading factor in the real estate 

market fluctuations 

Commercial banks are not only financing real estate, where investors have to borrow up to 

70-80% of their capital from the banking sector to carry out projects but also aiming at 

individual investors/consumers (the demand for real estate) that needs to buy real estate for use 

or speculation. The real estate market tends to be active when credit is loosened and the growth 

rate is high and vice versa (2 to 3 months lag). However, as the real estate market is heavily 

dependent on bank credit, cross-sectoral risk is very high. 



1130 

 

Figure 3: The relationship between credit growth, real estate loan growth and real estate market 

Source: NFSC 

Looking at graphs between credit growth in general and real estate credit growth in 

particular (data reported by CIs) there is an inequality in many stages. However, to properly 

assess the situation, it is necessary to look at real estate credit policies and estimate real estate 

credit in these periods properly and adequately and use these evaluations as a basis for analyzing 

the correlation of real estate credit with real estate market fluctuations. 

Phase 1 (2005-2010) - Real estate credit growth was always lower than credit growth: real 

estate credit for this period was mainly limited by the Law on Credit Institutions 1997 revised in 

2004) in the following terms: (i) a short-term, medium and long-term deposit rate was 30% , real 

estate risk ratio was 100%  (Circular No. 15/2009 / TT-NHNN dated 10/08/2009); (ii) corporate 

bonds (CBs) were not considered as a loan so CBs did not have to make risk provisions as a loan, 

they were uncontrolled or supervised like a credit loan and easy to purchase; (iii) there was a lack of 

strict credit limit for customer groups, major customers and related customers. 

While the demand for real estate credit is medium and long term, the short-term deposit 

rate for medium and long-term loans of 30% restricted commercial real estate loans. However, 

the easy and uncontrolled conditions for CBs have led commercial banks to dodge the law, using 

CBs as a loan to real estate businesses. This helps commercial banks not only avoid the medium 

and long term credit limit, but also do not have to set up risk provisions for "credit" loans which 

are CBs as high as the ordinary credit as well as not accountable for credit quality (monitor and 

classify bad debts as a regular loan). 

In 2008, the State Bank of Vietnam (SBV) identified 21 JSCBs with 20% or more of real 

estate loans outstanding at the end of 2007. However, before the SBV's policy of tightening real 

estate loans from SBV, from 2009 commercial banks reported a gradual reduction of outstanding 

loans for this sector and by the end of 2010 it was very low and at the same time increased 

lending for items such as loans to individuals, households and other sectors. 
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Total outstanding loans at the end of 2010 were posted at VND 235.3 trillion (around the 

system), accounting for 9.5% of total outstanding loans. However, these real estate loans did not 

include 12.1% of construction sector loans, 16.4% of personal consumption (in which a large 

part was actually real estate loans), 7.4% % loans to other industries. 

Therefore, despite the data reported by commercial banks and the fact that the real estate 

loan growth rate of the system at this stage was much lower than the credit growth rate of the 

whole system, real cash flow into the real estate market was tremendous and outside the 

monitoring system of state management agencies. At this stage, except for 2008, the monetary 

policy was suddenly tightened, credit flow into the real estate market was huge, real estate 

market thrived and even boomed in 2009- 2010. 

Phase 2 (2011-2013) - credit growth of special real estate declined sharply: Law on 

credit institutions 2010 was issued and Circular 13/2010 / TT-NHNN, Circular 19/2010 / TT- 

SBV regulates safety ratios in banking operations. The most influential policy on real estate was: 

(i) Raising the risk weight of real estate loans to the highest level (250%); (ii) the LDR is limited 

to 80% (only up to 80% of the total funds can be mobilized); (iii) raise the CAR from 8% to 9%; 

(iv) reduce outstanding loans to non-productive credits (including real estate) to 20% and then to 

16% of total outstanding loans. 

With the advent of Circular 13 and then Circular 19, the practice of reducing real estate 

credit risk after a long period of overheating and loss of control. However, these regulations in fact 

did not promote the expected effect, the credit for real estate only reduced on the report, not 

actually reduced because in this stage the investment of commercial banks into the CBs and 

Investment Trust (UTIT) had not yet been counted and monitored as a credit, so commercial banks 

transferred / accounted real estate credits into CBs or UTIT with real estate businesses. However, 

although the real estate credit growth rate had not been reduced as reported, real money inflows 

into real estate was curtailed. This is why the real estate market froze during this period. 

Phase 3 (2014-2016) - Real estate credit growth is higher than sectoral credit growth and 

tended to be close to sectoral credit growth: 2014 marks the policy shift towards real estate credit 

through Circular 36/2014 / TT-NHNN (November 2014). Circular 36 opened many opportunities 

for credit institutions to restructure their bad debts, boosting credit for the real estate sector in order 

to promote recovery. This opportunity lied in two provisions: (i) change the risk factor to real 

estate credit from 250% to 150%; (ii) the maximum proportion of short-term funds used for 

medium and long-term loans (commercial banks, branches of banks, joint-stock banks was raised 

from 30% to 60%; non-bank credit institutions were raised from 30% % to 200%). 

In addition to Circular 36, a series of other policies supported technically to reduce bad 

debts, increased the ability to give out loans of commercial banks, including real estate credit, 

specifically: Decision 780 NHNN dated 23/04/2013 on debt freezing and debt rescheduling; 

Official letter 7558 of the State Bank of Vietnam dated 14/10/2013 allowed for interest payment, 

early principal repayment, restructuring of short-term debt into long-term debt, continued 

lending to businesses with bad debts. 

These policies partly supported businesses which were in difficulty. More importantly, this 
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policy helped credit institutions freeze, reschedule bad debts, give out new loans to repay old bad 

debts, beautify the report on the quality of bank assets. This also caused short-term debts which 

were supposed to be classified as bad debt to remain the same. The manifestation of these "bad 

debts" was that the expected interest of credit institutions skyrocketed from the end of 2013. These 

were debts that customers could not even pay the monthly interest. The credit institutions classified 

these debts into accrued interest instead to avoid increasing bad debt, increasing the DPRR. Thanks 

to Circular 36, most of these debts were "restructured" by CIs into long-term debts. 

In view of the above situation of the credit institution system, the change of the short-term 

capital ratio to long-term loans and the reduction of risk ratios for real estate credit and stocks 

credit are the opportunities for credit institutions to turn the amount of short-term "bad debts" 

into long-term debts, real estate credit growth (capital depends on long-term loans) without 

affecting the CAR. 

Finally, as analyzed, the real estate market in Vietnam is heavily dependent on bank credit. 

As regulated in Circular 36, Decision 780, Official Letter No. 7558 of the SBV contributed to 

expanding real estate credit and restoring the real estate market in this period. In fact, real estate 

credit rebounded, much higher than the industry average, raising fears of increased cross risks 

between the real estate sector and the financial system. 

Providing adequate real estate supply and demand has helped the market to develop in a 

more balanced manner 

After the survey in Ho Chi Minh City and Hanoi in December 2012, the Government 

issued Resolution No. 02 / NQ-CP dated 7 January 2013 on production and market support 

policies, including preferential credit package of VND 30,000 billion; in which 70% is for social 

housing buyers, commercial houses priced at less than 1.05 billion VND / unit and 30% for 

social housing projects. The policy contributes to solving inventories, bad debts and supports real 

estate demand of low and middle income groups. This policy has also helped the real estate 

market recover and grow again from late 2013 until now. 

In addition, supporting real estate loans helped the real estate market to develop more 

evenly, encouraging real demand and supply growth, limiting speculation. Real estate credit data 

for 2011-2016 show that the impact of this policy helped credit for real estate demand rise from 

44% of total real estate credit in 2012 to 64.3% of total Real Estate Credit 2016. 

 

Figure 4: Allocation of real estate credit according to real estate supply and demand 

Source: NFSC 
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New policy signals were expected to slow down the relatively slow recovery of the real 

estate market (2016-2017). 

On May 27, the State Bank of Vietnam issued Circular No. 06/2016 / TT-NHNN (Circular 

06) amending and supplementing Circular 36, Circular 06 will have a strong impact on the real 

estate market due to the following regulations: (i) raise the risk weight in real estate business 

from 150% to 200%; and set a roadmap for credit restriction on the real estate market for 3 years 

(from 2016- 2018); (ii) keep the use of short-term mobilized capital ratio to give out medium and 

long-term loans at 60% in 2016; reduce this rate to 50% from 1/1/2017 to 50% and from 

1/1/2018 to 40%. 

Thus, as the real estate sector is increasingly reliant on borrowing, the financial autonomy 

of the real estate sector is getting lower; the real estate market will be more affected by monetary 

policy and real estate credit flow. The issuance of Circular 06 will significantly affect the 

resilience of the real estate market in the coming time. 

a. FDI 

The Land Law 2003 allows foreign investors to invest in real estate. Thus, since 2006, FDI 

inflows to real estate have risen sharply despite the world economic recession. In 2008, FDI in 

the real estate sector reached the highest level of $ 23.6 billion. With US $ 6.84 billion in real 

estate, FDI inflows into real estate in 2011 declined sharply to US $ 852.6 million, accounting 

for 5.8% of total registered FDI, the lowest level since 2006. In line with FDI inflows, the real 

estate market thrived in the 2007-2008 period as FDI into real estate rose and receded during 

2010-2014 when FDI into real estate declined. However, the real estate sector is still in the top 

three attractive FDI markets. 

Unit: billion $ 

 

Figure 5: FDI capital registered in real estate in recent years 

Source: Ministry of Planning and Investment 

High inflation and macroeconomic instability are affecting FDI attraction. The decline 

in real estate investment (from US $ 23.6 billion in 2008 to US $ 7.6 billion in 2009 and less 
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than US $ 1 billion in 2011) was due to the aftershocks of the global financial crisis. The 

main causes are high inflation, lack of synchronous planning, poor technical infrastructure, 

limited human resources in terms of qualifications and skills, prolonged project approval 

time, delay in site clearance, etc. reducing the effectiveness of FDI projects. In addition, the 

prolonged freezing of the real estate market has led many investment funds to weaken, and 

business performance declined. 

Data in the past 10 years shows that there is a correlation between real estate market 

fluctuations and FDI inflows into this sector, especially in the pre-2013 period. When FDI 

inflows into the real estate sector was one of the key factors that made the real estate market 

grow and even grow rapidly with a lag of about a year. In the period after 2014-2016, FDI 

inflows into real estate sector increased slightly over the 2011-2013 period (real estate 

downturn), partly to support the market recovery. Nevertheless, FDI inflows into the real estate 

market have started to decline slightly in the last two years as the real estate market has not 

really recovered and has signaled a lack of positive momentum in the coming time. 

 

Figure 6: The relationship between inflation, FDI and the real estate market 

Source: Ministry of Planning and Investment 

The above analysis indicates that macroeconomic instability will reduce the 

attractiveness of FDI flows in general and FDI inflow into the real estate market in particular. 

After a sharp decline in growth due to macroeconomic instability, Vietnam experienced a 

slight recovery since the end of the third quarter of 2013. However, major imbalances of the 

economy have not been adequately resolved after the first five years of restructuring the 

economy: public debt, bad debt, growing dependence on the FDI sector. Major issues of the 

unresolved or controlled economy will undermine all efforts to grow and increase instability, 

especially in the context of direct and indirect investment flows that tend to flow out of 

emerging economies and reside in economies with stronger and more stable currencies like the 

United States (global trend from 2013 up to now). 
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b. Remittances and the rate of investment in real estate 

Data from the State Committee for Overseas Vietnamese (Ministry of Foreign Affairs) 

show that nearly 5 million Vietnamese people reside in 103 countries and territories around the 

world. From 1993 to 2014, Vietnam received total remittances of about 96.66 billion USD, 

representing 6.8% of GDP in this period. In 2015, remittances to Vietnam reached a record of $ 

12.25 billion but fell sharply in 2016, only at $ 9.5 billion. In general, the amount of remittances 

to Vietnam has increased over the years, reaching an average of over $ 10 billion per year in the 

last five years. However, the WB also said that despite the large remittances, the use of cash flow 

in Vietnam was not effective because more than 50% of remittances were spent on consumption, 

partly to repay the bank loans while savings for investment in production - business is not 

considerable. 

Over the past few years, Vietnam has always been in the top 10 in the world receiving the 

largest amount of remittances. Remittances were strongly repatriated to Vietnam for many 

reasons, including the fact that the deposit interest rates in Vietnam were higher than those in 

developed countries, attracting remittances to banks as savings. Remittances "flow" directly into 

the population and thus promoting higher private investment, solving employment problems, 

raising incomes for remittance recipients and beneficiaries. 

So far, there has not been a comprehensive survey to assess the true impact of remittances 

on the Vietnamese economy. However, according to the 2015 survey of the Investment Review, 

70% of overseas remittances were invested production-business, 22% invested in real estate, 

more than 7% used in family spending and supporting. This is a positive change because 

overseas remittances previously were sent to help relatives, but now they are turning to business 

capital, creating jobs for the country in difficult times and reviving domestic production. In fact, 

remittances have contributed to increasing the cash flow into real estate over time and thus, the 

rate of remittance increases is proportional to the rate of increase in housing prices. There are 

over 7,000 overseas Vietnamese who registered home ownership in Vietnam directly, not to 

mention a large number of overseas Vietnamese bought houses and asked relatives to register for 

them. This potential capital will increase in the next years and one of the concerns of overseas 

Vietnamese is real estate in the country. 

Table 2: Statistics on the purpose of using remittances in Vietnam 

Unit of measurement: % 

Year Spending Saving Production - business Real estate Gold 

2010 - 2013 5 - 7 30 27 - 30 16 - 17 20 (gold) 

2014 35 11 16 30 8 

2015 7,4 0 70,6 22 0 

Source: Investment Review, 03/10/2016 

Unlike FDI inflows, fundamentally, fluctuations in the real estate market do not correlate 

clearly with remittance flows as the rate of investment in real estate is low and unstable. 

However, in the face of declining remittances in 2016 and lower investment in real estate than in 
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other sectors, real estate is not an attractive destination for overseas remittances in the coming 

years when the real estate market is struggling to recover in the context of the real estate 

institution with no signs of positive change. 

 

Figure 7: Remittances and property market fluctuations 

Source: GSO 

3. Forecasts of real estate market fluctuations in the coming period and policy 

recommendations 

3.1. Analysis (financial aspect) of the development of the real estate market 

a. Advantages 

Demographic characteristics of the majority of the population under age 20 and the 

urbanization process make more and more people in rural areas migrate to urban areas in order to 

meet the employment needs of the working-age population. Viet Nam must have a fast growth 

rate and the traffic infrastructure should be built and improved so the real estate market has the 

potential, development advantage and strong attraction of domestic and foreign investment. 

b) Disadvantages 

The real estate market is heavily dependent on bank loans. The deviation of the capital 

structure for the real estate market has created many paradoxes such as the demand for capital 

comes from medium and long term real estate projects, but the banks only provide short-term 

capital (mostly from people's savings deposits). The over-reliance on short-term cash flow from 

the banking sector is the main cause of bad debt of the real estate sector which always accounts 

for the largest share of bad debts of commercial banks. 

High house prices exceed the spending capacity of the majority of people. The price of 

housing is high because of two impulses: (i) cost push including high interest rates, high land use 

levies, high legal costs, speculation; (ii) traction from buying / selling, leasing is increasing. 
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c) Opportunities 

The Government has published many supportive policies for the real estate market such as 

institutional reform, infrastructure investment, etc. In 2016, capital mobilization through the 

issuance of government bond reached VND 316 trillion,  2.7% higher than 2015. The capital 

mobilization is expected to be used to support solving problems in the field of public investment 

and real estate will benefit when the government continues to promote investment and 

infrastructure. 

Money flows are returning to the real estate market, whereby bank credit accounts for the 

largest share, FDI inflows are expected to increase sharply, remittances are abundant, large 

capital lies in residential and real estate which is considered as a popular investment channel of 

Vietnamese people in the context of low interest rates, gold prices are not fluctuating, the foreign 

exchange market has not developed and the stock market still hold many risks. 

d) Challenges 

In 2016, capital mobilization on the stock market increased, especially through the fact that 

CBS issued tripled and that the shares of public companies increased by 34% compared to 2015. 

The market recovered by investors’ faith in a stable macro environment, stable oil prices and 

basic commodity prices and the government's commitment to support businesses. However, the 

phenomenon of increased virtual capital of some enterprises in the form of shareholders  and at 

the same time, enterprises transfer capital to these shareholders through investment trust, 

advance, investment in subsidiaries will wrongly reflect the financial capacity of the public 

companies, distort the function of mobilizing capital of the stock market and reduce the 

confidence and transparency of the stock market. 

The growth of the economy depends mainly on the system of credit institutions, while the 

characteristics of the current money market are high interest rates because the bad debts are not 

resolved thoroughly, causing high capital costs which reduces competitivity of the enterprise 

(bad debts of the credit institution system is about VND 550 trillion, accounting for 10.08% of 

total outstanding loans3, including VAMC bonds, restructuring and overdue bonds, external debt, 

bad debt implicit in the restructuring debt), .. The process of dealing with bad debts and 

restructure credit institutions is slow, therefore, interest rates can not be reduced. By the end of 

2016, the average mobilizing rate of commercial banks in the country was 4.9% (4.54% at the 

end of 2015) and 8.48% for loans at the end of 2015 (8.36% at the end of 2015). This affected 

the monetary policy and the target of reducing the interest rate that the government issued4. 

In 2016, although the SBV had some measures, credit to the real estate sector was quite 

high. Outstanding loans and investment in real estate business was about 436 trillion, 10.4% 

more compared to the end of 2015, accounting for 8.8% of total outstanding loans. Real estate 

                                                 
3 Vneconomy on 19/05/2017: The view “550 trillion dong lies in the “bad debt fire” 
4 The target for lowering interest rates was difficult due to: (i) inflation is under increasing pressure both in 

demand and cost; (ii) interest rate gap between VND and USD should be maintained to stabilize the exchange rate; 
(iii) huge real bad debts and the process of restructuring the CI system was slow 
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bad debt ratio reportedly was 4.1%, slightly lower than in 2015 (4.3%). The result of bad debt 

management was limited due to many reasons, but mainly due to difficulties in dealing with 

collateral. This calls for an objective to reform of economic institutions to establish a 

synchronized and balanced financial market, including capital markets and money markets, and a 

need for an overall strategy for capital markets to truly be the channel which provides long-term 

capital for the economy, reducing the pressure of supplying capital from the banking system. 

In that context, in the short term, the possibility of having to an immediate solution to 

exploit new capital inflows for the real estate market is unclear. The reform of administrative 

procedures has not yet come into practice and take effect immediately. This means that 

businesses and investors have to continue to adopt and implement complex administrative 

procedures which lack of transparency and contain potential risks, causing the outbreak of 

speculative activity. The implication of this problem is that confidence in the recovery and 

development of the real estate market quickly dissipates and the risk of sedimentation can occur. 

3.2. Analyze the relationship between the real estate market and the financial system 

Analyzes of monetary policy impacts, capital flows from the banking sector, FDI and real 

estate market volatility show that: 

First, real estate market volatility is closely correlated with the degree of flexibility 

(loosening / tightening) of monetary policies. This also increases cross risks between the real 

estate sector and the monetary market, weakening the effect of monetary policy on stability and 

macroeconomic growth. However, with the macro objective of this period being the priority of 

macroeconomic stability rather than growth, monetary policy will not be overextended in 

consideration of the ability to absorb capital of the economy and avoiding to add to the burden of 

macroeconomic imbalances that have not been completely resolved after 5 years of restructuring 

the economy (2011-2016) such as bad debts, public debts, state enterprises. On the other hand, 

limited by the pressure of public debt and the handling of bad debt, while taking into account 

inflation and exchange rate stability, in the period, monetary policy implementation may be more 

cautious; therefore, there is not much support for the recovery of the real estate market. 

Secondly, the real estate business is increasingly dependent on loans, the ability to be in 

control in terms of finance reduces. As a result, real estate credit policies have a direct and direct 

impact on the real estate market. However, as discussed above, the forthcoming period of 

Circular 06 will tighten real estate credit, credit monitoring framework and real estate credit 

flow. In fact, in 2016, real estate credit growth slowed down. Not only Circular 06, a package of 

30,000 billion VND for social housing and low income housing has ended in 2016. 

Government’s consideration of accumulated taxation when there is ownership of many real 

estate properties will not encourage real estate demand. In the next period, real estate market is 

forecasted to not receive abundant capital from the financial system. 

Thirdly, FDI is correlated with the real estate market, although not as clear as with 

monetary policy and real estate credit. However, the FDI capital for real estate market in 

Vietnam showed signs of slowing down in 2016. Whether the real estate market is attractive FDI 
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in next years or not depends much on domestic and international macroeconomic growth and 

stability. 

Finally, 2017 - 2018 is a challenging period for Vietnam macroeconomics. The likelihood 

of achieving the 2017 growth target of 6.7% is not high because the core issues of the economy 

have not been effectively restructured such as public debts, bad debts and SOE restructuring. 

3.3. Forecasts of real estate market fluctuations in the coming time 

With the above analyzes and analysis of the characteristics of the real estate sector, the real 

estate institutions is one of the major obstacles to the sustainability of the potential domestic real 

estate market. As a result, institutional change towards a strong and sustainable recovery of the 

real estate market is enormous. In general, the forecast of the real estate market in the near future 

(2018-2019) may lose development momentum unless there are strong and in the right dỉchanges 

in the right direction on policies and business environment and real estate investment. However, 

in the long term, real estate remains a potential market and a safe haven in the context of 

financial turmoil. 

3.4. Recommendations 

a. About monetary policy 

For the real estate market, credit is still the main source of capital in terms of supply and 

demand. Although credit accounts for only about 10% of total outstanding loans, mortgage assets 

account for 65-70%. As mentioned above, real estate is still a potential market and safe haven in 

the context of financial market fluctuations. Therefore, monetary policy should be implemented 

in a tight, flexible and consistent manner with an equal distribution plan to strictly control credit 

growth and credit quality. In order for the real estate market to develop sustainably, there is a 

need for more effective credit control, especially credit for those involved with banks, credit 

flowing into inefficient projects where the investor has no financial potential. This can improve 

the stability and quality of credit for the economy in general and the real estate sector in 

particular. At the same time, issue criteria for lending to different types of real estate is essential, 

it is necessary to limit excessive credit into real estate projects, high-end housing and encourage 

long-term credit product packages with suitable interest rates for households and individuals to 

buy houses for living (real demand). 

b. On completing the mechanism and policies to exploit and mobilize the maximum 

financial resources for development of the real estate market 

In order to develop the real estate market in a sustainable manner, it is necessary to 

develop a separate financial system. However, in the immediate future, depending on the source 

of bank credit, financial and monetary policies need to be flexible so as to ensure that no bubbles 

are created, but that they do not tighten and stall the market. In the long term, housing 

development credit as well as savings should be issued to support laborers who can afford to buy 

houses or real estate investment trusts to create more capital for the market. It is necessary to 

develop mechanisms and policies to attract and diversify the resources of the society (from 
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enterprises, households) to exploit the capital among individuals, creating channels from the 

sources of idle money, such as trading gold bars, foreign currencies, to the real estate market, 

which will create long-term financial resources to significantly replace short-term credit capital 

of banks. 

c. The implementation of policies to support the development of social housing and 

housing for low-income people in urban areas 

The real estate market is a huge market, having more revenue than any market and 

overloading the budget of all governments. So, the government needs to build a housing strategy 

on the basis of addressing housing demand for low-income people because it is the largest 

demand and socializing housing even among those with low income. In order to implement this 

strategy, the government should introduce tax policies and land policies to support and 

encourage enterprises to invest in this segment to introduce quality products with reasonable 

price. The policy for this supply is: (i) the transparent use of supply; (ii) the development of a 

modern, transparent financial market: capital market development, the higher stock market 

capitalization to GDP ratio, the higher CBs capitalization to GDP ratio, encouraging the 

involvement of professional financial managers such as investment funds, the application of 

information disclosure standards, financial safety standards, modern corporate governance ...; 

(iii) giving tax priority for real estate firms that invest in the slum elimination sector. 

In order to support housing demand, housing policies needs to: (i) provide incentives for 

the urban poor in the form of access to long-term loans and low infrastructure costs; (ii) develop 

banking solutions such as long-term loans, mortgage market, microfinance loans for low-income 

groups, etc. (iii) apply simplified procedures for easy mortgage registration; (iv) apply clear 

housing loan procedures to facilitate the verification of origin, pricing, etc. On this basis, low 

income people have access to and actively exercise their rights with their property. 
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Abstract: This paper empirically examines the long-run impacts of international factors 

(financial crisis, international price level and interest rate) and other domestic’s factors 

(economic development, FDI, NFA, Openness degree, financial development, CPI and domestic 

interest rate) on the Vietnamese current account, by applying the econometric model of ARDL. 

The paper reveals that all of domestic factors have significant impact on the CA of Vietnam. 

Furthermore, some potential risks which the CA of Vietnam will face in the future are figured 

out. They are the role of FDI in making CA deficit, the role of CPI in keeping CA proper balance 

and the gap of domestic and international interest rates in the circumstance of relatively stable 

exchange rate regime and stabilized CPI. 

Keywords: Current account, international integration, ARDL. 

 

1. Introduction 

Current account (CA) is one of fundamental topics of economics. Analyzing factors 

influencing CA is an importance angle of economics study. There were many researches about 

determinants of CA change, in both of theory and experiment point of views. However, the 

results were diversified. It is necessary to have more experiments to support theory and clarify 

inconsistent experiment results. 

Vietnam has been in the aggressive progress of integrating with the global economy. The 

impacts of some factors to the CA may be changed in the new circumstance. The practical policy 

making decisions need to be more updated experiments. 

There were plenty of high appreciated researches about the CA of Vietnam. However, the 

researches which conducted in the circumstance of integration stage are not sufficient. The major 

of researches focused on trade account. Researches which eliminated multi factors by 

comprehensive approaches need to be done further. 
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There is an interesting gap for deep and systemized the studying about the CA of Vietnam 

with utilizing modernized tools, by referring to multi factors and using multi approaches. 

The study focus on answering what are factors which impact on the CA of Vietnam in the 

circumstance of international integration progress; and how the mechanisms are those factors 

influence the CA of Vietnam? 

2. Literature and empirical reviews 

2.1. Key approaches review 

There are some approaches which commonly applied in studying CA. Each of them 

focuses on some angels of the CA and uses variety of assumptions. Some economics combine 

some approaches and others just utilize single one. 

The elasticity approach was developed by Alexander (1952). This approach supposes that 

CA is the net export of an economy. The international prices are the key determinant for the CA 

change. There are some assumptions 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 was developed by A Marshall, A Lerner, J Robinson and F 

Machlup. The approach refers to optimized behavior of people. The devaluation could be a good 

choice if it is along with tightening monetary-financial policies to increase income comparison to 

expenditure. This model assumes that the outside world will not react to the advantages of 

devaluation. If the assumption is not satisfied, the policy effect will be less. 

The monetary model initiated by Whitman (1975), Frenkel and Johnson (1976). The approach 

states that all of CA imbalances reflex the imbalance of monetary market. There are three 

assumptions: stable monetary demand, vertical supply curve and purchasing power parity. 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 

developed further by Obstfeld and Rogoff (1994). This approach states that CA is the gap of 

saving and investment. The model assumes that people make decisions by comparing 

benefits between present and futures. The model also use some fundamental assumptions 

about 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. 

There are some more approaches to analyze determinants of CA change. Heckcher – Ohlin 

model was enriched by Krugman (the gap of investment efficiency among economies) and by 

Kojima (the difference of interest rates among economies). Some researchers focused on the 

income account. Heath (2007) concluded that income account deficit because of oversea 

investment in case of US. Other research analyzed remittent to determine factors which affect to 
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that one basing on Lucas and Stark (1985) point of views. Accordingly, remittent is determined 

by multi-factors besides kindness and responsibility. 

2.2. Empirical reviews 

There were two branches of international experiment reseachs. The first was providing more 

evidents to support the fundamental models such as Bergin and Sheffrin (2000), Nason and Rogers 

(2006). The second was estimating the relationships by standard econometrics tools such as Debelle 

&Faruquee (1996), Chinn & Prasad (2003), Gruber & 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 

experiment research results were different from each other sometime. 

The studies about Vietnam CA often focused on causes of deficit and solutions. The 

reasons were usually exploited from exchange rate and financial account (Nguyen Thi Ha Trang 

et al, 2011; Nguyen Thi Hong et al, 2003). Some researches specially focused on current account 

deficit and to be positive about the CA of Vietnam in the future. The deficit of Vietnam CA has 

been financed by FDI (Nhat Trung, 2008). Government expenditure was supposed to move in 

different direction of CA (Nguyen Thien Kim and Phan Anh Thu, 2013). REER has not regularly 

impacted on the CA. 

Taking multi factors into researches was applied. With that way, researchers applied 

Calderol et al (2002) model to analyze relationships. Variables 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 Duc Thao, 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 Trong Hoai and Nguyen Xuan Lam, 

2012). There were plenty of discussions about FTA effect but being limited in expressing 

personal point of views. 

Some researches prefer to evaluate the impacts on CA’s components. The trade account 

was more commonly than CA topic. The deficit of trade account was preferable one. Both of 

trade balances with the rest of the world and with some partners are taken into account. The 

reason which induce deficit was main point of analyses. Some researches focuses on the 

relationships among exchange policy, trade account and trade deficit. The domestic 

researches focused on remittance. The purposes were improving remittance amount by 

shorting the cause factors. Sometimes, investment income were taken into account but 

focused on FDI profits. 

2.3. Current account of Vietnam reviews 

The CA of Vietnam has been fluctuated dramatically for recent 15 years. That situation has 

expressed through the changes of trade and income accounts. 
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Figure 1: Current account and components 

Data source: Consolidating figure base on IMF data (IMF database) 

The trade account was the main cause for the fluctuation of Vietnam CA. Both of the CA 

and TB were in the same movement trends. Their absolute values were also similar. Production 

inputs were 90% of import volume approximately. Consumer products were just less than 10% 

total import volume. A haft of that were medicine and food categories. Mineral and processing 

were occupied largest share of total export volume. 

The service account balance was a small portion of trade account balance. Service has been 

deficit since 2005. When the CA was improved, the service account balance had not been better. 

The FDI enterprises has contributed significant share for the total trade balance. 

 

Figure 2: Contribution of FDI into trade balance 

Data source: Drawing by data from General department of Vietnam customs 

Income account balance of Vietnam had been positive by 2014. This one was improved 

from 1996 to 2007 then declined gradually. It was positive in 2015 and 2016. The reasons might 

be resulted from the decline of aid (nonrefundable) and international capital inflows. The income 

from production factors was negative regularly. The remittance often occupied large portion of 

the income account balance. 
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Figure 3: Income balance component and remittance 

Data source: Drawing by data from IMF database 

3. Frameworks and data 

3.1. Frameworks for analysis 

The study applies multi approaches to analyze factors which influence to Vietnam CA, 

including: global financial crisis, international price, development stages, NFA, REER, 

Openness, FDI, financial development, CPI, domestic and international interest rate. The 

framework present in the Figure 1 with hypothesizes. 

 

Figure 4: Factors impacting current account 

Data source: Combining from literature reviews 

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 
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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. 

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. 

In the first stage of development, a less developed economy could have high growth rate 

due to utilize capital inflows. In the next stages, the economy has CA surplus to pay for the 

previous borrow and may export capital to lesser development economies. Hence, the higher 

development stages may impact negatively to the CA and TB. The developing economies 

usually get investment from outside so that the net income from investment is negative. The 

developed economies are usually positive of net transfer. 

NFA can impact on CA by two effects. The first, NFA, CA may have negative 

relationships because higher NFA could make the economy afford bigger TB deficit. The 

second, NFA, CA may have the positive relationships because NFA which is base for income 

could be large enough to make income balance surplus. 

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. 

The openess could influence to expanding trade because Vietnam is a new market for other 

countries. This factor may affect possitively to  CA in which higher number of Vietnamese 

workers in oversee and send more money back to Vietnam. 

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. 

The higher financial development makes higher saving that facilitates shrinking of saving 

and investment, improve CA. The financial development is a factor which encourage remittance, 

induce positive change of the income balance.  

Inflation makes domestic price more expensive leading to more import, trade balance is 

worst off. The higher inflation rates encourage the higher motivation of remittance.  
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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. 

3.2. ARDL model 

The Auto-Regressive Distributed Lag (ARDL) model (Pesaran et al, 2001) is the 

econometric tool applying in the research. ARDL-Bounds 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: 

1. Check the stationary of each variable to ensure that all of them are I(0) or I(1); 

2. Determination of the existence of the long run relationship of the Variables. At the first 

stage we test by computing the Bound F-statistic (bound test for cointegration) in order to 

establish a long run relationship among the variables. This bound F-statistic is carried out on 

each of the variables as they stand as endogenous variable while others are assumed as 

exogenous variables. 

3. Choosing the appropriate lag length for the ARDL model. If a long run relationship 

exists between the underlying variables, while the hypothesis of no long run relations between 

the variables in the other equations cannot be rejected, then ARDL approach to cointegration can 

be applied. 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); 

4. Re-parameterization of ARDL model into error correction model. When non-stationary 

variables are regressed in a model we may get results that are spurious. In order to achieve 

stationary of the variables we can difference the data. In this case, the estimates of the parameters 

from the regression model may be correct and the spurious equation problem resolved. 

3.3. Data and preliminary analysis 

The research is using 12 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 1 value in the crisis time (from 2008 Q4 to 2010 Q2, according to Ha, 2013). 

The time interval of data string is from 1996 Q1 to 2017 Q2. The NFA is lagged 1 quarter 

to avoid endogeneity issue. All of data which are not index or interest rates were seasonally 

adjusted by Tramo/Seat method. 
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Table 1: Variables 

# Factor Abbreviation Description

1 Current account - CA LogCA Ln of Credit/debit*100%

2 Economic growth - GUS GUS Relative GDP percapital Vietnam vs. US

3 Initial net foreign asset position - NFA LogNFA Ln of of NFA/GDP*100%

4 Real effective exchange rate - REER REE Trade volume with 21 biggest partners

5 Openess - OPE LogOPE Ln of (Export + Import)/GDP*100%

6 Foreign direct investment - FDI LogFDI Ln of FDI/GDP*100%

7 Financial development - M2G LogM2G Ln of M2/GDP*100%

8 Domestic interest rate - I I Average lending rate of 4 biggets commercial banks

9 Inflation - CPI CPI Consumer price index

10 International price - AMI AMI Agriculture merterial price index

11 International interest rate - LIB LIB Libor lending 12 months

12 Globle financial crisis - CRI08 CRI08 1 in the crisis periods, 0 in normal time  

3.3.1. Description of data 

The data statistics description is demonstrated in the Table 1. The pair correlation of 

variables is demonstrated in the Table 3. The set of data has 85 observations in length.  

Table 2: Statistics of data 

LOGCA GUS LOGFDI LOGM2G LOGNFA LOGOPE I LIB REE AMI CPI

 Mean 4.6 2.7 1.8 5.6 4.1 4.9 11.6 2.7 99.0 111.9 6.6

 Median 4.6 2.6 1.7 5.8 4.4 5.0 11.1 1.9 99.1 109.4 5.6

 Maximum 4.8 4.2 8.0 6.4 4.9 5.3 21.0 6.8 121.3 164.6 27.7

 Minimum 4.2 1.7 0.4 4.3 2.8 4.4 7.0 0.2 80.5 84.5 -2.4

 Std. Dev. 0.1 0.6 0.8 0.6 0.5 0.2 3.4 2.3 11.6 18.0 6.0

 Skewness -0.8 0.7 5.5 -0.7 -1.0 -0.5 0.9 0.3 0.0 0.8 1.4

 Kurtosis 4.4 3.1 44.4 2.2 3.2 2.0 3.5 1.4 1.8 3.1 5.5

 Jarque-Bera 16.7 7.0 6509.6 9.2 15.4 7.7 13.0 10.3 4.9 8.3 51.2

 Sum 389.6 231.0 151.7 475.0 352.6 419.5 989.2 230.9 8418.3 9515.6 563.3

 Sum Sq. Dev. 0.7 29.1 53.1 34.2 23.8 5.2 951.9 452.4 11260.5 27086.3 2978.1

 Observations 85 85 85 85 85 85 85 85 85 85 85  

Table 3: Correlation of variables 

LOGCA GUS LOGFDI LOGM2G LOGNFA LOGOPE I LIB REE AMI CPI

LOGCA 1 0.072 -0.180 0.255 0.177 0.195 -0.350 -0.164 -0.155 0.124 -0.146

GUS 1 0.079 0.649 0.316 0.624 -0.232 -0.510 -0.457 0.424 0.180

LOGFDI 1 0.156 -0.050 0.178 0.101 -0.068 -0.363 0.186 0.177

LOGM2G 1 0.677 0.952 -0.470 -0.757 -0.380 0.491 0.256

LOGNFA 1 0.613 -0.683 -0.342 0.162 -0.147 0.022

LOGOPE 1 -0.359 -0.663 -0.346 0.587 0.339

I 1 0.369 0.036 0.240 0.536

LIB 1 0.385 -0.456 -0.185

REE 1 -0.490 -0.131

AMI 1 0.345

CPI 1  
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3.3.2. Unit roots test 

The study tests unit roots by Augmented Dickey Fuller (ADF) method. According to that, 

if t-statistic is higher than test critical value at significant level (1%, 5% or 10%) the string is 

stationary. The testing result showed that all of strings are I(0) or I(1). The data is satisfied for 

applying ARDL model. 

Table 4: Unit roots test 

T stattistic Test value T stattistic Test value

1 LOGCA -5.445031 -3.509281*** I(0)

2 GUS -0.513932 -2.897678* -3.460122 -2.897678** I(1)

3 LOGFDI -1.883271 -2.585396* -6.754227 -3.511262*** I(1)

4 LOGM2G -2.281221 -2.585172* -6.793956 -3.510259*** I(1)

5 LOGNFA -2.85412 -2.585626* I(0)

6 LOGOPE -1.547175 -2.585172* -8.310008 -3.510259*** I(1)

7 I -2.681536 -2.585626* I(0)

8 LIB -1.55991 -2.585396* -7.239161 -3.510259*** I(1)

9 REE -0.963097 -2.585172* -9.916728 -3.510259*** I(1)

10 AMI -2.002197 -2.585626* -6.458172 -3.511262*** I(1)

11 CPI -1.282563 -2.587409 -3.637107 -3.51905*** I(1)

Note: *, **, *** representing for the significant level of 10%, 5% and 1%

Level 1st different
Variable# Stationary

 

4. Empirical results and analysis 

4.1. ARDL model test results 

The ARDL model shows that the data explain to the change of CA around 80% (R2 = 0.803979, 

adjusted R2 = 0.69466). With that result, the model is suitable to explain about CA changes. 

In order to determine the presence of cointegrating relations, Bounds testing approach to 

cointegration is employed. Bounds test result shows that F-statistic is greater than the critical upper 

bound value in 1% statistical significance level. There is a cointegration relationship between the series. 

Due to the fact that a cointegration relationship has been detected between the series, the ARDL model 

can be established in order to determine long-run and short-run relationships. 

Table 5: Bound test 

Test Statistic Value k

F-statistic 8.40581 8

Significance 10% 5% 2.50% 1%

I(0) Bound 2.26 2.55 2.82 3.15

I(1) Bound 3.34 3.68 4.02 4.43  

In order to determine long-run relationships among the series, the ARDL model uses the 

optimal lags of the variables which were previously selected according to the Akaike information 

criterion (AIC). Results of the estimated ARDL (1, 3, 0, 4, 1, 2, 2, 4, 0) long-run model are 

presented in Table 6. 
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Table 6: Long run coefficients 

# Variable Coefficient Std. Error t-Statistic Prob.   

1 GUS -0.251961 0.088394 -2.850422 0.0062

2 LOG(NFA) 0.206798 0.055352 3.736058 0.0005

3 REE 0.00911 0.002725 3.342659 0.0015

4 LOG(OPE) -1.173153 0.249173 -4.708188 0.0000

5 LOG(FDI) -0.04934 0.029194 -1.690056 0.0970

6 LOG(M2G) -0.427033 0.125576 -3.400595 0.0013

7 I 0.041265 0.014046 2.937738 0.0049

8 CPI -0.010984 0.003968 -2.76826 0.0078

9 AMI 0.001209 0.00105 1.151423 0.2548

10 LIB 0.014009 0.006625 2.11458 0.0393

11 CRI08 0.047763 0.047608 1.003243 0.3204

12 C 9.942321 0.874692 11.366649 0.0000

13 @TREND 0.029261 0.004843 6.041678 0.0000  

The short-run relationships between the current account balance and other variables in the 

study are examined with the Error Correction Model (ECM) based on the ARDL model. 

According to the results given in Table 7, the lagged error correction term (CointEq(-1)) is 

statistically significant at the 1% level with a negative coefficient (-0.89). 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 89% by the following year. The long term relationship among CA and other variables 

with their significant lags are confirmed. 

Table 7: ECM model and short run coefficients 
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Coefficient -0.0532 0.0635 0.0609 0.1841 -0.0077 -0.3711 0.0474 0.3960 0.0493 -0.0391 0.0117 -0.0098 0.0125 0.0260 -0.8902

Std. Error 0.0242 0.0253 0.0253 0.0478 0.0025 0.1622 0.0252 0.1842 0.0117 0.0097 0.0061 0.0036 0.0059 0.0039 0.1257

t-Statistic -2.1941 2.5100 2.4056 3.8476 -3.1392 -2.2883 1.8776 2.1496 4.2296 -4.0346 1.9285 -2.7540 2.1144 6.7313 -7.0807

Prob.   0.0327 0.0152 0.0197 0.0003 0.0028 0.0262 0.066 0.0363 0.0001 0.0002 0.0593 0.0081 0.0393 0.0000 0.0000  

According to the diagnostic test results of the estimated ARDL model, there is no 

autocorrelation and heteroskedasticity problem in the model, error terms normally distributed 

and also no model specification error (Table 8).  
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Table 8: Diagnostic tests results 

# Type Test statistic Prob

1 Breusch-Godfrey Serial Correlation LM Test 0.5188 0.435

2 Heteroskedasticity Test: Breusch-Pagan-Godfrey 0.6527 0.825

3 Ramsey RESET Test 0.1866 0.668  

The cumulative sum of recursive residuals (CUSUM) and the CUSUM square (CUSUM-

SQ) test results show 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 5). 
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Figure 5: ARDL model CUSUM and CUSUM-SQ test results 

4.2. Analysis 

4.2.1. The impact of international financial crisis 

The international financial crisis in 2008 affects to the CA with positive sign. That means 

the saving increase was higher than the increase growth or economic agents preferred safety. It 

also indicates that the import decreased less than the export. However, the crisis has no 

significant coefficient. The situation of trade deficit in 2008 may be resulted from (1) the 

increase of FDI from 2007 to 2008 and (2) the WTO agreement was really taken effect in 2008 

leading to opening of Vietnam market for foreigners. 

4.2.2. 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 the price level increase, the CA of Vietnam 

will increase also. That mechanism could be explained by the structure of export of Vietnam. 

Vietnam is a country which 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. 

4.2.3. The impact of international interest 

The international interest rate impacted positively on CA significantly (significant at 5% in 
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the long run test) in long run but negatively in short run. The result implies that when 

international interest rate increase, for instance, CA of Vietnam is worse off but better in the 

longer time. Normally, 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. Hence, the trade balance will be better to make CA better. 

This mechanism just explains for the impact of short term. However, FDI (and also other foreign 

investment) of Vietnam has been increasing continuously for many years. The investment 

behavior may not be sufficient to explain about relationship between interest rate and CA. This 

case, we could explain the situation by mechanism of borrowing for commercial and preferable 

consumption other 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. 

4.2.4. The impact of economic growth 

The relative income impacted on the CA negatively in the long run. For the short run, the CA 

tends to be deficit and then better. Normally, the CA is impacted negatively from relative income in 

the first development stage then turn to be positive. The development progress reveals that it is a 

factor which affect to the CA with typical ways. In Vietnam, although the relative income increases, 

it is not over the first stage of development. Hence, the increase does not make the CA better. 

4.2.5. The impact of NFA 

NFA increasing impacted positively on the CA (significant at 1% in the long run test 

result). The outcome of positive influencing could be explained by higher net investment income 

from abroad. The result supports to the saving-investment concepts (Yang, 2011). Vietnam 

economy with a higher initial stock of NFA can benefit from a higher level of investment income 

from abroad. An increase in the foreign income flow has a positive effect on current account 

balance. It therefore creates a positive relationship between initial stock of NFA and current 

account balance. 

4.2.6. The impact of REER 

In the long run, effect of REER to the CA is significant and positive (at 1% significant). 

From a saving investment perspective, an increase in the REER increases the purchasing power 

of the domestic currency on foreign goods and services, thereby encouraging domestic residents 

to purchase more imported goods. The increase in spending on foreign goods and services will 

cause real consumption to rise relative to output, thus lowering the saving ratio, lead to a 

decrease in current account balance. However, the current account acts as a buffer to smooth 

consumption in the face of shocks to national cash flow (i.e. output less investment). In response 

to an increase in the REER, an open economy would prefer to run a current account surplus and 

invest abroad rather than allow consumption to increase. As a result, a home currency 

appreciation can result in an improvement of the current account (Herrmann and Jochem, 2005). 

In the case of Vietnam, the second impact is stronger than the first one. The experiment study 

result is also matched to J curve theory. 
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4.2.7. The impact of OPE 

In the short run (1st quarter), the OPE impacted negatively on the CA. In the long run, OPE 

impacted positively on the CA (at 1% significant). When the OPE increases, the CA is worse off 

at the first stage but better off after that. Openness measures the degree of various trade 

restrictions, which are likely to prevent a flow of goods and services from abroad. An economy 

with more trade restrictions is likely to send an adverse signal to foreign investors. On the other 

hand, an economy with less trade restrictions and more exposure to international trade tends to 

be relatively more attractive to foreign capital (Chinn and Prasad, 2003). Consequently, trade 

openness is likely to be associated negatively with the current account balance. The study result 

also implies that the integration progress into the work economy of Vietnam has positive impact 

on the CA. 

4.2.8. The impact of FDI 

The impact of FDI on the CA is negative (at 10% significant in the long run test). 

However, the FDI enterprises have contributed high volume to the surplus of trade balance 

(hence, makes CA better). The experiment testing result shows that the inflow of capital makes 

more expenditure for investment and consumption, hence the CA to be worse off.  The negative 

direct impact and the positive indirect impact imply advantage of FDI which the inflows of 

capital make the local resources more effective. However, if FDI continues to increase, the 

indirect impact may not cover the direct impact. The potential risks include: (1) more FDI could 

make more profit to foreign investors and make the income balance worse off, therefore the CA 

of Vietnam will tend to be deficit more; (2) when the investment reaches the optimum level, 

efficiency will drop down, the indirect impact will not be kept in the current positions to cover 

the negative indirect impact.  

4.2.9. The impact of financial development 

The financial development impacts negatively on the CA (with the significant at 1% in the 

long run test). The result differs from a typical research of Beidas-Strom and Cashin (2011). 

Normally, the financial development of a country increase, the CA will get positive trend. In the 

case of Vietnam, the relationship is similar to the cases of developed countries. Financial 

development could influence the CA in both of trade balance and income balance. For the trade 

balance, more financial development leads to more import due to the convenience of traders. For 

the income balance, more financial development make immigrant easier to send remittent 

money, lead to positive balance of income. In Vietnam, remittance is huge for recent year and 

support the CA strongly. 

4.2.10. The impact of CPI 

CPI impacts negatively on the CA (with the 1% significant negative coefficient in the 

long run test). The higher price level makes domestic products cheaper relatively to imported 

products; local people tend to consume more imported products leading to the trade balance 

worse off. The higher prices also make people invest in physical assets to protect their 

wealth. It implies that investment tends to higher than saving; therefore the CA goes to 
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negative direction. For the case of Vietnam, keeping stable CPI is critical for maintaining 

stable balance of the CA. 

4.2.11. The impact of domestic interest rate 

The domestic interest rate impacts positively on the CA (with the 1% significant positive 

coefficient in the long run test). This relationship is the same direction as the case of international 

interest rate. It is not normal but could be explain by the circumstance of Vietnam. In Vietnam, 

domestic rate has been higher than international rate with huge gap for very long time. The huge 

gap makes small change of domestic interest rate not to be the main sign for investors due to the 

less sensitive of relative change (between domestic and international rates). Furthermore, the 

increase of domestic rate could make the local capital price is relatively expensive; domestic 

investment could be impeded to make lesser expenditure. Material for processing of Vietnam is 

dominating other categories so that import probable decreases to make better trade balance.  

5. Conclusions 

This paper provides an empirical analysis of the long-run determinants of current account 

for Vietnam in the circumstance of international economic integration progress. Quarterly data 

from 1996 to 2017 is used in the study. Given the stationary and non-stationary nature of the data 

set used in this study, this paper adopts an ARDL approach to analyze current account balances 

and a set of macroeconomics determinants. The long-run determinants of current account are 

analyzed based on the estimated cointegrating parameters, while the short-run dynamics of 

current account is also tested but just for reference for long run analysis.  

The main finding of this study could be summarized as follow. First, the global 

environment has impacted on the CA through the international financial crisis, international price 

level and the international interest rate. However, we need to do further study to ensure the 

significant level of directions for the case of crisis and price. Second, there are strong significant 

long run impact of economic growth, initial stock of NFA, REER, Openness, FDI, financial 

development, CPI and domestic interest rate. The impacts of economic development and 

domestic interest rate factors are typical in case of Vietnam. Vietnam has not growth to the 

adequate level to have surplus of CA to compensate the past deficit. The change of domestic 

interest rate is probably weak sensitive to investors and discourages expenditure demand for 

investment to make better CA. 

Additionally, the study finds some potential risks for the proper balance of the CA. First, 

the FDI probably make the CA worse off through both of direct and indirect impacts, like 

reducing the contribution of FDI enterprises into export and increasing outflow of income. 

Second, if CPI is not stable, the balance of CA could probable face the deficit shade due to 

keeping physic assets and high expenditure on imported products. Third, the huge gap between 

domestic and international interest rates in the circumstance of stable CPI and exchange rate 

could give good chance for short term investment to exploit interest gap. This one could make 

more money supply and encourage expenditure to make un-forecasted CA balance. 
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Abstract: Using Vietnam’s Household Living Standard Survey of 2014 and a multivariate 

regression analysis, this paper assesses the influence of the presence of severe injuries on 

inpatient out-of-pocket (OOP) expenditures. To assess the differential influence of the presence 

of severe injuries on inpatient OOP payments across three types of public hospitals, the 

regression model is then extended by including a set of three-way interaction terms between 

severe injuries, each type of hospital and inpatient visit. Presence of severe injuries increases 

inpatient OOP expenditure by 60% and the increase in OOP expenditure is more pronounced for 

contacts at a central hospital (154.7%) than at a district hospital (45.4%). The financial 

protection of health insurance is found to be modest, reducing OOP expenditure by 31.5% for a 

contact at a central hospital and by 44-50% for a contact at district and provincial/city hospitals. 

The high financial burden of hospitalization among individuals reporting at least one severe 

injury and its wide variation across the three levels of public hospitals suggest the need for 

policy measures to strengthen the injury care at the community level and extending the breadth 

and depths of insurance coverage. 

Keywords: severe injuries, out-of-pocket expenditures, inpatient care, Vietnam 

 

1. Introduction 

Unintentional injuries are increasing significantly as a public health problem throughout 

the world, particularly in low- and middle-income countries where the global burden of injuries 

is disproportionately concentrated, with over 91% of unintentional injury deaths and 94% of 

disability-adjusted life-years loses (WHO, 2008; Lozano et al., 2012). Though the fraction of 

global deaths due to injuries was marginally higher in 2010 (9.6%) compared to two decades 

earlier (8.8%), global mortality due to road traffic accidents grew sharply (46%) (Lozano et al., 

2012). The increases in traffic road injuries were particularly more pronounced in Asia, and 

eastern and western sub-Saharan Africa than in other regions (Lozano et al., 2012). Nonfatal 
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health outcomes present a substantially larger component of the injury burden than fatal 

outcomes, with a higher number of injuries resulting in the need for critical and costly medical 

care, significant psychological trauma, and subsequent financial loss (Chandran et al., 2010). 

These medical costs present a staggering cost burden to individuals and their families as 

well as to the medical system, and governments (Chandran et al., 2010; Lao et al., 2012; Wesson 

et al., 2014). The high financial costs of severe injures can potentially lead to catastrophic 

financial losses and impoverishment, particularly in countries where there is little financial risk 

protection in the form of health care and sickness and disability insurance (Ameratunga et al., 

2006; Stewart et al. 2016; Hoang et al., 2008; Kumar et al., 2012; Nguyen et al., 2013a; Nguyen 

et al., 2013b). 

There is a small but growing literature on costing the burden of unintentional non-fatal 

injuries on the injured and their families (Wesson et al., 2014; Chandran et al., 2010; Hoang et 

al., 2008; Kumar et al., 2012; Lim et al., 2011). According to a recent review of 22 studies of 

direct medical costs of injury and/or trauma in low- and middle-income countries, the median 

costs per hospitalization was US$291 or 15% of the gross national product per capita (Wesson et 

al., 2014). Costing both direct medical and non-medical costs as well as indirect medical costs 

(i.e., time and income lost by patients and care givers as a result of injury-related morbidity and 

disability) increased the costs of injury 14-fold to US$4,085 or 97% of the gross national product 

per capita. In a study of patients with traffic road injuries admitted to emergency departments of 

two public hospitals and a large private hospital in Hyderabad, India, almost 22% of the patients 

experienced catastrophic out-of-pocket (OOP) expenditure from medical expenses, with the odds 

of catastrophic OOP payments increasing by 4.2 times for patients admitted into a private 

hospital and by 95% for patients with no health insurance. The mean OOP medical expenditure 

per hospitalization was 2.5 times higher than the average medical expenditure per hospitalisation 

for all illnesses and injuries reported from urban India during the same period. In a recent study 

of OOP spending in four African countries, the mean inpatient OOP spending was also reported 

to be far greater for injuries/accidents than for all illnesses, by 38% in Liberia and 115-178% in 

Democratic Republic of the Congo and Namibia (Wang et al. 2016). 

Much of the existing literature on estimating injury-related OOP expenditures are hospital- 

based and focus on a specific injury presented at a large urban general or specialized hospital. 

Comparatively little is known about the financial burden from all severe injuries on patients and 

its variation across various providers. Using Vietnam’s Household Living Standard Survey 

(VHLSS) 2014, this paper aims to assess the extent to which the presence of severe injuries 

increases inpatient OOP expenditure and its variation across various types of public hospitals 

while controlling for a wide range of individual-, household- and community-level factors. The 

paper also examines the extent to which Vietnam’s national health insurance system protects 

individuals from the financial burden of hospitalization. The VHLSS, a nationally representative 

sample of over 9,399 households provides information on utilization of inpatient care and OOP 

expenditures at the facility level as well as on the health insurance status of each household 
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member and whether the member actually used his or her insurance card when seeking care. The 

VHLSS’s unique module on severe injuries provides information on whether any household 

members experienced a severe injury and the number of bedridden or inactive days in the 12 

months preceding the survey. Taking advantage of these unique features of the VHLSS 2014 this 

study extends the scope of the existing literature on the medical costs of unintentional injuries in 

Vietnam, which tends to focus on inpatient contacts at a single large general or specialized 

hospital (Nguyen et al., 2013a; Nguyen et al., 2013b; Hoang et al., 2008; Chinh et al., 2007), or 

on healthcare utilization in a specific community (Thanh et al., 2003; Thanh et al., 2006). 

Costing the financial burden of severe injuries is needed to inform not only an efficient 

delivery of trauma care but also cost effective preventive interventions. An understanding of the 

effect of financial protection afforded by Vietnam’s national health insurance is also critical for 

developing efficient and equitable health care financing strategies, particularly as Vietnam and 

many other low- and middle-income countries strive to achieve universal health coverage as a 

way of making health care services accessible to all and protecting individuals and their families 

against the financial consequences of unanticipated health shocks. 

The next section provides a description of the data and methods. The paper then presents 

and discusses the results. 

2. Methods 

2.1. Data 

The data used in this study are from VHLSS 2014, a large, nationally representative 

sample of about 36,094 providing complete income/expenditure information for 9,399 

households (General Statistical Office, 2015). The health section of the survey collected detailed 

information on outpatient and inpatient contacts, OOP expenditures at the facility level. The 

health section of the survey also collected information as a separate module on severe injuries in 

the past 12 months and the duration of those injuries. A severe injury is defined as an injury that 

a household member “had to lie down in place and be taken care by a bedside caregiver or stop 

working/studying /participating in normal activities.” 

Given the small number of observations on inpatient contacts at commune health centres 

and private facilities, we chose to focus on inpatients contacts at public hospitals. Public 

hospitals accounted for almost 89% of all inpatient contacts and 93% of all inpatient contacts by 

those reporting at least one severe injury. The total sample in this study consists of 

2,771obervations for inpatient contacts for 2,595 individual patients. 

2.2. Study variables 

The primary outcome is the natural log of OOP expenditures on inpatient care at a public 

hospital, including consultation, diagnosis, medication, and travel and accommodation expenses 

in the 12 months preceding the survey. Consistent with the previous literature, the main 

covariates of interest include a wide range of range of individual-, household-, and community- 
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specific variables, including presence of severe injuries, severity of injury, types of public 

hospital contacted, number of inpatient contacts, types of inpatient care, insurance status, age, 

marital status, education, household income, ethnicity, and geographical location. Severe injury 

is measured by a dummy variable that equals one if the household member reported a severe 

injury in the 12 months preceding the survey. The severity of injury is proxied by the number of 

bedridden or inactive days in the past 12 months and it is represented by five dummies: three 

days and less, 4 to 7 days, 8 to 15 days, 16 to 30 days and longer than 30 days. Types of public 

hospitals are represented by three hospital dummies, representing district hospitals (reference 

category), provincial/city hospitals and central hospitals. Given the small number of inpatient 

contacts at intercommunal regional polyclinics (104), these regional polyclinics were included 

with district hospitals. These public hospitals vary widely in size, technical sophistication and 

quality of services, with central hospitals being the largest and most technically up-to-date 

facilities, providing highly specialized treatment. Types of inpatient visit are represented by three 

dummies, pregnancy related (reference category), medical treatment and others. The number of 

inpatient contacts is measured by a continuous variable, and health insurance by a binary variable 

that equals one if the individual is insured and used his or her insurance card when seeking 

inpatient care. Marital status is represented by a dummy variable that equals one if the individual 

is currently married,  and the level of education of the respondent by four dummies– no 

education (reference category), primary, secondary, and post-secondary education. The education 

variable for children aged 15 and younger refers to the education of the head of household. 

Household economic status is measured by the per capita consumption expenditure 

quintile, referred to as the income quintile throughout this article; ethnicity is presented by a 

dummy variable that equals one if an individual is a member of the ethnic majority ‘kin’; and 

geographical location is measured by rural–urban and regional dummies. Travel time to the 

nearest health facility with capacity to diagnose and treat a severe injury is measured by a 

continuous variable. 

Table 1 provides summary statistics for the dependent and independent variables used in 

the estimation. 

Table1. Summary statistics of variables 

Variables Mean Standard deviation 

Log of annual expenditures on inpatient care per health facility 2.8541 1.5004 

District hospital (reference category ) 0.4811 0.4997 

Provincial/city hospital 0.3840 0.4864 

Central hospital 0.1350 0.3418 

No. of visits 1.2880 0.6814 

Type of inpatient care   

Pregnancy-related (reference category) 0.1267 0.3327 

Medical treatment 0.8336 0.3725 

Other 0.0397 0.1953 
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Variables Mean Standard deviation 

Severe injury 0.6294 0.4831 

Bedridden/inactive days   

≤3 (reference category) 0.0768 0.2664 

4-7 0.2896 0.4537 

8-15 0.3085 0.4620 

16-30 0.1852 0.3886 

>30 0.1399 0.3470 

Age 40.8849 24.4836 

age-squared 2270.8030 2130.7040 

Gender 0.4316 0.4954 

Marital status 0.6330 0.4821 

Education   

No education (reference category) 0.2595 0.4384 

Primary 0.2219 0.4156 

Secondary 0.4406 0.4966 

Post-secondary 0.0780 0.2681 

Household income   

Income quintile1 (poorest) 0.2129 0.4094 

Income quintile2 0.2075 0.4056 

Income quintile3 0.2068 0.4051 

Income quintile4 0.1992 0.3995 

Income quintile5 (reference category) 0.1736 0.3788 

Ethnicity 0.7914 0.4064 

Urban 0.2696 0.4438 

Regions   

Red River Delta (reference category) 0.2165 0.4120 

Midlands and Northern Mountains 0.2248 0.4175 

Northern and Coastal Central 0.2515 0.4340 

Central Highlands 0.0628 0.2426 

Southeast 0.0772 0.2670 

Mekong Delta 0.1671 0.3731 

Travel time to nearest suitable facility   

(hours) 1.3392 3.5895 

2.3. Statistical analysis 

A linear regression model is used to assess the association between inpatient OOP 

expenditures at the facility level and the presence of severe injuries while controlling for a wide 

range of individual- household and community level factors. The regression model is also 

estimated separately for those who reported at least one severe injury and those with no severe 

injuries. This allows us not only to check for the robustness of results but also control for the 

severity of injuries as proxied by the number of bedridden or inactive days in the past 12 months. 
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The natural logarithm of non-zero health expenditure for 12 months in hundred thousands of 

Vietnam Dongs (VND) is used to reduce the effects of the skewed nature of the health 

expenditure data. For individuals who reported zero OOP expenditure (97 cases), the dependent 

variable is defined as ln(OOP + 1). 

Since the VHLSS data uses a three-stage, stratified cluster sampling methodology, 

standard errors of the estimated coefficients are corrected for potential intra-commune 

correlation (heteroscedasticity) resulting from the clustering of responses by the primary 

sampling unit (commune). We also apply sampling weights to produce unbiased population 

estimates. Stata version 14.1 (StataCorp, College Station, TX) was used for all data analysis. 

3. Results 

3.1. Descriptive analysis 

There were 2,263 individuals (6.3% of the sample) reporting at least one sever injury 

during the 12 months preceding the survey, of whom 1425 (62.9%) also reported at least one 

hospital admission. The upper panel of Table 2 displays the distribution of inpatient contacts 

across Vietnam’s three levels of public hospitals. Provincial/city and central hospitals accounted 

for 38.2 and 14.2% of all inpatient contacts by those who reported at least one severe injury 

versus 27.9 and 8.6% for those who reported no severe injuries. 

Table 2. Utilization of inpatient care and out-of-pocket expenditures per contact across three 

levels of public hospitals by severe injury and health insurance status, Vietnam 2014 

 
All public hospitals 

(n = 2,771) 

District hospitals 

(n = 1,333) 

Provincial/city 
hospitals 

(n = 1,064) 

Central 
hospitals 

(n = 374) 

Inpatient contacts across public hospitals as % of all inpatient contacts 

All 88.9 42.8 34.1 12.0 

Reported severe injuries 92.9 40.5 38.2 14.2 

Reported no severe injuries 82.8 46.3 27.9 8.6 

Out-of-pocket expenditures per inpatient contact ('OOO, VND) 

All 4,514 1,599 4,804 14,075 

Reported severe injury 5,722 1,938 5,657 16,658 

Reported no severe injury 2,461 1,152 3,033 7,629 

Insured 3,788 1,281 4,181 12,540 

Uninsured 6,701 2,715 6,529 17,666 

Insured as % of uninsured 56.5 47.2 36.0 29.0 

The lower panel of Table 2 reports the average OOP expenditures per inpatient contact by 

type of facility, presence of severe injuries and health insurance status. The average OOP 

expenditures per inpatient contact varies greatly across public hospitals, with an inpatient contact 

at a provincial/city hospital and a central hospital costing, respectively, 3 and 8.8 times more 

than a contact at a district hospital. The average OOP expenditures per inpatient contact is far 
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greater for those reporting at least one severe injury than for those reporting no severe injuries, 

by about 68% for contacts at a district hospital, 86% for contacts at a provincial/city general 

hospital and by 118% for contacts at a central hospital. The insured patients spend on average 

about 43% less than those with no health insurance. Although not shown here, the insured 

patients who reported at least one severe injury spend on average 2.8% more on an inpatient 

contact at a provincial/city hospital than their uninsured counterparts with no severe injuries 

(5,062,000 VND versus 4,926,000 VND) and by as much as 61% more for an inpatient contact 

involving a central hospital (14,576,000 VND versus 9,053,000 VND). 

As Figure 1 shows, the two sub-group populations also differ in terms of the type of 

inpatient care sought. Medical treatment is cited as the main reason for seeking inpatient care by 

almost 92% of those reporting at least one severe injury versus 69% for those reporting no severe 

injuries. Similarly, pregnancy-related inpatient visits account for only 6% of all inpatient 

contacts with those reporting at least one severe injury versus 24% for those reporting no severe 

injuries. 

 

Figure 1. Types of inpatient visit 

3.2. Estimation results 

The regression results for OOP expenditures on inpatient care are reported in Table 3. In 

the semi logarithmic regression equation of Table 3 where the outcome variable is the natural 

logarithm of inpatient OOP expenditure, the percentage effect of severe injury on OOP 
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expenditure is given by (eβ - 1). Presence of severe injuries increases OOP expenditure by 60.5% 

(=e0.473 -1) and health insurance reduces OOP expenditure on average by 44.9% (= e-0.597 -1). 

Results for other variables are consistent with expectations, with patients using 

provincial/city and central hospitals spending 164% (=e0.971 -1) and 475.2% (=e1.750 -1) more, 

respectively, than those using a district hospital (reference category). The estimated coefficients 

for age and age- squared suggest that OOP expenditures increases with age but at a smaller rate 

as age rises. 

Being married and male also increases OOP expenditures while residing in an urban centre 

reduces OOP expenditures. The results also indicate a strong income gradient in OOP 

expenditures, with patients in the lowest two income quintiles spending on average 52.2% (=e- 

0.738 -1) and 44.3% (e-0.585 -1) less, respectively, than those in the richest income quintile. The 

residents of the poorer regions (Northern and Coastal Central regions and those of Highlands and 

Mekong Delta) spend on average less than the residents of the richer region (Red River Delta). 

Table 3. Estimation results for the natural log of positive annual out-of-pocket  

inpatient expenditures per health facility  

 Coefficient estimate (95% CI ) 

Severe injury 0.473*** (0.371, 0.575) 

Insurance -0.597*** (-0.703, -0.490) 

Types of public hospital   

Provincial/city hospital 0.971*** (0.867, 1.075) 

Central hospital 1.750*** (1.586, 1.913) 

Types of inpatient care   

Medical treatment -0.440*** (-0.600, -0.281) 

Other -1.196*** (-0.471, -0.920) 

No. of inpatient visits 0.218*** (0.141, 0.295) 

Age 0.020*** (0.011, 0.029) 

Age-squared 0.000*** (0.000, -0.000) 

Gender 0.193*** (0.092, 0.294) 

Marital status 0.140** (0.006, 0.274) 

Education   

Primary 0.082 (-0.050, 0.213) 

Secondary -0.015 (-0.140, 0.111) 

Post secondary -0.105 (-0.339, 0.130) 

Income   

Quintile 1 (the poorest) -0.738*** (-0.919, -0.557) 

Quintile 2 -0.585*** (-0.748, -0.422) 

Quintile 3 -0.399*** (-0.562, 0.235) 

Quintile 4 -0.253*** (-0.419, -0.087) 
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 Coefficient estimate (95% CI ) 

Ethnicity -0.034 (-0.184, 0.115) 

Urban -0.322*** (-0.439, -0.204) 

Regions   

Midlands and Northern 

Mountains 

 

0.068 

 

(-0.092, 0.227) 

Northern and Coastal 

Central 

 

-0.293*** 

 

(-0.425, -0.161) 

Central Highlands -0.346*** (-0.570, -0.122) 

Southeast -0.008 (-0.200, 0.184) 

Mekong Delta -0.176** (-0.325, -0.027) 

Constant 2.639*** (2.311, 2.966) 

Observations 2771  

Note: ***significant at 1%, **significant at 5%, *significant at 10%. 

However, the reported regression coefficients of the presence of severe injuries and health 

insurance in Table 3 are merely averages and may mask variations in the strength of association 

between these two covariates and OOP expenditure across the three types of public hospitals. To 

assess the extent to which the influence of severe injuries on OOP expenditures varies across 

health facilities and types of inpatient care (pregnancy-related, medical treatment and others), the 

regression model is extended to include a set of three-way interaction terms combining severe 

injuries, types of public hospital and medical treatment. We have chosen to focus on medical 

treatment due to the small number of observations on pregnancy-related and other types of 

inpatient visits. These interaction terms allow us to assess the facility-level variation in the 

influence of severe injuries on OOP expenditures among patients seeking medical treatment. 

Similarly, to assess the differential variation in the influence of insurance on OOP expenditures 

across the three types of public hospitals, a set of interaction terms between insurance status and 

each type of public hospital is included in the regression model. The results for the two sets of 

interaction terms are reported in Table 4 -- detailed results are available from the authors upon 

request. 
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Table 4. Estimation results for interaction terms between severe injury, type of public hospital, 

type of inpatient care and health insurance 

Model 1  Model 2 Model 3 

 (all sample population) 
(Reporting at least one severe 

injury) 
(Reporting no severe 

injuries) 

 
Coefficient 

estimate 
(95% CI )  

Coefficient 
estimate 

(95% CI)  
Coefficient 

estimate 
(95% CI) 

Severe injury × type of 
public hospital × type of 
inpatient care 

        

Severe injury × district 
hospital medical treatment 

 

0.332*** 

 

(0.129, 
0.281) 

      

Severe injury × provincial 
hospital × medical treatment 

 

0.500*** 

 

(0.193, 
0.471) 

      

Severe injury × central 
hospital 

× medical treatment 

 

0.917*** 

 

(0.345, 
0.655) 

      

Insurance × type of public 
hospital 

        

Insurance × district hospital -0.559*** (-0.717, -
0.400) 

 -0.532*** (-0.741, -
0.323) 

 -0.674*** (-0.885, -
0.463) 

Insurance × provincial 
hospital 

-0.701*** (-0.858, -
0.544) 

 -0.669*** (-0.861, -
0.476) 

 -0.756*** (-1.004, -
0.507) 

Insurance × central hospital -0.376** (-0.644, -
0.108) 

 -0.367** (-0.669, -
0.065) 

 -0.424* (-0.926, 
0.077) 

Bedridden days         

4-7    0.387*** (0.182, 0.592)    

8-15    0.762*** (0.551, 0.974)    

16-30    1.164*** (0.933, 1.395)    

>30    1.260*** (0.997, 1.522)    

Travel time to nearest 
suitable facility (hours) 

   0.031*** (0.014, 0.048)    

Observations 2771   1744   1027  

Notes: *** significant at 1%, ** significant at 5%, * significant at 10%. Other regressors for each model correspond to those 
listed in Table 3. 
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Model 1 in Table 4 reports the results for the entire sample population. The estimated 

coefficients on the three-way interaction terms are all positive indicating that presence of severe 

injuries increases OOP expenditures, with the size of increases in OOP expenditures varying 

across the three types of public hospitals. Presence of severe injuries increases OOP expenditures 

for a medical treatment on average by 39.4% (=e0.332 -1) at a district hospital and by as much as 

150.2% (=e0.917 -1) at a central hospital. The estimated coefficients of the interaction terms 

between health insurance and each type of public hospital indicate that insurance reduces OOP 

expenditure on average by 31.3% (= e-0.376 -1) for a contact at a central hospital and by as 

much as 42.8% (= e-0.559 -1) and 50.4% (= e-0.701-1) for a contact at a district hospital and 

provincial hospital, respectively. The differences in the financial protection of insurance are only 

statistically significant for contacts involving provincial/city and central hospitals. 

The results for the sub-population group reporting at least one severe injury are presented 

under Model 2 in Table 4, and for those reporting no severe injuries under Model 3. The results 

for the two sub-groups indicate a similar pattern of financial protection granted by insurance 

across three levels of public hospitals as under Model 1, with insurance reducing OOP 

expenditures less for contacts with central hospitals than with provincial/city hospitals. 

Although insurance reduces OOP payments at all three levels of public hospitals slightly more 

for those reporting at least one severe injury than those reporting no severe injuries, these 

differences are not statistically significant. Given the small number of observations on 

inpatient contacts by the uninsured with no severe injuries at the central hospitals (74), the 

reported result for the interaction term between insurance and central hospital in Model 3 

should be interpreted with care. 

4. Discussion and conclusions 

Using Vietnam’s Household Living Standard Survey 2014, this paper assesses the extent to 

which the presence of severe injuries among household members increases inpatient OOP 

expenditures across the levels of public hospitals while controlling for a wide range of 

individual, household and community-level factors. The paper also examines the extent to which 

Vietnam’s national health insurance system protects individual from the financial burden of 

hospitalization. The econometric results suggest that inpatient OOP expenditures are 60% greater 

for those reporting at least one severe injury than for those reporting no severe injuries. The 

financial protection of insurance is found to be modest, with insurance reducing OOP 

expenditure by about 45%. 

However, additional analysis of the interaction terms between severe injuries, types of 

public hospital and types of inpatient care suggest that the influence of severe injuries on 

inpatient OOP expenditures is far greater for contacts involving a provincial/city and central 

hospitals than the district hospitals. Compared to the patients reporting no severe injuries, 

patients reporting at least one severe injury spend more on a medical treatment, by 39.4% at a 
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district hospital, 64.9% at a provincial/city hospital and by as much as 15.2% at a central 

hospital. The financial protection of health insurance is also found to vary across various levels 

of public hospitals, with the insured patients spending on average 31.3% less on inpatient 

contacts at a central hospital than an uninsured and by as much as 43-50% less for a contact at a 

district hospital and provincial/city hospital. Presence of severe injuries combined with the 

moderate financial protection of Vietnam’s health insurance tends to expose not only the 

uninsured but also the insured patients with a heavy financial burden, particularly those using 

provincial/city and central hospitals. For the insured individuals who reported at least one severe 

injury a single inpatient contact at a provincial/city (central hospital) took up on average over 

20% (43%) of a household’s basic non-food consumption expenditures (consumption 

expenditures net of expenditures on durable goods, education and health) versus 32% (82%) for 

their uninsured counterparts. Although not all reported inpatient contacts by those reporting at 

least one severe injuries were injury-related, a large portion of these inpatient contacts involving 

medical treatment were likely to be injury-related. While the overall incidence of severe injury 

and hospital admission rate were 6.3 and 8%, respectively, inpatient contacts by those reporting 

at least one severe injury accounted for 59% of all inpatient contacts and over two-thirds (67.4%) 

of inpatient contacts involved medical treatment. 

Our estimates of the financial protection of insurance may be subject to endogeneity bias if 

there is adverse selection into Vietnam’s broadly defined two insurance schemes, mandatory and 

voluntary schemes. The mandatory scheme covers four defined groups including civil servants 

and formal sector workers, pensioners and meritorious people, poor and near poor, and children 

under six. Self-selection to the mandatory scheme is unlikely because of its categorical 

eligibility, though it is still plausible for some of its sub-groups with a low enrollment rate such 

as the near-poor.  Although self-selection into the voluntary scheme is plausible, it is less likely 

to be serious, particularly considering the predominance of school pupils and university students 

among the voluntary insurance enrollees who are normally enrolled en mass by insurance agents 

operating at their schools (Lieberman and Wagstaff, 2009). The sample population is not large 

enough to assess the financial protection granted by Vietnam’s mandatory and voluntary schemes 

across the levels of public hospitals. However, an additional analysis including interaction terms 

between each of the two insurance schemes, district and the higher level public hospitals 

(provincial/city and central hospitals) revealed no significant differences in the financial risk 

protection provided by the mandatory and voluntary schemes. 

The modest financial protection of Vietnam’ health insurance system are generally in line 

with several other estimates from Vietnam (Lieberman and Wagstaff, 2009; Sepehri, et al, 2006; 

Sepehri, 2013; Wagstaff, 2010; World Bank, 2007). Previous studies attribute the modest 

financial protection of health insurance to a wide range of factors including inpatient copayments 

(5% for retired civil servants, the poor, and social protection allowance recipients, and 20% for 

other enrolees), informal charges, limited coverage benefits, a poorly working referral system, 

passive purchasing power of the social health agency (Vietnam Social Security), fee-for-service 

payments, weak governance and high medical and non-medical expenses incurred by patients 
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outside health facilities (Lieberman and Wagstaff, 2009; Somanathan, et al., 2014). Our results 

on the effects of socio-economic factors on OOP expenditure are generally in line with the 

results of earlier studies (Rous and Hotchkiss, 2003); Su, et al., 2006; Wang et al., 2016). The 

finding that inpatient OOP expenditure varies positively with age may reflect the type and 

severity of illness, with older adults being more likely to experience a greater proportion of 

chronic illnesses and other disabilities which are more expensive to treat. The finding that 

inpatient OOP expenses is greater for males than females may also reflect the type and severity 

of illnesses/injuries – in our Model 2 and Model 3, the gender gradient in OOP was more 

pronounced for the sub-group reporting at least one severe injury than the sub-group reporting no 

severe injuries. The positive association between household income and OOP expenditures is 

consistent with that from other studies (Okunade, et al., 2010; Rous and Hotchkiss, 2003; Su et 

al., 2006). The finding that patients from urban areas incurred a lower inpatient OOP than those 

from rural areas suggest that urban-rural residence may also act a proxy for the availability of 

health care services. 

These findings have important policy implications for healthcare delivery and financing in 

Vietnam and other developing countries. First, the finding that the presence of severe injuries 

considerably increases inpatient OOP expenses, particularly for contacts involving higher level 

public hospitals, suggests that it may be more cost effective to channel inpatient service contacts 

to the lower level facilities. However, this may require an improvement in the quality of services, 

including injury care provided by the district hospitals. In their onsite evaluation of 11 lower and 

higher level public health facilities in Hanoi and Khanh Hoa Province, resources for trauma care 

were found to be inadequate at district hospitals and commune health centres (Son, et al., 2008). 

Deficient and poor quality of care at the lower level facilities often encourage patients to bypass 

them and seek care at overcrowded higher level public hospitals (Lieberman and Wagssstaff, 

2009; Somanathan et al., 2014). With road traffic accidents being the leading cause of injury, 

inadequate trauma resources at the community level combined with a grossly inadequate pre- 

hospital trauma care may thus prevent the injured from receiving timely and effective care 

(Nguyen, et al., 2008). Second, the modest financial protection afforded by Vietnam’s health 

insurance schemes, particularly for inpatient contacts involving central hospitals calls for policy 

measures that would extend the breadth and depths of insurance coverage and redesign the tiered 

coinsurance rates to ensure individuals and their families are adequately protected against the 

financial consequences of unanticipated health shocks. A more generous insurance scheme may 

not, however, reduce OOP spending if systems for monitoring and enforcing quality standards 

are weak, and government-set schedules for fees provide physicians with a strong incentive to 

favor high-tech care (Lieberman and Wagstaff, 2009; Sepehri, 2014). Clearly, additional research 

remains to be done to understand the underlying drivers of high inpatient OOP, particularly 

among the insured. 

Some caveats are in order. First, although the quality of the data in this study is quite 

high for a developing country, the data on the use of inpatient OOP expenses and severity of 

injuries are subject to recall errors. Second, the regression for the entire sample does not 

properly control for patient mix and quality of care, although inclusion of the number of 
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inpatient visits and types of health facilities may act as proxies for the severity of an illness. 

Third, our estimates may be subject to endogeneity bias if the choice of public hospital is 

influenced by some unobserved individual characteristics such as the severity of an illness or 

injury that also influence OOP expenditures. Since both inpatient OOP expenses and types of 

public hospital are generally influenced by almost the same set of variables, it is rather hard to 

come up with valid instruments that allow us to control for the endogeneity of choice of 

provider. However, the robustness of our results to the inclusion of severity of injuries indicate 

that any potential bias is likely to be rather small. 

 

REFERENCES 
 

Ameratunga, S., Hijar, M. and Norton R. (2006), ‘Road-traffic injuries: confronting 

disparities to address a global-health problem’, Lancet, 367, 1533-1540. 

Chandran, A., Hyder, A. and Peek-Asa, C. (2010), ‘The Global Burden of Unintentional 

Injuries and an Agenda for Progress’, Epidemiologic Reviews, 32, 110-120. 

Chinh, N., Lap, C., Heip, N. et al. (2007), ‘Preliminary results of injury surveillance at Viet 

Duc Hospital’, The Thai Journal of Surgery, 28, 83-89. 

General Statistical Office. (2015), Vietnam Household Living Standard Survey 2014, 

Statistical Publishing House, Hanoi. 

Hoang, T. H., Pham L.T., Vo, T. et al. (2008), ‘The costs of traumatic brain injury due to 

motorcycle accidents in Hanoi, Vietnam’, Cost Effectiveness and Resource Allocation, 6, 17. 

Kumar, A, Dilip, R., Dandona, L. and Dandona, R. (2012), ‘Burden of out-of-pocket 

expenditure for road traffic injuries in urban India’, BMC Health Services Research, 12, 285. 

Lao, Z., Gifford, M. and Dalal K. (2012), ‘Economic cost of childhood unintentional 

injuries’, International Journal of Preventive Medicine, 5, 303-312. 

Lieberman, S. and Wagstaff, A. (2009), Health Financing and Delivery in Vietnam: 

Looking Forward. Health, Nutrition, and Population Discussion Paper series, World Bank, 

Washington, DC, USA. 

Lim, S. J., Chung, W. J. and Cho, W. H. (2011), ‘Economic burden of injuries in South 

Korea’, Injury Prevention, 17, 291-296. 

Lozano, R, Naghavi, M., Foreman, K. et al. (2012), ‘Global and regional mortality from 

235 causes of death for 20 age groups in 1990 and 2010: a systematic analysis for the Global 

Burden of Disease Study 2010’, Lancet, 380, 2095–2128. 

Nguyen, T. L., Nguyen, T. H., Morita, S. and Sakamoto, J. (2008), ‘Injury and pre-hospital 

trauma care in Hanoi, Vietnam’, Injury, 39, 1026-1033. 

Nguyen, H., Ivers, R., Jan, S. et al. (2013a), ‘The economic burden of road traffic injuries: 

evidence from a provincial general hospital in Vietnam’, Injury Prevention, 19, 79-84. 



1172 

Nguyen, H., Ivers, R., Jan, S., Martiniuk, A. and Pham, C. (2013b), ‘The economic  

burden of road traffic injuries: evidence from a provincial general hospital in Vietnam’, Injury, 

44, 684- 690. 

Okunade, A. A., Suraratdecha, C. and Benson, D. A. (2010)‚ ‘Determinants of Thailand 

household healthcare expenditure: the relevance of permanent resources and other correlates’, 

Health Economics, 19, 365–376. 

Rous, J. and Hotchkiss D. (2003), ‘Estimation of the determinants of household health care 

expenditures in Nepal with controls for endogenous illness and provider choice’, Health 

Economics, 12, 431-451. 

Sepehri, A. (2014), ‘Does autonomization of public hospitals and exposure to market 

pressure complement or debilitate social health insurance systems? Evidence from a low-income 

country’, International Journal of Health Services, 44, 73–79. 

Sepehri, A. (2013), ‘How much do I save if I use my health insurance card when  

seeking outpatient care? Evidence from a low-income country’, Health Policy and Planning, 29, 

246- 256. 

Sepehri, A., Sarma, S. and Simpson, W. (2006), ‘Does non-profit health insurance reduce 

financial burden? Evidence from the Vietnam Living Standards Survey panel’, Health 

Economics, 15, 603-616. 

Somanathan, A., Tandon, A., Dao, H. et al. (2014), Moving toward Universal Coverage of 

Social Health Insurance in Vietnam - Assessment and Options, World Bank, Washington, DC. 

Son, N. T., Thu, N. H., Tu, N. T. and Mock, C. (2007), ‘Assessment of the status of 

resources for essential trauma care in Hanoi and Khanh Hoa, Vietnam’, Injury, 38, 1014-1022. 

Stewart, B., Lafta, R., Cherewick, M. et al. (2016), ‘Road traffic injuries in Baghdad from 

2003 to 2014: results of a randomised household cluster survey’, Injury Prevention, 22, 321-327. 

Su, T., Pakhrel, S., Gbangou, A. and Flessa S. (2006), ‘Determinants of household health 

expenditure on western institutional care’, European Journal of Health Economics, 7, 199–207. 

Thanh, N. X., Hang, H. M., Chuc, N. T. et al. (2006), ‘Does “the injury poverty trap” 

exist? A longitudinal study in Bavi, Vietnam’, Health Policy, 78, 249-257. 

Thanh, N. X., Hang, H. M., Chuc, N. T. and Lindholm L. (2003), ‘The economic burden of 

unintentional injuries: a community-based cost analysis in Bavi, Vietnam’, Scandinavian 

Journal of Public Health, 62, 45–51. 

Wagstaff, A. (2010), ‘Estimating health insurance impacts under unobserved 

heterogeneity: the case of Vietnam’s Health Care Fund for the Poor’, Health Economics, 19, 

189–208. 



1173 

Wang, W., Temsah, G. and Carter E. (2016), Levels and Determinants of Out-of-Pocket 

Health Expenditures in the Democratic Republic of the Congo, Liberia, Namibia, and Rwanda, 

DHS Analytical Studies No. 59, ICF International, Rockville, Maryland, USA. 

Wesson, H., Boikhutso, N., Bachani, A., Hofman, K. and Hyder, A. (2014), ‘The cost of 

injury and trauma care in low- and middle-income countries: a review of economic evidence’, 

Health Policy and Planning, 29, 795-808. 

World Bank. (2007), Vietnam Development Report 2008: Social Protection, World Bank, 

Hanoi. 

World Health Organization (WHO). (2008), The Global Burden of Disease: 2004 Update, 

World Health Organization, Geneva, Switzerland. 

 

 

 



1174 

 

 

STATE-OF-ART LITERATURE REVIEW  
ON MOBILE BANKING ADOPTION  

Phan Dai Thich 
Banking Academy of Vietnam 

Thichpd@hvnh.edu.vn 
Tran Lam Quynh Trang 

Graduate student, Northeastern University, China 
Tranlamquynhtrang@gmail.com 

 

 

Abstract: The period from 2014 to June 2018 witnessed a boom in the MB adoption 

study. We find that most studies focus on developing countries. Particularly in South Asia and 

Middle East, India and Iran received the most attention from scholars. The trend of research 

has been expanded and diversified, many researches in mobile banking adoption have 

concentrated on specific subjects, such as: young people, middle-aged adults and elderly 

people. As a response to the call from previous researches, there are some comparative studies 

between urban and rural areas. Moreover, scholars not only investigate the factors that 

influence the adoption decision of mobile banking customers, but also extend the study to 

rejectors or non-adopters. There are many unprecedented MB adoption studies on smartphone 

/ MB applications. However, studies are limited to MB users, and lack of comparative studies 

between mobile banking and mobile payments. 

Keywords: mobile banking; behavior intention; literature review 

 

1. Introduction 

As one of the successful products of technological innovation (Laukkanen, 2016), MB is 

becoming an important factor contributing to change the market of banking services in 

developed countries (Chawla & Joshi, 2017) and provide unprecedented banking services in 

developing countries (Van Der Boor et al., 2014). 

The notable achievement of rapid adoption MB as a demonstration of the undeniable 

benefits that MB services bring to the user. Mobile technology enables customers to perform 

bank transactions with superior features such as convenience and accessibility (Chawla & Joshi, 

2017), real-time overview of information (Gerrard & Cunningham, 2003), taking away the need 

to visit a bank subsidiary (Tam & Oliveira, 2016b); presence, individualization, flexibility and 

distribution  (Wang et al., 2006); offering unique and accessible financial services in especially 

the developing world (Van Der Boor et al., 2014). 

In terms of benefits to banks, Mobile Banking (MB) creates a big opportunity for banks to 
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come closer with their clientele, by connecting with them on an individual basis, communicating 

in real time, and receiving valuable reactions or feedback (Berraies et al., 2017). In addition, 

implementing mobile banking platforms leads to the quality of service delivery  (Riquelme & 

Rios, 2010). It is worth considering if a bank can make a profit on investing in MB, because 

there are also many barriers to bank adoption to MB (Mullan et al., 2017). These barriers may 

arise from the bank itself when applying MB technology such as: technological, managerial and 

behavior risks (Saxena & Chaudhari, 2014) or risks come from mobile phone, software, 

telecommunication networks. 

On the macroeconomic aspect, by using data from the human development index, Asongu, 

(2018) points out that there is a negative relationship between broad MB adoption (the increased 

use of mobile phones to send/receive money) and poverty and inequality in developing countries. 

Compared with traditional banking services such as internet banking, telebanking and 

ATMs, MB has its own unique features (Brown … Stroebel, 2003). According to Laukkanen 

(2007), accessing this service is not limited to any location boundaries, meaning that you can use 

services anywhere at any given time and convenient display size of mobile device brings 

different experiences for MB compared to other services. 

However, the success of MB adoption in the banking sector is not random, but comes from 

the development of 3G-4G network (Persaud & Azhar, 2012), also from the trend of using the 

trendsetting service more, and increase of clientele of everyday smartphone-users (Lee & Chung, 

2009). The increasing number of smartphone users have led to higher demand for MB services. 

Resulting in banks, microfinance institutions, software houses and service providers to develop 

this innovative service together with new sets of products and applications designed to extend 

their potential client (including to unbanked populations), improve customer retention, enhance 

e ciency of operations, increase market share and provide new job opportunities. 

Although the last decades witnessed the rapid development of MB adoption (Frimpong et al., 

2017) and it is to be expected to experience broader adoption over the next years. However, there are 

still some barriers (Veríssimo, 2016; Mullan et al., 2017) that cause to remain low MB adoption even 

within established markets (Laukkanen, 2007; Riquelme and Rios, 2010; Shaikh et al., 2015; Moser, 

2015; Tam and Oliveira, 2016). To understand what the factors are that will have an effect on user 

adoption of mobile banking services, banks will enable to surmount obstacles of this adoption and 

improve their services  (Zhou … Wang, 2010). Therefore, studying the factors affecting MB 

adoption will always be practical and add to the literature of MB adoption in the academic world 

(A.A. Alalwan … Williams, 2016). According to the Diffusion of Innovation theory (Rogers, 1995), 

time plays a critical part in the diffusion process of an innovation. The approach of factors related to 

MB and the consumers’ attitude seems to shift as time changes (Malaquias et al., 2018). Therefore, 

research in literature review of MB adoption will be valuable. 

In this conceptual paper, we bring three contributions to the knowledge related to MB 

adoption. Firstly, we seek to review and understand the up-to-date research trend of MB 

adoption by reference to academic papers published from 2014-2018. The paper will add 

further contributions to the literature review from (Shaikh & Karjaluoto, 2014), provide the 
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results of the latest research from 2014 to June 2018. As (Malaquias et al., 2018) concluded 

that the perception of factors related to mobile banking seems to change over time, so this 

study will update important changes in the trend of studying MB adoption from researchers. 

Secondly, this approach also includes a broader perspective that was not initially included by 

Shaikh and Karjaluoto (2014) such as researching at different MB adoption stages; 

segmentation in relation to MB adoption; comparative analyses between geography, gender, 

age and studying MB adoption based on MB applications or smartphone. Thirdly, this research 

contributes to shorten the time spent on literature review for future research and suggest some 

prospects of further research. 

The article is divided into 4 parts. Part 1 will highlight the most widely-used theories in IS 

adoption. Part 2 is the most important part of the paper, dealing with the evaluation of research 

results for the period 2014-2018 by component: year by year, by geography, by theories and 

studied variables. Part 3 will provide summaries for researchers and managers. Part 4 will be 

future research limitations and directions. 

2. Literature review of MB adoption 

2.1. Technology Acceptance Model 

TAM was first introduced by Davis (1989) as one of the strongest and rational models to 

predict the individual's intention and acceptance. Based on TAM, Davis (1989) explains why 

customers' perception is about adopting a new technology by two factors: PU and PEOU. PU is 

defined as “the degree to which a person believes that using a particular system would enhance 

his or her job performance”  (Davis et al., 1989). Many previous researches found that PU is one 

of the most important factors influencing BI to adopt MB (Hanafizadeh et al., 2014; Alalwan et 

al., 2016; Makanyeza and Chikazhe, 2017; Mohammadi, 2015; Susanto et al., 2016; Tran and 

Corner, 2016; Priya et al., 2012). PEOU is conceptualized as “the degree to which a person 

believes that using a particular system would be free of effort” Davis (1989). Under the 

argument that MB is a product of technological innovation, David believes that MB consumers 

require a certain level of technological knowledge, so the PEOU will have a great impact on the 

BI consumers to adopt MB (Hanafizadeh et al., 2014; Priya et al., 2012; Sharma, 2017b; 

Alalwan et al., 2016; Mortimer et al., 2015). Over the past years, TAM has been a prominent 

theory in explaining the determinants of BI and attitude toward Usage/ Adoption mobile banking 

(Shaikh & Karjaluoto, 2014). 

However, one of the drawbacks of the TAM is ignoring other factors such as gender, 

education level, income or some external variable such as social norms, risks, trust or financial 

costs while these additional variables may improve the prediction of the individual’s intention 

and acceptance in adopting or using MB services (Venkatesh and Davis, 2000; Curran and 

Meuter, 2005). Later, many authors developed the extended TAM model by including other 

factors such as SI (Venkatesh and Davis, 2000; Sharma et al., 2017; Goh and Sun, 2014); 

perceived risk (Alalwan et al., 2016; Muñoz-Leiva et al., 2017); perceived compatibility    

(Sharma, 2017; Hanafizadeh et al., 2014). 
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2.2. Task Technology Fit 

The task technology fit (TTF) model assumes that the user will make use of a technology 

on the basis of fit among task requirement and technology features (Goodhue and Thompson, 

1995; Goodhue, 1995). TTF model is predicted by two technological aspects. These include 

technology characteristics and task characteristics. The task characteristics and technology 

characteristics will decide on the task technology fit in which will lead to the adoption and use of 

the information system (Goodhue & Thompson, 1995). TTF has been widely used to explain 

consumer behavior for mobile banking adoption. One of the main drawbacks of TTF is that the 

TTF model does not consider the quality of the system used, quality of information offered, or 

the quality of services toward m-banking user satisfaction (Tam and Oliveira, 2016a). Many 

researchers have attempted to combine TTF with different models such as: combining TTF and 

D&M (Tam and Oliveira, 2016a); TTF and UCF (Yang … Gupta, 2015); TTF, UTAUT & ITM 

(Oliveira et al., 2014; Afshan and Sharif, 2016) 

2.3. Theory of Planned Behavior (TPB) 

Ajzen (1991) introduced the Theory of Planned Behavior (TPB) as an additional model 

build out of the TRA, that further emphasize on adoption behavior. It mainly focuses on 

behavioral intention as a part of attitude, subjective norms and perceived behavioral control  

(Fishbein and Ajzen, 1975; Taylor and Todd, 1995). In his first attempt, Ajzen (1991) concluded 

that attitude and subjective norm could not fully control behavioral intention. So, he expanded 

the model by adding perceived behavioral control in determining human behavior. The 

antecedents of TPB consist of attitude (ATT), subjective norms (SN) and PBC. The TPB is better 

than the TAM in many ways, because the TPB items need explicit behavioral awareness to 

ensure high specificity and capture the highest degree of variance in BI, whereas the TAM does 

not (Yu, 2015). The following researches attempt to combine models to increase explaining of 

variance such as: TPB and TAM + perceived credibility (Luarn & Lin, 2005);  DTPB and IDT 

(Püschel et al., 2010), TAM and TPB (Glavee-Geo et al., 2017). 

2.4. The Unified Theory for Acceptance and Use of Technology  

Venkatesh et al. (2003) introduced a new theory by using TAM and including components 

from expectancy theory and established the unified theory for acceptance and use of technology 

(UTAUT). And then this theory has been expanded by adding three new variables, namely: 

hedonic motivation, price value and habit. The extended model describes the relationship of 

these variables with behavioral intention and usage of technology. The Unified Theory of 

Acceptance and Use of Technology (UTAUT) (Venkatesh … Davis, 2003) has been used by 

Zhou et al. (2010) in the accompany of trust to predict the actual adoption of MB as well. The 

UTAUT model consists out of four key factors, namely: performance expectancy, effort 

expectancy, social influence and facilitating conditions. These are the direct determinants of 

technology usage intention and behavior. 

3. Methodology 

In an effort to synthesize and assess the latest research related to mobile banking adoption 
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concept, our paper will look for journal articles between 2014 and June 2018. These papers are 

selected from reputable databases such as: Elsvier, Tand, Springer, Emeraldinsight, Wiley. 

Meanwhile, the selection of relevant articles for the study was conducted in two steps to ensure 

that the selected articles focus on the adoption of MB. Step one is searching for articles in 

prestigious academic journals under keywords, such as: mobile-banking, M-banking and MB. At 

this stage, the author collected 76 journal articles during this period. Step two is reviewing all 

articles to select papers related to the topic, the author focused on abstract and conclusion and 

selected 63 papers to put into focus for research. The articles selected in this study must comply 

with the following requirements: including the keywords m-banking/ mobile banking; research 

content related to MB adoption; and lastly papers published in English from prestigious 

academic journals in the period 2014-June of 2018. 

4. Findings and Conclusion 

Discussion regarding mobile banking adoption has dominated research and this topic has 

also gained much importance and significant change in the trend of research in recent years. The 

previous research has proven that research in this topic seems to appear spattered over the last 

decades and the majority of journal articles were published from 2010 to 2012 (Shaikh & 

Karjaluoto, 2014). This study evidences that our studied period was a boom time in the attention 

of the academic community on this subject. In almost 5 years, there were 63 journal articles 

which have appealed to customer’s behavior intention and attitude toward adopting/ using or 

continuously use MB. The result from this research over the period 2014-2018 shows a notable 

higher interest from researchers, where the number of research papers has increased over the 

years. In 2014 there are 12 articles published, followed by a small decrease in 2015 to 11 

articles, the year following that with 14 articles, and notable high jump in 2017 from 14 to 21 

articles, and finishing the first half of 2018 at 5 published articles. It is worth mentioning that  

some of the researches have published multiple papers over time, namely: Tam and Oliveira 

(2016a, 2016b, 2017); Alalwan et al. (2016, 2017);   Malaquias et al. (2016, 2018); Mohammadi 

(2015a, 2015b); Shaikh et al. (2014, 2015); Sharma et al. (2017a, 2017b). The number of studies 

on MB adoption has grown rapidly in recent times, not as a testament to the fact that MB 

services are being deployed extensively in developed and developing countries that have 

attracted increasing attention from researchers. 
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Table 1: The literature research of MB adoption 

Journal 2014 2015 2016 2017 2018 Total Corresponding Author 

International Journal of 
Bank Marketing 

1 3 3 8  15 

Berraies (Tunisia), Chawla (India), Glavee-Geo 
(Pakistan), Koksal (Lebano), Makanyeza 
(Zimbabwe), Mohammadi (Iran), Mortimer 
(Thailand- Australia), Moser (unknown), Sahoo  
(India), Sampaio (Brazil, India, US), Tam 
(EU,unknown), Thakur (India), Tran (New 
Zealand) 

Telematics and 
Informatics 

2 1 1 1  5 
Afshan (Pakistan), Bankole (South Africa), 
Hanafizadeh (Iran), Mehrad (Iran), Shaikh (NA) 

Computers in Human 
Behavior 

 2 2   4 
Baptista (Modambicque), Malaquias(Brazil), 
Mohammadi(Iran), Tam(b)(Portugal) 

Journal of Business 
Research 

  2  1 3 
Choudrie (UK), Laukkanen (Finland), Veríssimo 
(Portugal) 

Journal of Retailing and 
Consumer Services 

   1 1 2 Chaouali (Tunisia), Shareef (Bangladesh) 

Journal of Internet 
Commerce 

 1 1   2 Alavi (India), Alkhasawneh (Jordan) 

Marketing Intelligence & 
Planning 

1 1    2 Deb (India), Ewe (Malaysia) 

Information Technology 
for Development 

1   1  2 Gupta (India), Mwangi (Kenya) 

Information Systems 
Frontiers 

   2  2 Albashrawi(US), Sharma(Oman) 

International Journal of 
Information Management 

1   1  2 Alalwan (Jordan), Oliveira (Portugal) 

Journal of Financial 
services Marketing 

 1  1  2 Frimpong (UK), Shaikh (Finland & South Africa) 

Review of International 
Business and Strategy 

   1  1 Sharma (Oman) 

Behavior & Information 
Technology 

1     1 Yang (China) 

Electronic Commerce 
Research 

1     1 Goh (Malaysia) 

International Journal of 
Social Economics 

    1 1 Jamshidi (Iran) 

Research Policy 1     1 Boor (developing countries) 

Expert Systems with 
Applications 

  1   1 Ooi (Malaysia) 

Spanish Journal of 
Marketing- ESIC 

   1  1 Muozleiva (Spain) 

Journal of Enterprise 
Information Management 

  1   1 Alalwan (Jordan) 

Electronic Commerce 
Research and 
Applications 

    1 1 Malaquias (Brazil) 
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Journal 2014 2015 2016 2017 2018 Total Corresponding Author 

Young consumers   1   1 Tan (Malaysia) 

Procedia Social and 
Behaviour Sciences 

1     1 Purwanegara (Indonesia) 

Asia Pacific Journal of 
Innovation and 
Entrepreneurship 

   1  1 Chiu (Philippines) 

Review of Industrial 
Organization 

 1    1 He (US) 

Journal of High 
Technology Management 
Research 

1     1 Wonglimpiyarat (Thailand) 

Service Business 1     1 Lu (Taiwan) 

Industrial Management 
&Data Systems 

  1   1 Susanto (Korea) 

Technology Analysis & 
Strategic Management 

  1   1 LiebanaCabanillas (Chile) 

Journal of Marketing 
Analytics 

   1  1 Nisar (NA) 

Transnational 
Corporations Review 

   1  1 Kumar (Bangladesh) 

Journal of Organizational 
Computing and 
Electronic Commerce 

   1  1 Changchit (Thailand) 

Benchmarking: An 
International Journal 

    1 1 Priya (India) 

Journal of Global 
Information Technology 
Management 

 1    1 Yu (Taiwan) 

 Total 12 11 14 21 5 63  

 

Previously, many studies from Laukkanen and Kiviniemi (2010); Lee and Chung (2009); 

Al-Somali et al. (2009) concluded that the majority of studies are concentrated in developed 

countries, with only a handful of studies on developing countries. 

However, during the period we studied, there was a reversal trend. Only 21% of the studies 

were conducted in developed countries such as: Korea (Susanto et al., 2016); US (He, 2015; 

Albashrawi and Motiwalla, 2017); UK  (Frimpong et al., 2017; Choudrie et al., 2018); New 

Zealand (Tran and Corner, 2016); Finland (Laukkanen, 2016); Portugal (Oliveira et al., 2014; 

Tam and Oliveira, 2016b; Veríssimo, 2016); Spain (Muñoz-Leiva et al., 2017). In this period, the 

main research focus on developing countries, which seem to be in line with the content that Van 

Der Boor et al. (2014) has shown in the current trend of developing and applying innovation in 

developing countries. In South Asia and the Middle East, 22/63 studies were conducted. Most 

prominently, India and Iran are the countries with the highest number of research interest on this 

subject, with a total of 12 studies. 
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Table 2: The list of countries with at least 2 researches conducted 

Number of articles Country 2014 2015 2016 2017 2018 

7 India 2 0 1 3 1 

5 Iran 1 2 1 0 1 

4 Malaysia 1 1 2 0 0 

3 Brazil 0 0 1 1 1 

3 Jordan 0 1 1 1 0 

3 Portugal 1 0 2 0 0 

3 Thailand 1 1 0 1 0 

3 US 0 1 0 2 0 

2 Bangladesh 0 0 0 1 1 

2 Finland 0 1 1 0 0 

2 Oman 0 0 0 2 0 

2 Pakistan 0 1 0 1 0 

2 South Africa 0 1 0 1 0 

2 Taiwan (China) 1 1 0 0 0 

2 UK 0 0 0 1 1 

In our research, this study finds that the academic community has extensively explored this 

topic in many aspects.  From 2014 to June/2018, many researches have been conducted to 

investigate unprecedented issues relating to the behavior intention toward MB adoption such as 

smartphone/tablets/ mobile applications. This seems to come as no surprise to the reality that 

mobile phones/smartphones are being used as a method to perform banking transactions  

(Chawla and Joshi, 2017; Berraies et al., 2017) and are becoming an integral part of many 

people's life. At early stage of providing MB services, SMS banking seemed to be the most 

popular services offered by banks, therefore, most of research conducted before 2014 is limited 

to SMS banking (Shaikh & Karjaluoto, 2014). There have been several studies focusing on MB 

adoption vie smartphones / MB Apps (Susanto et al., 2016; Ooi and Tan, 2016; Alavi and Ahuja, 

2016; Muñoz-Leiva et al., 2017). Smartphone has become an important factor in the game of 

banking. Most of the studies come to a prediction that conducting transactions through mobile 

phone and portable devices will begin a strong trend for future payment. These studies (Table 3), 

however, are carried out mostly in developed countries, despite the fact that in developing 

countries the trend of mobile phone use is growing rapidly, and more people in developing 

countries, such as: India, are willing to use the MB apps for their work (Alavi & Ahuja, 2016). 

Table 3: The list of studies focusing on MB application/ smartphone. 

Year Journal Author Country Theory Purpose 

2015 Review of Industrial Organization He US Na  MB application 

2016 Industrial Management &Data Systems Susanto et al. Korea Extended ECM Smartphones 

2016 Expert Systems with Applications Ooi and Tan Malaysia Mobile TAM 
Smartphone 
credit card 

2016 Journal of Internet Commerce Alavi and Ahuja India  Na MB application 

2016 Journal of Business Research Veríssimo Portugal Na MB application 
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2017 International Journal of Bank Marketing Berraies et al. Tunisia Na MB application 

2017 International Journal of Bank Marketing Sampaio et al. Brazil, India, US Na MB application 

2017 Spanish Journal of Marketing- ESIC Muñoz-Leiva et al. Spain Extended TAM MB application 

Note: TAM (Technology Acceptance Model); ECM (Expectation – Confirmation Model) 

In terms of rejection / non-adoption studies, the answers of non-adopters posit that initial 

trust has significant influence on BI toward using/ adopting MB services (Chiu et al., 2017).  Some 

obstacles to adoption of MB are recognized such as: disposition to trust, infrastructure quality, 

perceived cost, privacy and security (Chiu et al., 2017). Furthermore, Mullan et al. (2017) found 

that low levels of customer demand and lack of ROI are the vital bottlenecks for banks.  

In addition, some articles based on the MB adoption dimension to explore in-depth the 

perceptions of customers about MB by segmenting the market and dividing customers into 

groups to help managers enhance determinants that are not perceived by MB users (Deb and 

Lomo-David, 2014; Yu, 2015; Alavi and Ahuja, 2016; Liébana-Cabanillas et al., 2017; Chawla 

and Joshi, 2017). 

Table 4: The list of studies in MB segmentation 

Author Country MB segmentation MB dimension 

Deb and Lomo-David 
(2014) 

India 
Pragmatic-segment; Communal-
segment; Exigent-segment 

Perceived usefulness; perceived ease of use; 
society influence; facilitating condition; 
competence; benevolence; privacy & 
security; communication 

Yu (2015) Taiwan 
Digital Laggards; Traditional Banking 
Likers; Digital Followers; Digital 
Carers; Digital Seekers 

  

Alavi and Ahuja, 
(2016) 

India 
cognizant indubitables; conservative 
apprehensives; Internet-savvy 
inquisitives 

Perceived Usefulness; Perceived ease of use; 
Perceived as an alternative option; Perceived 
Risk and Cost; Need for Information 

Liébana-Cabanillas et 
al., (2017) 

Chile 
Sophisticated Customer/segment; 
Reliable Segment; Utility Segment 

Trust; Loyalty; Use; Utility 

Chawla and Joshi 
(2017) 

India 
Technology Adoption (TA) Leaders; 
TA Followers; TA Laggards 

Ease of Use; Convenience; Efficiency; Trust; 
Lifestyle 

Many investigations have suggested diverse approaches to explain behavior intention of 

customers toward MB services. TAM is continuously becoming the most wide-used theory to 

determine the factor influencing BI/Adoption and Usage of MB. There are 16/63 research 

articles that apply the extended TAM theory, four articles using TAM combined with elements 

from other theories such as TAM & TPB (Glavee-Geo et al., 2017), SPT-extended TAM-DOI 

(Koksal, 2016); IDT & TAM  (Tran and Corner, 2016); extended TAM & DOI  (Deb & Lomo-

David, 2014). 8/63 papers use UTAUT theory, 4/63 uses DOI, 5/63 uses TTF and 4/63 uses 

TPB. In general, TAM is still the widely-used theory in the MB adoption study. Notably, 11/63 

research papers combine theories to build models for testing. PLS-SEM is the most popular 

methodology to analyze data which are collected mainly by using questionnaires. The average 

mean of sample using for questionnaire is 273 respondents.  

Our study shows that the authors used several independent variables to explain the 
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dependent variable. The total number of independent variables which have significant effects 

on the dependent variable is xxx. Studies focused on dependent variables such as BI adoption, 

attitude, post-adoption, usage. The most commonly dependent variable is BI toward adoption 

and PU, ATT, TRU and PR are the most popular independent variables in exploring the 

determinant of dependent variables. ATT is still the most influential variable in BI adoption, 

followed by PBC, SAF, PC, PU. PCO and only PR are found to negatively affect the 

dependent variable. 

In terms of mediating variable, many authors have shown this relationship by path 

analysis, the most commonly found mediating relationship are: PEOU->ATT; PU->ATT; 

PEOU->PU; TECH->TTF and TASK- >TTF. This conclusion is in line with the most commonly 

used research methods, TAM and TTF. Most studies have shown consistent results. The RES-

>PEOU & RES->PU path have the opposite effect. 

Table 5: The list of the most used independent variables 

Direct impact Average of path coefficients The number of significance (findings) 

ATT 0.5422 11 

PBC 0.542 2 

SAF 0.513 4 

PC 0.4659 4 

PU 0.4092 14 

TTF 0.4 3 

TRU 0.3499 7 

SE 0.338 2 

PE 0.3355 4 

PEOU 0.2926 5 

PCR 0.2893 3 

UF 0.2733 3 

EE 0.2233 3 

HF 0.2213 3 

SI 0.1964 6 

PCO -0.0353 3 

PR -0.1576 7 

Note: ATT (Attitude); PBC (Perceived Behavior Control); SAF (Satisfaction); PC 

(Perceived Compatibility); PU (Perceived of Usefulness); TTF (Task Technology Fit); TRU 

(Trust/ Initial Trust); SE (Self-Efficacy); PE (Performance Expectancy); PEOU (Perceived Ease 

of Use); PCR (Perceived Credibility); UF (Utilitarian Features); EE (Effort Expectancy); HF 

(Hedonic features); SI (Social Influence); PCO (Perceived Costs); PR (Perceived Risk) 
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Table 6: The list of the most common mediating relationship 

Mediating impact Average of path coefficients The number of significance (findings) 

SAF->TRU 0.77 2 

PC-PEOU 0.7148 3 

PC-PU 0.708 3 

PEOU-PU 0.6687 6 

BI-ADT/USE 0.6273 3 

SE-PEOU 0.5865 2 

SAF-LOA 0.5475 2 

TECH-TTF 0.492 4 

PEOU-SAF 0.448 2 

PR-PEOU 0.42 2 

AK-PU 0.41 2 

PR-PU 0.38 2 

PEOU-ATT 0.3426 8 

PU-ATT 0.3423 8 

PU-SAF 0.3327 3 

PE-TRU 0.325 2 

SI-PU 0.3 2 

SI-ATT 0.2813 3 

AK-PEOU 0.27 2 

SI-PEOU 0.26 2 

SA-TRU 0.24 2 

TASK-TTF 0.202 4 

TRU-ATT 0.2015 2 

PSP-ATT 0.0955 2 

RES-PEOU 0 2 

RES-PU 0 2 

Note: BI (Behavior Intention); ADT (Adoption); LOA (Loyalty); TECH (Technology 

Characteristics); AK (Awareness-knowledge); SA (Structural Assurance); TASK (Task 

Characteristics); PSP (Perceived security and privacy); RES (Resistance) 

In regard to demographic variables, Chiu et al. (2017) concluded that gender, age, 

education, household income and marital status have insignificant impact on the antecedents of 

initial trust and willingness to use mobile banking. However, researchers have found the 

significant differences between men and women in investigating the determinant on MB 

acceptance/adoption in the gender comparison studies. Glavee-Geo et al. (2017) concluded that 

SN has more impact on women than men on m-banking adoption. However, the effect of PBC 
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on m-banking adoption intention showed opposite results where men have stronger impact than 

women. This result is consistent with previous study when  Goh and Sun (2014) investigated 

how gender differ in Islamic MB acceptance and find that PU and SN have significant influence 

on female Muslims’ acceptance of Islamic MB. However, with Male Muslims Perceive self-

expressiveness found to have significant impact on Islamic MB acceptance.  

The diversity in the MB adoption study was demonstrated by the emergence of in-depth 

research, such as: comparative studies among countries with different cultural characteristics  

(Mortimer et al., 2015), investigating the impact of culture to BI of customers toward adopting/ 

using MB services (Bankole and Bankole, 2017; Baptista and Oliveira, 2015), the study of 

differences in gender, regions and generations. In particular, many studies focus on a specific age 

group such as: millennial generation (Tan & Leby Lau, 2016); young consumers  (Priya et al., 

2018); older adults  (Choudrie … Richter, 2018); 3 different generations  (Berraies et al., 2017). 

In a study from Tunisia, Berraies et al. (2017) concluded that in order to gain attention 

from Baby Boomers and reach a higher level of customer trust, marketing practitioners should 

focus on the functional value (price and quality) perceived by this generation when they use MB 

applications. Then, by combining the three TAMs, UTAUT and DOI, Choudrie et al. (2018) 

proposed a model for the MB adoption of older adults and emphasized that risk and trust factors 

should be included. The risk factor is also discussed in a study with Y generation, Tan and Leby 

Lau (2016) found that there is 6.6 % increase in the variance explained with the involvement of 

perceived risk and suggested researchers should not only focus on the core determinants of 

behavioral intention in the UTAUT model but also pay attention to the perceived risk of using 

the technology. The impact of perceived risk on young consumer perception towards MB 

adoption is inconsistent across studies. In India, Priya et al. (2018) can not find the evidence that 

Perceived risk (PR) have a significant impact on BI, because consumers of mobile banking in 

this country do not seem to believe that there is no risk in using mobile banking for conducting 

banking transactions.   

5. Limitation and future research 

This study attempts to compile 63 papers during 2014-June 2018, to clarify the trend in 

recent years for study MB adoption. This study, however, disregards of research from other 

sources such as conferences, or journal articles written in languages other than English will limit 

the fulfillment of this research. This study focuses on the analysis of MB adoption articles and 

MB adoption results from the user perspective, without mentioning MB related topics such as the 

technological aspects, regulations, service provision. 

Future research directions should focus more on: 

How smartphones can change the dynamics among actors in mobile banking. 

Study the impact of the constraints on MB adoption from regulatory or network providers. 

MB studies should extend the scope of the study such as: rural clients, older adults (Choudrie et 

al., 2018). In addition, more attention should be paid to the barriers and challenges of MB 
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adoption in terms of banks and customers, in that they will better understand the obstacles in 

each country. 

Culture is a factor influencing the application of new technology in each country, so more 

than comparative studies between countries and regions in a country, thus creating the premise 

know to promote MB application. 

In addition to the MB adoption study, to provide a more comprehensive and in-depth view 

of future studies, it should focus on defending against MB from users. 

Technological trends will change rapidly in the future. Therefore, further research related 

to MB adoption should focus on innovative devices and portable devices.  
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a 

Year Journal Author Country Theory Technique Sample 
Number 

of 
samples 

Purpose 

2016 
Journal of Enterprise 
Information 
Management 

Alalwan Jordan Extended TAM SEM 
banking 
customers 

343 
factors influencing customer's 
intention to adopt MB 

2017 
International Journal of 
Bank Marketing 

Berraies Tunisia Na SEM MB users 361 
effect of perceived values of MB 
on trust, satisfaction, loyalty 

2017 
International Journal of 
Bank Marketing 

Chawla India Na 
SEM, cluster 
analyses 

mobile phone 
users 

367 
examine factors influence MB 
adoption and explore 
determinants of segmentation 

2017 
Asia Pacific Journal of 
Innovation and 
Entrepreneurship 

Chiu Philippines TRA &TPB 
multiple 
regression 

non-adopter 
MB 

314 

examine the influence of 
antecedents of initial trust on non-
adopters’ BI to use mobile 
banking 

2015 
Marketing Intelligence 
& Planning 

 Ewe Malaysia DOI & NE SEM 
general 
respondents 

368 

explore the relationship between 
the sub-components of NE, study 
the mediating role of the 
perception of innovation 
characteristics and investigate the 
moderating effects of TA on the 
BI of MB services 

2017 
International Journal of 
Bank Marketing 

Glavee-Geo Pakistan TAM & TPB 
variance-based 
modeling 

general 
respondents 

189 
determining factors influencing 
customer's intention to adopt MB, 
detect gender differences 

2016 
International Journal of 
Bank Marketing 

Koksal Lebanon 

Social psychology 
theory, extended 
TAM, innovation 
diffusion, 
technology 
adoption 

binary logistic 
regression 

customers 776 
factor impact to intention to adopt 
MB 

2017 
International Journal of 
Bank Marketing 

Makanyeza Zimbabwe mixed 
SEM, t-test, 
one-way Anova 

banking 
customers 

232 
explore the determinants of 
intention to adopt MB 

2015 
International Journal of 
Bank Marketing 

Mohammadi Iran Extended TAM Path analysis MB users 128 

study barriers, the mediating 
effects of usability and the 
moderating effects of SE and 
perceived image on consumers' 
ATT toward use of MB  
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Year Journal Author Country Theory Technique Sample 
Number 

of 
samples 

Purpose 

2015 
International Journal of 
Bank Marketing 

Mortimer 
Thailand- 
Australia 

Extended TAM path analysis 
general 
respondents 

348 
investigate the factors impact on 
consumers' intentions to use MB 

2015 
International Journal of 
Bank Marketing 

Moser   
regression 
analysis 

articles 105 

examine whether MB is a 
fashionable concept and whether 
academics are leading the debate 
on MB 

2017 
International Journal of 
Bank Marketing 

Mullan  DOI 
thematic 
content analysis 

stakeholders 72 
investigate drivers and barriers of 
bank adoption of MB from 
stakeholder perspective 

2017 
International Journal of 
Bank Marketing 

Sahoo  India 

Stimulus- 
organism - 
response 
framework 

SEM MB users 345 
potential influence of MB 
servicescape on consumer attitude 
and engagement 

2017 
International Journal of 
Bank Marketing 

Sampaio 
Brazil, India, 
US 

 
confirmatory 
factor analysis, 
SEM 

general 
respondents 

383 

investigate how perceived justice 
moderates the relationship 
between the benefits and 
satisfaction with MB 

2017 
Review of International 
Business and Strategy 

Sharma Oman Extended TAM 

two-staged 
regression & 
neural network 
model 

MB users 208 
study factors influencing 
individual behaviors on MB 
adoption by using extended TAM 

2016 
Industrial Management 
&Data Systems 

Susanto Korea 

extended 
Expectation-
confirmation 
model 

SEM MB users 301 
explore continuance use intention 
at the post-consumption phase 

2016 
International Journal of 
Bank Marketing 

Tam EU TTF PLS MB users 256 
determinant factors influence 
individual performance of M-
banking 

2016 Young consumers Tan Malaysia UTAUT 

multiple 
regression & 
mediated 
regression 
analysis 

students 347 
test effect of PE, EE, SI and 
perceived risk on behavioral 
intention 
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Year Journal Author Country Theory Technique Sample 
Number 

of 
samples 

Purpose 

2014 
International Journal of 
Bank Marketing 

Thakur India Na PLS- SEM 
general 
respondents 

433 

study the influence of satisfaction 
and trust and their antecedents in 
developing customer loyalty in 
MB 

2016 
International Journal of 
Bank Marketing 

Tran New Zealand IDT & TAM PLS- SEM 
general 
respondents 

183 
explore the impact of 
communication channels on MB 
adoption 

2018 
Benchmarking: An 
International Journal 

Priya India Extended TAM 

Hierarchical 
regression 
&mediating 
regression 
analysis 

MB users 269 
analyze the factors affecting MB 
adoption among young consumers 

2018 
International Journal of 
Social Economics 

Jamshidi  Iran Na PLS- SEM MB users 927 

examine the concepts of MB 
customer flow experiences and 
their role in affecting customer 
intention in the continued use of 
m-banking 

2014 
Marketing Intelligence 
& Planning 

Deb India 
Extended TAM & 
DOI 

Path analysis, 
cluster analysis 

non-users MB 600 
investigate factors influence the 
adoption of MB 

2017 
International Journal of 
Bank Marketing 

Tam  Na literature review journal articles 64 

analyzing and synthesizing 
exiting studies and make 
recommendations to researchers 
and practitioners 

2015 
Telematics and 
Informatics 

Afshan Pakistan 
UTAUT, TTF, 
ITM 

CFA and SEM 
university 
students 

151 
analyze behavior, environmental 
and technological dimensions of 
MB acceptance 

2017 
International Journal of 
Information 
Management 

Alalwan Jordan 
extended 
UTAUT2  

SEM 
banking 
customers 

343 
investigate factors influencing 
behavior intention and adoption 
MB 

2017 
Telematics and 
Informatics 

Bankole South Africa UTAUT PLS- SEM 
general 
respondents 

220 
effect of socio-cultural factors on 
ICT innovation (MB) 

2015 
Computers in Human 
Behavior 

Baptista Mozambique extended UTAUT SEM 
banking 
customers 

252 
factors affecting acceptance of 
MB and culture 
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Year Journal Author Country Theory Technique Sample 
Number 

of 
samples 

Purpose 

2017 
Journal of Retailing and 
Consumer Services 

 Chaouali  Tunisia theory of trying PLS- SEM 
banking 
customers 

557 
investigate some significant 
precursors of attitudes toward MB 

2016 
Journal of Business 
Research 

Laukkanen Finland  
binary logistic 
regression 

banking 
customers 

1736 

examine how five theory-driven 
adoption barriers as well as three 
consumer demographics influence 
consumer adoption vs rejection 
decisions. 

2016 
Computers in Human 
Behavior 

Malaquias Brazil  CFA and SEM students 1077 examine determinant of MB trust 

2016 
Telematics and 
Informatics 

Mehrad  Iran Extended TAM 
SEM & path 
analysis 

internet users 384 
explore word of mouth impact on 
the adoption of MB 

2015 
Computers in Human 
Behavior 

Mohammadi Iran Extended TAM 
SEM & path 
analysis 

general 
respondents 

128 

explore barriers, the mediating 
role of usability and the 
moderating effects of personal 
innovativeness and subject norms 
on consumers' attitudes toward 
MB 

2014 
International Journal of 
Information 
Management 

Oliveira Portugal 
TTF, UTAUT, 
ITM 

PLS 
general 
respondents 

194 

propose a model for 
understanding the importance and 
relationship between the user 
perception of m-banking, initial 
trust in m-banking services and 
the fit between the technology and 
m-banking task characteristics. 

2016 
Expert Systems with 
Applications 

Ooi Malaysia Mobile TAM 
PLS- SEM- 
ANN 

mobile phone 
users 

459 
propose a new mobile TAM to 
determine smartphone credit card 
adoption 

2014 
Procedia Social and 
Behaviour Sciences 

Purwanegara  Indonesia Extended TAM 
regression 
analysis 

MB users 529 

investigate how the consumer 
perceptions toward regulation, 
perceived benefits and perceived 
risk influence the consumer 
attitude toward MB 

2016 
Journal of Business 
Research 

Veríssimo Portugal Na 

fuzzy set 
qualitative 
comparative 
analysis 
(fsQCA) 

bank 
customers 

439 
examining the effect of the 
antecedents on MB app use 
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Year Journal Author Country Theory Technique Sample 
Number 

of 
samples 

Purpose 

2014 
Journal of High 
Technology 
Management Research 

Wonglimpiyarat  Thailand 
Managing 
Migration Paths 
Model 

SWOT   
investigate the competition and 
challenges of MB system in 
Thailand 

2014 Research Policy Boor 
developing 
countries 

     

2014 
Telematics and 
Informatics 

Shaikh Na  literature review journal articles 55 
analyze and synthesize existing 
studies of MB adoption  

2016 
Computers in Human 
Behavior 

Tam(b) Portugal D&M + TTF PLS 
general 
respondents 

233 
propose a model to investigate the 
impact of MB on individual 
performance 

2018 
Electronic Commerce 
Research and 
Applications 

Malaquias Brazil na 
regression 
analysis 

students 1033 
study MB use and its 
determinants considering a 
longitudinal approach 

2018 
Journal of Business 
Research 

Choudrie UK UTAUT+DOI conceptual   propose a model in older adults 

2014 
Telematics and 
Informatics 

Hanafizadeh Iran Extended TAM SEM 
bank 
customers 

361 
determine factors affecting the 
adoption of MB in Iran 

2017 
Spanish Journal of 
Marketing- ESIC 

Muozleiva Spain 
Extended TAM & 
DOI 

SEM 
general 
respondents 

103 
determine factors affecting the 
adoption of MB in Spain 

2018 
Journal of Retailing and 
Consumer Services 

Shareef  Bangladesh GAM SEM MB users 201 

examine how consumers' 
intentions to adopt MB is 
deference at the three distinct 
service stages 

2017 
Journal of Financial 
services Marketing 

Frimpong UK 

the theory of 
individual 
inherent 
innovativeness  

mediation, 
analysis of 
variance and 
moderation 
analyses 

general 
respondents 

720 
effect of inherent innovativeness 
and consumer readiness on 
attitudes to MB 

2014 
Electronic Commerce 
Research 

Goh Malaysia Extended TAM PLS & SEM 
bank 
customers 

105 
examine how gender differences 
influence the adoption of Islamic 
MB among Muslims 
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Year Journal Author Country Theory Technique Sample 
Number 

of 
samples 

Purpose 

2015 
Review of Industrial 
Organization 

He US   
bank 
customers 

553 
whether and how rivalry adoption 
and market structure affect the 
diffusion of a new technology 

2014 Service Business Lu  Taiwan DTPB MADM experts 42 

explore the effect of user behavior 
and guidance on the mobile 
banking services intention 
adoption structure model 

2017 
Journal of Marketing 
Analytics 

Nisar  Na Extended TAM 
multiple 
regression 

internet users 202 
examine the main drivers behind 
the adoption of MB 

2015 
Journal of Financial 
services Marketing 

Shaikh 
Finland & 
South Africa 

 
purposeful 
sampling 
technique 

MB users 36 
reveal changes in commitment 
and shows that MB offers 
substantial added value to users 

2017 
Information Systems 
Frontiers 

Sharma Oman Extended TAM 
SEM & neural 
network model 

MB users 225 
identifies key antecedents 
influencing the MB acceptance 

2017 
Information Systems 
Frontiers 

Albashrawi US Extended TAM SEM MB users 486 
integrates privacy and 
personalization 

2017 
Transnational 
Corporations Review 

Kumar Bangladesh  SEM MB users 245 
examine issues from security and 
operation to trust and consumer 
intentions on MB 

2016 
Journal of Internet 
Commerce 

Alavi India  
K-mean cluster 
analysis 

MB users 354 
segments customers based on 
their adoption and usage of the 
apps 

2015 
Journal of Internet 
Commerce 

 Al Khasawneh  Jordan Extended TAM PLS- SEM 
general 
respondents 

268 

develop a model of the major 
factors that influence consumers' 
attitude and intention to use m-
banking services 

2017 

Journal of 
Organizational 
Computing and 
Electronic Commerce 

 Changchit  Thailand Extended TAM 
multiple 
regression  

students 355 
factor that impact acceptance of 
the use of MB 

2017 
Information Technology 
for Development 

Gupta  India Na 
Two-way 
ANOVA 

 176 

to understand how the levels of 
security affect perceived risk and 
control and ultimately, adoption 
of MB 
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Year Journal Author Country Theory Technique Sample 
Number 

of 
samples 

Purpose 

2016 
Technology Analysis & 
Strategic Management 

LiebanaCabanillas Chile  PLS- SEM  218 

to determine the variables with 
drive loyalty of MB users, to 
segment consumers and to explain 
the causes 

2014 
Information Technology 
for Development 

Mwangi  Kenya  EDTM SME 31 

identify the decision criteria and 
constraints that Kenyan SMEs use 
to evaluate when deciding to 
register or not register for MB 
services 

2014 
Behavior & Information 
Technology 

Yang China TTF, UCF SEM MB users 358 
investigate the determinant of 
mobile channel continuance 

2015 
Journal of Global 
Information Technology 
Management 

Yu Taiwan TPB Cluster analysis 
general 
respondents 

613 

clusters respondents based on 
their e-lifestyle and examine the 
impact of e-lifestyle on MB 
adoption 
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Abstract: The paper aims to present entrepreneurs’ perceptions on important aspects 

referring to the Romanian business environment, taking into consideration an investigation 

based on questionnaire within SMEs. Herein are revealed few results of a broader empirical 

research realized in 2018 under National Council of Private Romanian SMEs auspices, carried 

out by investigating a representative number of 559 companies - micro, small and medium - from 

all areas of the country, sectors of activity and age categories. This article points out the 

assessments on the Romanian business environment, the main opportunities and difficulties for 

small and medium sized enterprises, the principal contextual evolutions with negative influence 

on SMEs` activities and the perceptions of entrepreneurs regarding the current government’s 

ability to contribute to the solving of complex social and economic problems that Romania is 

facing. In the final part of this work we formulated few recommendations in order to improve 

business environment in Romania and referred to the complexity of business environment 

remodeling process that requires strategically actions. 

Keywords: business environment, contextual evolutions, difficulties, entrepreneurs, 

opportunities, SMEs. 

 

1. Introduction 

The background of article is represented by the empirical research achieved in 2018 

through interviewing entrepreneurs from 559 Romanian SMEs. From methodological point of 

view it must be specified that the investigation was not designed in proportional variant, which 

involves copying in the sample the proportions of typologies from the reference population. It 

was preferred the option of stratified - optimal survey type, in which was reduced within the 

sample the weight of homogeneous layers (microenterprises) and in exchange was increased the 

share of heterogeneous layers (small and medium companies). Supplementation in compensation 

the layer of small and medium enterprises is due to the fact that within them there are many 

innovative organizations. This construction method of the sample ensures a better quality of the 

information and a superior level of knowledge of the realities investigated (Nicolescu et al., 

2018; Nicolescu and Nicolescu, 2016). 
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The distribution of the SMEs by dimension is shown in figure 1: microenterprises 

represent 66.55% of the total of SMEs investigated, small companies accounted 20.57% and 

medium sized ones hold a percentage of 12.88%.  

 

Figure 1. The structure of the sample by the size of the SMEs 

Source: Adapted from Nicolescu et al., 2018a 

Taking into consideration the structure of sample from the perspective of the seniority in 

labor as entrepreneur (figure 2), it can be seen that the highest percentage is held by individuals 

having over 20 years of experience as entrepreneurs (32.85%) and the lowest weight is owned by 

respondents who are involved in business for 15-20 years (13.64 %). At the sample’s level the 

average seniority in labor as entrepreneur is of 13.94 years.  

 

Figure 2. The structure of respondents according to seniority in labor as entrepreneur 

Source: Adapted from Nicolescu et al., 2018a 
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2. The main findings of Romanian entrepreneurs investigation 

The business environment influences the entrepreneurs' demarches in all phases of their 

activities, inducing changes in their decisions, actions and behaviors (Nicolescu and Nicolescu, 

2009). The entrepreneurs try permanently accommodating to business environment in order to 

ensure economic survival and development of their companies. Therefore, it is very useful to 

highlight entrepreneur’s opinions about the business environment, opportunities identified and 

capitalized, the difficulties encountered, economic situation at national level and government’s 

capacity to involve in solving of social and economic problems.  

2.1. Perceptions of entrepreneurs regarding Romanian business environment 

The overall situation of the Romanian business environment in the current period (see 

figure 3) was assessed as embarrassing to the development in 38,09% of SMEs, neutral in 

36,64% of companies and favorable to business in 25,27% of enterprises. Examining by 

comparison these considerations with those from the previous year (in 2017 the business 

environment was assessed as being neutral in 40.47% of the enterprises, unfavorable in 33.29% 

of the units and favorable in 26,63% of the economic agents), it is noted a slight worsening of 

the perceptions of SME entrepreneurs regarding the environment in which they operate. 

 

Figure 3. The overall entrepreneurs’ assessment of the current economic environment  

Source: Adapted from Nicolescu et al., 2018a 

It can be said that the Romanian business environment in the current period is permissive, 

because the actual conditions are heterogeneous, a part of them having an inhibiting influence on 

the particular initiative. Especially from an economic and administrative point of view, there are 

quite a lot of difficulties that entrepreneurs have to overcome. As a result, the frequency, 

development and results of SMEs are far under potential, and the entrepreneurial phenomenon in 

Romania is significantly lower than in the most of former communist countries of Central and 

Eastern Europe, which reflects negatively on the overall state of the economy. 
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2.2. Main business opportunities for SMEs 

The analysis of the main business opportunities of SMEs for 2018 (figure 4) points out that 

the increase of the demand on the internal market was the most frequently indicated (in 67.80% 

of the eterprises), followed by the entering on new markets (54.38%), the assimilation of new 

products (44.90%), the use of new technologies (43.47%), obtaining a grant (41.68%), the 

accomplishment of a business partnership (24.69%) and the increase of exports (21.82%). 

 

Figure 4. The frequency of business opportunities accessible to Romanian SMEs in 2018  

Source: Adapted from Nicolescu et al., 2018a 

We note the high weight of companies that capitalize the domestic demand growth and 

enter on new markets as a result of the substantial wage increases in the budget sector and 

turnover amplification of a considerable number of firms. Also, the relatively high percentages 

of enterprises in which use of new technologies and introduction of new products were 

considered among the most important business opportunities demonstrate that a significant part 

of SMEs are open to activities centered on novelty, although some of them don’t have a strong 

innovative character. 

2.3. Difficulties in SMEs` activity 

The most frequent difficulties indicated by entrepreneurs for 2018 are: bureaucracy 

(47.41%), personnel employment, training and maintaining (45.97%), excessive taxation 

(40.97%), unfair competition (40.97%), inflation (40.25%), relative instability of the national 

currency (36.67%), the increase of the level of wage - related expenses (32.92%) and corruption 

(31.31%). The full picture of the difficulties faced by SMEs in 2018 is presented in figure 5. 
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Figure 5. The frequency of major difficulties faced by SMEs  

Source: Adapted from Nicolescu et al., 2018a 

We observe that most of the difficulties faced by small and medium-sized enterprises are 

due either directly or indirectly to the state. Therefore, the state must involve as intensely as 

possible to diminish or eliminate the main difficulties which affect SMEs through decisions and 

actions focused on causes which generate them, even if the implementation of the solutions has 

high degree of complexity and requires medium and long periods. 

2.4. The main contextual evolutions with negative influence on SMEs` activity  

Of the contextual evolutions considered to have a negative influence on the activity and 

performances of SMEs this year, the most frequently indicated were the insufficient capacity of 

the Government, the Parliament, etc. to manage economic issues (45.44%), insufficient 

predictability of the environment for enterprises (40.79%), evolution of the legal framework 

(36.67%), excessive bureaucracy (34.17%) and corruption (26.83%). See figure 6 for details. 
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Figure 6. The frequency of the main contextual evolutions with a negative  

influence on the activity of the SMEs  

Source: Adapted from Nicolescu et al., 2018a 

This situation is explained by the insufficient adaptation to the national economic realities 

of the programs, policies, strategies, etc. elaborated and implemented by policy makers, the too 

frequent changes in the short, medium and long-term economic and social approaches at the 

macro and meso level of the political factors that negatively impact the predictability of the 

business environment, the  instability/ inconsistency of laws in conjunction  with the existence to 

a small extent of a legislation that stimulate in a real way and substantially the activities of 

SMEs, the existence of a formalistic administrative system, characterized by the exercise of an 

excessive power and influence in the state and the great intensity of the corruption phenomenon 

in Romania.  

2.5. Assessments of the Romanian economic situation evolution in 2018 

Considering the answers given by the decision-makers within SMEs about Romania’s 

economic situation in 2018 (figure 7), the results of the investigation show the following:  

- 55.31% of entrepreneurs estimated the current year to be the same as the previous;  

- 33.52% of respondents indicated a descending trend;  
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- 11.17% of the inquired subjects anticipated a positive evolution.  

 

 

Figure 7. Entrepreneurs’ estimations regarding the Romanian economic situation in 2018  

Source: Adapted from Nicolescu et al., 2018a 

It must be mentioned that the respondents from the small and medium sized enterprises are 

no optimistic, although the specialists estimated the GDP of Romania will increase with 5.5% in 

2018, because the growth will be based on consumption rather than investments. 

2.6. Perceptions of entrepreneurs regarding the current government’s capacity to 

contribute to solving complex economic and social issues of Romania 

The Government has a particularly important role in the economic and social development 

of each country by substantiating, developing and implementing programs, policies and 

strategies at national level, by sectors, fields, development regions, etc., taking into account 

internal and international economic realities. 

Investigating the opinions of entrepreneurs on ability of the government to contribute to 

solving socio-economic problems in Romania (figure 8) reveals the following: 

- 40.04% of the respondents appreciated that the executive has low possibilities; 

- 35.79% of the decision makers of the SMEs considered that the central body of state 

administration has medium potential; 

- 20.11% of those surveyed evaluated that the government has no capacity; 

- only 4.06% of persons estimated that the state body exercising executive power possess a 

high capability. 
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Figure 8. The entrepreneurs’ perceptions regarding the Government’s  

ability to solve economic and social issues  

Source: Adapted from Nicolescu et al., 2018a 

We note the low proportion of entrepreneurs that trust in the potential of the current central 

public authority to contribute to solving the complex economic and social problems of country, 

situation that can be explained by the insufficient coherence of the measures adopted so far, the 

multiple and ample difficulties with which faces Romania, the inefficiency of most of the 

previous governments and the over-frequent changes within the governmental teams installed in 

recent years.  

3. Recommendations concerning the development of business environment in 

Romania  

Starting from the above-mentioned elements and from the analyzes carried out together 

with other specialists in the last years (Nicolescu et al., 2018a; Nicolescu et al., 2018b; Nicolescu 

et al., 2017), we formulated a series of priorities, directions and action measures regarding the 

development of business environment, out of which we present the following: 

1) Simplifying of debureaucratization procedures: 

- Establishing of the debureaucratisation department within the Ministry of Business, 

Commerce and Entrepreneurship and in the other ministries, under the coordination of the 

General Secretariat of the Government, in order to identify and simplify the administrative 

burdens facing the business environment, with the task of adopting quarterly measures for 

debureaucratisation ;  
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- Reducing the number of administrative procedures / declarations required to initiate / 

consolidate a business; 

- The massive diminishing of fees number and the removal of over one hundred parafiscal 

charges; 

- Simplifying procurement procedures for private beneficiaries; 

- Improving e-government solutions, digitizing public administration so that a large 

number of administrative procedures and the stages of a standard interaction with public 

administration can be fully achieved online, as well as ensuring the proper functioning of the 

unique point of contact. 

- Establishing an on-line one-stop-shop to inform entrepreneurs, regarding start-up/ 

authorizing/ licensing procedures, legal obligations and deadlines, contraventions and other 

forms of liability, grouped by enterprise category and NACE codes; 

- Creating of the Romanian tax register which will include all tax and parafiscal taxes; 

- Reviewing the period validity of authorizations/ licenses and increase their duration; 

- Ex-post impact assessing of all administrative procedures or achieving an independent 

annual institutional audit / barometric sociological analysis from the perspective of the 

bureaucratic burden for entrepreneurs. 

2) Reducing taxation and improving the Fiscal Code, by:  

- Lowering tax rates on employment;  

- Measures to stimulate the establishment of new enterprises;  

- Improving the regulations on exempting the tax on reinvested profit;  

- The regulation of the principle "in dubio contra fiscum", by applying the interpretation 

most favorable to the taxpayer, for him not to be penalized for imperfections of the legal 

framework;  

- The reduction of the interests penalties for budgetary debts;  

- The improvement of the regulations on controls, for exercising with priority the 

preventive control function, with proper information and the establishment of prior warnings for 

the penalties for SMEs.  

3) Relauching investment process through:  

- Improving the legal framework on stimulating investments and state aid schemes, with 

reducing the awarding criteria to make them more accessible to SMEs;  

- Supplementing the budget of the “Entrepreneurial Skills Development Programme for 

Youths and Facilitating Their Access to Funding (START)”;  
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- Recapitalizing the Credit Guarantee Fund for SMEs and the Romanian Counter-

Guaranteeing Fund and improvement of the legislation on the regime of guarantees, in order to 

increase their attractiveness for SMEs and banks;  

- Backing distribution and marketing the SMEs’ products: extending the measures adopted 

under law on food marketing, protection against cartels and anticompetitive practices and 

speeding up the traders’ payments to all supplying SME – operating in light industry, furniture, 

chemicals, etc., that will stimulate the growth of domestic industrial production and will reduce 

imports; establishing a collection network for distributing local and traditional products made by 

SMEs, including small farmers and craftsmen, with the financial involvement of the EU funds; 

establishing the obligation for large retail chains to provide a minimum outlet space (30%) for 

the presentation and sale of the local and traditional products made by SMEs, including small 

farmers and craftsmen.  

4) The improvement of access to financing of SMES, by:  

- Implementation of funding programs from European funds specialized in: financing the 

internationalization of Romanian businesses, financing of clusters, financing of creative 

industries, financing of internship, financing of foremen and apprenticeships, financing of 

veterans and relatives, mentoring through retired managers, financing of start-up, financing of 

entrepreneurs attraction in Romania, etc. 

- Supporting the establishment of a special bank dedicated to SMEs or of special credit 

programs of small entrepreneurs;  

- Promoting the development of micro-grant and micro-credit funds dedicated to SMEs, 

with EU and national resources; 

- Establishment, according to European practice, of the credit mediator for SMEs, at 

county level, according to the French model, which ensures the achievement of three goals: 

increase of SMEs lending, providing solutions for the companies, especially in SMEs sector, to 

obtain financing from banks and Government notification in the case of major unresolved issues.  

5) Reforms in controls domain:  

- Focusing on great tax evasion, which will generate substantial revenue to the state 

budget;  

- The intense execution of the preventive control function;  

- Elimination of practices characterized through controls and fines excessive for SMEs; 

- Accountability of officials responsible for the excesses of control / mistakes / abuses.  

6) The improvement of the absorption of structural funds:  

- Increasing institutional transparency and better communication with beneficiaries of 

European funds 
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- Reviewing existing allocations taking into account the complementarity and overlapping 

of programs; 

- The need for a clear methodology; 

- Development of the IT platform for managing and supervising all EU-funded programs 

by the Ministry of European Funds;  

- Strict adherence of the deadlines for funding under contracts;  

- Funding entirely from the state budget expenditures, which will be a reimbursed by  

the EC;  

- Fully guarantee of bank loans needed by beneficiaries to co-finance projects with EU 

funds. 

7) The stimulation of the creation of jobs in the private sector, by:  

- The adoption of measures to stimulate the creation of new jobs, the employment of 

disadvantaged people and to increase labor productivity, since that Romania register a low level 

of the share of private sector employees in total population (13.76%); 

- No changes to the Labour Code and Law on social dialogue without employers' 

confederation agreement; 

- 50% reduction in social security contributions for disadvantaged people newly employed 

and unemployed;  

- Continuing the flexibilisation of the labor market in Romania. corresponding to the 

prevailing evolutions in the EU. 

8) Increase the involvement of public central and local authorities in:  

- The development of industrial and technological parks, business incubators, clusters and 

of adequate business infrastructure through tools specific to SMEs needs, with appropriate 

funding sources and associated guarantees, with technical advantages of information society 

services and with active cooperation with academic and research environment to exploit the 

scientific knowledge and to valorise the creative potential;  

- The development of networks and advisory and information centers for SMEs, of 

business support services, portals of solutions for SMEs, supporting networks of cooperation 

between SMEs, research centers and universities, vocational training organizations and 

continuous training, financial institutions and consultants;  

- Supporting the establishment and development of SMEs and social enterprises;  

- Strengthening the consolidation of SMEs organizations to provide complex services, 

tailored to the specific of small businesses.  
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9) Increase access of SMEs to public procurement, by:  

- Improved law: compulsory division of the object of the acquisition in smaller groups to 

be accessible to SMEs, simplification of the bureaucracy for SMEs and of the procedure of 

granting advances, a.s.o.;  

- Effective implementation of the payment obligation of the value afferent to public 

procurement contracts no later than 30 days after the reception, with strong sanctions, according 

to Romanian law and Directive 2011/7/EU, with the elimination of the financial block generated 

by arrears, that seriously affect the functionality and economic recovery;  

- The improvement of legislation on public-private partnership, in order to reduce the 

ceilings set by the laws, to make them operational for the entrepreneurs in Romania, including 

for SMEs  

10) Professionalization of public management at national and local level through:  

- Developing the National Strategy for training and proficiency of managers in Romania;  

- EU funding for some regional special programmes for training and proficiency of SME 

managers;  

- EU funding for a special programme for the transfer of best EU management practices in 

the SMEs in Romania.  

4. Conclusions 

Business environment has a major influence on entrepreneurial activities, directly and 

indirectly impacting the functionality, competitiveness and performance of companies 

(Nicolescu, 2011). Better knowledge of this environment creates favorable premises for taking 

by policy makers of some measures to counteract the negative aspects, but also for the 

integration and capitalization by entrepreneurs of positive elements. 

The aspects approached in this article can be used by politicians and specialists in order 

to act towards building a favorable and friendly business environment in Romania. It should be 

mentioned that the achievement of a favorable business environment is a complex, difficult 

and often lasting process. Each component of the environment has its own content and 

dynamics, and its modeling requires special efforts even in developed countries (Nicolescu and 

Nicolescu, 2009). 

It can be concluded that the creation of a favorable business environment requires intense 

and long-lasting actions, based on a well-established strategy. Under the conditions of Romania, 

where nearly five decades there was no market economy, the remodeling of the business 

environment is more difficult, involving a strong political will, doubled by thoughtful and 

concerted approaches and actions. 
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Abstract: This paper studies the moderating role of subsidiary size on the relationship 

between national institutional difference and subsidiary’s access to complementary local assets. 

Building upon institutional theory, we argue that the institutional distance between home and 

host countries is negatively associated with subsidiary’s access to local complementary assets. 

We also predict that this linkage is contingent on the size of subsidiaries. The data of 

multinational enterprise subsidiaries located in Vietnam were extracted from the World Bank 

Enterprise Survey. Results confirm that the larger subsidiaries’ access to complementary local 

assets in a more institutionally distant country are higher than that of smaller subsidiaries. The 

study provides implications for the subsidiary management. 

Keywords: institutional distance, access to complementary local asset, subsidiary size. 

 

1. Introduction 

Vietnam began to introduce a reform policy known as Doi Moi, which was reflected by 

economic liberalisation programmes in 1986 to mark the opening of its economy. This caused a 

significant inflow of foreign investments marked by multinational enterprises that showed a 

strong interest in investing in Vietnam although each had different motivations for doing so (e.g., 

market seeking, resource seeking, strategic asset seeking, etc.). This phenomenon offers scholars 

a rich dataset to conduct research and to examine the implications of the institutional effect on 

the MNEs’ investment activities into a transition economy. In this context, several international 

business (IB) scholars stated that bundling the MNEs’ own assets with local assets including 

land, labor, services, etc. typically existing in host countries (Hennart, 2009; Verbeke, 2009) – so 

called complementary local assets is one of the crucial strategies in an MNE’s 

internationalisation process. An access to complementary local assets without any obstacles is 

very important for the MNEs (Verbeke, 2009). The reason is that MNEs often need local 

resources or market knowledge to achieve their strategic goals (Myer et al., 2009). These factors 
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are crucial to the success of their overseas operation which is reflected by the subsidiary’s 

performance and its competitive advantage (Vo et al., 2018). Accordingly, a successful access to 

complementary local assets provides a highly significant means for the MNEs to exploit 

location-specific advantages in the local market (Myer, 2004).  

Up to date, most of the previous studies investigated the role of complementary local assets 

in MNEs’ entry strategies (Hennart et al., 2015; Verbeke, 2009) or suggested the building model 

related to access to complementary local assets and MNEs’ entry modes (Hennart, 2009). These 

studies focus on developed or BRIC economies that are the important platforms for further 

research in the field. Scholars, however, indicate that the MNEs’ strategies in transition 

economies differ significantly from that of developed economies due to different institutional 

frameworks (Wright et al., 2005; Dikova, 2012). Institutional dissimilarity also affects the 

operation of the MNEs into a transition economy (Myer et al., 2009; Peng, 2003).  To our best 

knowledge, very little has been known how institutional distance between home and host 

countries affect MNEs’ access to complementary to local assets in a transition economy. For 

such these reasons, it is believed that research within the context of a transition economy can be 

a good ground for evaluating and investigating how institutional distance between the country of 

origin of the investing firms and the host country with the transition economy can affect the 

MNEs’ access to complementary local assets into foreign environments.  

To fulfill such the research gap, we conceptualised a theoretical framework that 

empirically test the effect of the institutional distance between Vietnam – a transition economy 

and the home countries on the MNEs’ access to complementary local assets. This was 

accomplished by adopting the institutional theory (DiMaggio and Powell, 1983; Kostova et al., 

2008; Scott, 1995). In doing so, we aimed to show that an institutional approach can offer 

insights into how the institutional distance between the host and home countries can affect 

MNEs’ access to complementary local assets into a transition economy. Theoretical arguments 

related to the role of the national institutional context dissimilarities and MNEs’ access to 

complementary local assets were developed. By doing so, we add new insights to illustrate how 

institutional distance affect MNEs’ access to complementary local assets into a transition 

economy. We believe that our theoretical arguments provide a new platform in IB literature, 

thereby offering a future research agenda. 

Furthermore, adopting upon institutional theory (DiMaggio and Powell, 1983; Kostova et 

al., 2008; Scott, 1995), we also investigate the contingent effect of subsidiary size on the 

relationship between institutional distance and MNE subsidiary’s access to complementary local 

assets. We argue that larger subsidiaries’ access to complementary local assets in more 

institutionally distant host countries is greater than for smaller subsidiaries. The underlying logic 

is premised on the virtue of larger subsidiaries’ relations with local partners. Our study is among 

the first that looks at moderating role of subsidiary size in the relation between institutional 

distance and MNE subsidiary’s access to complementary local assets in transition economies. 
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Our empirical sample is drawn on data from Vietnam which is likely to be an ideal setting 

for examining the implications of institutional difference on exploiting complementary assets by 

MNEs for the following reasons. First, Vietnam has been viewed as an emerging market that has 

rapidly developed a transition economy with ‘a bureaucratic, yet entrepreneurial, business 

environment’ (Myer and Nguyen, 2005). Vietnam began a gradual path of reform starting in 

1986 whilst maintaining the Communist Party in power implying that key aspects of the 

economy’s resources are subject to regulation or direct interference by the authorities of the 

government or ruling party. Second, despite significantly institutional reforms, this process 

remains uneven with Vietnam continuing to possess a weak formal institutional framework 

(Myer and Nguyen, 2005; Vo and Le, 2017). MNEs investing in Vietnam are thus confronted 

with a high degree of institutional uncertainty and complexity which affects their strategies, 

tactics and operations (Vo et al., 2018). And while the number of foreign firms has increased 

significantly, many lack government support and market legitimacy compared with local state-

owned enterprises (Mesch et al., 2016).  

2. Theory and hypotheses 

Complementary local assets  

There are numerous reasons why access to complementary assets are important for 

MNEs and deserving of further study. Complementary assets are resources, infrastructure or 

capabilities needed to support the successful commercialization and marketing of the MNEs 

products or services. In the MNE context, IB scholars categorized two kinds of complementary 

assets: home and host country complementary assets (Hennart, 2009; Hennart et al., 2015) of 

which the latter complementary local assets (country-specific assets) has received increasing 

attention and call for further research. In the IB literature (Hennart et al., 2015; Hennart, 2009) 

complementary local assets are defined as assets owned by local partners and existing in a 

target host country, which MNEs need to bundle with their own assets. These assets include 

‘land, raw materials, labor, utilities, government permits and access to customers’ (Hennart et 

al., 2015, p.467).  

Previous contributions have focused on whether complementary local assets are freely 

accessible to MNEs or not. Dunning and Lundan (2008) view local complementary local assets 

as ‘location advantages’ (L advantages). IB scholars also contend that firms will serve foreign 

markets through foreign production as a foreign investor’s ownership advantage (O advantage), 

for instance its tacit knowledge and technological innovation, cannot be easily sold and rented to 

local firms. The best way is therefore to exploit it in conjunction with local factors of production 

(Hennart, 2009; Hennart et al., 2015). In addition, IB literature stresses that as foreign production 

occurs, O advantages are more profitably bundled with complementary local assets (L 

advantages) rather than home country complementary assets (Verbeke, 2009). To bundle these 

local specific-location advantages, the complementary local assets are freely available and 

accessible to foreign investors. 
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Institutional distance between home and host countries 

Conceptualization and measurement  

The debate concerning the measurement of formal and informal institutional distance is 

prominent in the IB research agenda (Gaur and Lu, 2007; Li et al., 2016). Scott (1995) states that 

‘institutions consist of cognitive, normative, and regulatory structures and activities that provide 

stability and meaning to social behavior’ (p. 39). In this conceptualization, institutions are 

comprised of formal and informal institutions (Scott, 1995). Formal institutions are manifested in 

regulatory institutions (North, 1990) while informal institutions are viewed as corresponding to 

culture within the Hofstede’s (2001) framework (De Jong et al., 2015; Vo et al., 2018).  

Institutional distance refers to ‘the extent of dissimilarity between host and home 

institutions’ (Xu and Shenkar, 2002, p.610). First, formal institutional distance is reflected in 

regulatory distance. Prior studies have addressed and tested measures of regulatory distance 

(Chao and Kumar, 2010; Xu et al., 2004). Xu et al. (2004) measure regulatory institutional 

distance based on the information provided in the Global Competitiveness Report, published 

annually by the World Economic Forum.  

Informal institutional distance is captured by national cultural distance (De Jong et al., 

2015; Eden and Miller, 2004; Li et al., 2016). Several scholars have proposed and tested 

alternative measures of cultural distance. Drogendijk and Slangen (2006) offer an extensive 

comparative test (for a comprehensive comparison of various country-score diversity measures, 

see also Avloniti and Filippaios, 2014). They show that the Hofstede and Schwarz-based 

measures of national cultural distance explain establishment decisions by MNEs equally well. 

Further, they also find that the explanatory power of the perceptual measure, despite its statistical 

significance, is lower. This is particularly noteworthy given that common knowledge suggests 

that managers’ perceptions drive their decisions. In a similar vein, recent empirical cultural 

distance (CD) studies attempt to design variation-based measures aiming to overcome some of 

the methodological limitations of mean-based CD measures (Beugelsdijk et al., 2014). Existing 

measures reflect mean country values and thus ignore variations within host countries. In so 

doing, mean-based measures could overestimate CD effects on MNE behaviour and 

performance. Due to the lack of raw underlying data, many researchers nonetheless continue to 

rely on arithmetical means to calculate their distances, which is further complicated by the 

alleged superiority of variance-based alternatives over existing mean-based measures 

(Beugelsdijk et al., 2014). 

Thus our positioning in the institutional distance research is as follows: we acknowledge 

that institutional distance is comprised of both formal and informal institutional distance. Formal 

institutional distance is captured by regulatory distance, which is measured as the absolute 

difference between the two countries’ regulatory scores describing the legal and regulatory 

aspects of a country’s environment. Informal institutional distance is reflected by cultural 

distance that is measured by Hofstede’s cultural dimensions by using the formula of Kogut and 

Singh (1988) to generate a cultural difference index between two countries. 
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Institutional distance 

The institutional literature suggests that MNEs and managers confront additional 

challenges when crossing borders and becoming operationally active in a host country with 

transition economy context that differs from their home country. To explore and exploit location-

specific advantages abroad, firms and managers have to overcome institutional distance between 

home and host country (Kostova and Zaheer, 1999). These contextual differences in terms of 

institutions are associated with the liability of foreignness (Zaheer, 1995), meaning that 

internationalizing firms incur costs that domestic firms do not (Schwens et al. 2011). In order to 

succeed abroad, firms need to obtain legitimacy by conforming to established institutional rules, 

norms and belief systems prevailing in the host environment (Scott, 1995), such as business 

models, structures and practices (Kostova and Zaheer, 1999).  

Several existing studies indicate that the larger institutional distance the greater the 

uncertainty and liability of foreignness for firms (Eden and Miller, 2004; Kostova and Zaheer, 

1999), impeding a firms’ understanding of local markets. In a similiar vein, Wu et al. (2015) 

argue that since MNEs operating in foreign markets compete in multiple markets, these firms are 

likely to face varying institutional environments across multiple foreign markets. Westney 

(1993) suggests that firms face multiple country institutional environments each of which is 

unique. This implies that the structure of these institutions typically varies across national 

environments (Kostova and Zaheer, 1999). Therefore, MNE subsidiaries face risks of 

opportunism and uncertainty in exploiting specific-location advantages in local markets. 

A subsidiary operating in an institutionally distant country will likely find it hard to figure 

out an optimal combination of the local assets and home complementary assets because of 

difficulty in exploiting complementary local assets. Given that, we argue that because larger 

subsidiaries typically have more experience and possess greater resource advantages (Barney, 

1991), they are likely to have greater access to complementary local assets in more institutionally 

distant countries than do smaller subsidiaries1.  

Institutional theory and subsidiary’s access to complementary local assets 

Institutional theory studies the role of isomorphism. In order to survive, firms need to 

obtain legitimacy and do so through isomorphism with salient institutions i.e. they tend to 

conform to the rules, norms and belief systems prevailing in their environment (DiMaggio and 

Powell, 1983). In our setting, in exploiting complementary local assets in target local markets 

with transition economies, MNEs face local institutional pressure that stems from differences in 

institutional environments between home and host countries (Li et al., 2016; Vo et al., 2018). 

Drawing on the comparative institutional literature (Kostova et al., 2008; Kostova and Zaheer, 

                                                 
1 In institutional theory, legitimacy is the primary incentive for the adoption of institutionalised practice, as a 

means to provide stability in the face of uncertain markets or technologies (Meyer and Rowan, 1977). Legitimacy is 

tightly connected to the concept of institutions, which are enduring social structures and processes that give order 

and meaning to life. Legitimacy is a necessary characteristic of a well-established institution. At the most basic 

level, compliance with formal laws and regulations brings legitimacy. Endorsements resulting from professional 

assessments or accreditations are a strong source of normative legitimacy (DiMaggio and Powell, 1983). 
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1999; Scott, 1995; Xu and Shenkar, 2002) we argue that greater institutional distance between 

home and host countries is likely to increase the challenges of legitimacy and therefore increase 

the obstacle of subsidiary’s access to complementary local assets. We provide various 

explanations for a negative hypothesized relationship between institutional distance and 

subsidiary’s access to complementary local assets.  

First, larger institutional distance between home and host countries tends to increase the 

level of uncertainty for MNEs (Eden and Miller, 2004; Kostova and Zaheer, 1999), which 

impedes the understanding between MNEs and their local partners, who own targeted 

complementary assets. Additionally, a greater institutional distance decreases the level of mutual 

trust in business transactions between MNEs and local firms since it affects their shared 

understanding and expectations as well as encourages opportunistic behavior. Both the 

communication effectiveness and mutual trust are sources of actors’ satisfaction and 

commitment in business collaboration (North, 1990). These barriers lead to failures in 

transactions and contracts as accessing to complementary local assets by MNEs.   

Second, larger institutional distance is likely to increase the costs of doing business in the 

host country (Schwens et al., 2011; Slangen and van Tulder, 2009). An MNE’s capacity to adapt 

to local regulations, law and practices in the host country are limited (Li et al., 2016; Vo, 2013). 

This leads to disadvantages for the subsidiary in capturing and obtaining local information 

(Chang and Taylor, 1999) as well as engaging in with local actors (De Jong et al., 2015). For this 

reason, the subsidiary suffers discrimination hazards, making it relatively difficult to access local 

resources. Thus, access to host-country local assets is often a challenge for subsidiaries even in 

possession of distinctive capabilities and resource-based advantages (Hennart, 2009). We 

therefore propose the following hypothesis: 

Hypothesis 1: The institutional distance between home and host countries has a negative 

effect on subsidiary’s access to complementary local assets. 

 

Figure 1. Theoretical framework 

Moderated effect of subsidiary size 

While we expect institutional distance to have a negative effect on subsidiary’s access to 

complementary local assets, we also expect this negative effect to be also subjected to subsidiary 

size (Figure 1). We posit that larger subsidiaries’ access to complementary local assets in greater 

institutionally distant countries is higher than that of smaller subsidiaries. There are several 

explanations for such the argumentation. First, compared to smaller-size subsidiaries, larger 
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subsidiaries may have already established themselves as dominant competitors and may possess 

great local market power. They can thus cooperate with some of the dominant local firms to 

share resources and enhance their joint competitive positions against other firms in the local 

market (Vo, 2013; Vo et al., 2018).  

Second, the extant literature indicates that subsidiary size reflects the importance of the 

subsidiary and its technological sophistication (O’Donnell, 2000) as well as knowledge transfer 

perspectives (Boyacigiller, 1990). Several studies have shown positive correlations between 

subsidiary size and expatriate deployment (Boyacigiller, 1990), and subsidiary size and 

expatriate top manager presense in subsidiaries (Belderbos and Heijltjes, 2005). The 

explanations for these are that MNEs seek to gain greater control of their larger subsidiaries by 

sending top expatriate managers to manage risks associated with a large investment in the host 

country (Boyacigiller, 1990). Furthermore, the larger the subsidiary, the more the parent firm is 

strategically dependent on the subsidiary for the execution of its own strategy and the 

achievement of its performance goals (Belderbos and Heijltjes, 2005; Chang and Taylor, 1999). 

Lastly, they have abilities to enhance formal and informal inter-unit communication channels 

among partners in local markets. These competences explicitly facilitate larger subsidiaries 

operating in a larger institutional distant country to establish stronger connections and tighter 

relationships with local actors as well as local government. Hence, we propose the following 

hypothesis: 

Hypothesis 2: Larger subsidiaries’ access to complementary local assets in a more 

institutionally distant country is higher than that of smaller subsidiaries 

3. Research methodology 

Data set 

We employed the 2015 dataset on Vietnam to test the hypotheses. This was extracted from 

the World Bank Enterprise Survey (WBES). The survey was performed with a standard 

methodology. A questionnire that covered a broad range of business environment topics ranging 

from access to finance, types of establishment, firm and industry characteristic, firm performance 

measures and so on was administered. In the 2015 Vietnam survey, 996 firms operating in 

Vietnam were investigated. The population of the current study is made up of foreign investors 

who had established affiliates in Vietnam. This study only selects firms that are partly- or 

wholly- owned by foreign investors from the 2015 Vietnam survey. A total of 264 out of 996 

firms were foreign-owned and satisfied the required information of the information. These firms 

were the subject of the study. Their headquarters stemmed from 26 different countries. This 

information allowed us to calculate the formal and informal institutional distances between the 

home and host countries (26 country pairs). To measure those variables, other data source such 

as the World Development Indicators’ (WDI) database were consulted. This database carry six 

dimensions of governance quality that were identified by Kaufmann et al. (2006) to reflect a 

country’s formal institution. This enabled us to measure the formal institutional distance between 

the home and host countries (Dikova, 2012). We also used Hofstede’s cultural dimensions 
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obtained from his website to capture the informal institutional distance between the home and 

host countries (De Jong et al., 2015; Vo et al., 2018). 

Table 1. Distribution of parent firms’ home countries in the sample 

Home country Frequency Percent 

Australia 7 2.65 

Belgium 3 1.14 

Canada 2 0.76 

China 22 8.33 

Czech Republic 2 0.76 

Denmark 5 1.89 

France 6 2.27 

Germany 12 4.55 

India 1 0.38 

Indonesia 2 0.76 

Italy 3 1.14 

Japan 31 11.74 

Korea 17 6.44 

Malaysia 13 4.92 

Netherlands 9 3.41 

Norway 6 2.27 

Philippines 6 2.27 

Poland 6 2.27 

Russia 4 1.52 

Singapore 7 2.65 

Sweden 3 1.14 

Taiwan 21 7.95 

Thailand 4 1.52 

United Kingdom 5 1.89 

United States 64 24.24 

Venezeula 3 1.14 

Total 264 100 

We obtained the second data source from previously calculated data in Xu et al. (2004) and 

third data sources taken from Hofstede (2001)’s cultural dimensions available from his website. 

Together with the information of the twenty-six country pairs, these sources allowed us to 

measure the key independent variables: regulatory and cultural distances. 

Variables and measurement 

Dependent variable  

Our dependent variable is subsidiary’s access to complementary local assets. Following the 

preceding section of Hennart (2009), data from the WBES allows us measure subsidiary’s access 
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to complementary local assets by means of particular questionnaire items. In the questionnaire, 

subsidiary managers were asked the following: ‘Are access to local land and local services an 

obstacle to the current operations of this establishment’. The respondents provided their answers 

to these questions for ‘local land’ and each of four ‘local service’ items including water and 

electric-city; labor; airport rail and port; communication facility on five-point Likert-scale: 

‘Please indicate between: the obstacle of access to local land and local services is (1) a very 

severve obstacle, (2) a major obstacle, (3) a moderate obstacle, (4) a minor obstacle, or (5) ‘no 

obstacle’. Therefore, data from the WBES provides us with a direct measure of the subsidiary’s 

access to complementary to local assets. Cronbach’s alpha for subsidiary’s access to 

complementary to local assets for the five ‘local asset’ items is (0.86) which satisfactory being 

above the threshold value of 0.70 (Hair et al., 2006). The principal component factor analysis 

(with one eigenvalue greater than 1.0) was 3.31. All five ‘local asset’ items thus load on one 

unobserved variable and hence, follow one latent dimension permitting us to use the resulting 

factor scores as an aggregate measure of subsidiary’s access to complementary local assets as the 

dependent variable in our analysis. 

Key independent variables 

Independent variables were derived from institutional theory, including formal and 

informal institutional distance manifested by regulatory distance and cultural distance, 

respectively (Li et al., 2016). Adapting prior studies (Chao and Kumar, 2010; Xu et al., 2004), 

we measured regulatory distance by means of the information provided in the Global 

Competitiveness Report, published annually by the World Economic Forum2. The Global 

Competitiveness Report provides the characteristics of countries’ environment over one hundred 

and seventy items that are categorized into eight factors. ‘Institutions’ are one of these eight 

factors, which are used to measure regulatory distance. The ‘institutions’ factor includes nineteen 

survey items that describe a country’s civil systems. The regulatory measure consists of six out 

of nineteen ‘institutions’ items that describe the legal and regulatory aspects of a country’s 

environment. The simple numerical average of six items was taken as the country’s score on its 

regulatory dimension. The details of distribution of parent firms’ home country (headquarters) in 

the sample are listed in Table 1. The regulatory distance between home and host countries was 

then measured as the absolute difference between the two countries’ (home and host countries) 

scores on regulatory dimensions. The higher absolute scores of regulatory distance means higher 

regulatory distance between home and host countries. 

With regard to cultural distance, following De Jong et al. (2015) we used Hofstede’s six 

updated cultural dimensions and applied the formula of Kogut and Singh (1988) to measure 

cultural distance for each of the country pairs in our sample. The higher scores of the composite 

measure for cultural distance correspond to higher cultural distance between home and host 

countries. 

                                                 
2 Regulatory and normative distance are highly correlated (0.86). We exclude normative distance in the 

models  
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Moderated variable 

Our moderating variable was subsidiary size. In line with prior studies the information of 

the survey permits us to measure subsidiary size by using the natural logarithm of the number of 

employees at the subsidiary in our analysis (Vo, 2013; De Jong et al., 2015).  

Control variables 

We included a panel of control variables in our model. The first type of control variables 

account for the effect of subsidiary firm heterogeneity on subsidiary’s access to 

complementary local assets. The first control variable in this group is subsidiary export 

intensity. We include this factor by measuring the share of export sales in the subsidiary’s total 

sales because the more subsidiaries’ export, the more beneficial the host country is (De Jong et 

al., 2015). To control for the subsidiary age, we measure the age of the subsidiary by 

subtracting the year that the subsidiary was founded from the year 2015 (Peltokorpi, 2015; Vo, 

2013). Our final subsidiary control variable was included the experience of subsidiary 

management measured using the number of years the manager has been employed since the 

higher number of a manager’s working years the more likely they can access complementary 

local assets (Verbeke, 2009).  

We control parent firm’s initial entry mode concerning headquarters characteristics – 

because subsidiary’s access to complementary local assets can inherently differ with respect to 

the MNE’s initial entry mode (Hennart et al., 2015). We include a dummy set at one when the 

foreign owner established the subsidiary as a greenfield investment, and zero otherwise (i.e. in 

cases of full or partial acquisition or joint venture). We included the share of equity held by the 

foreign investor in the focal subsidiary as a variable to control for this heterogeneity.  

Finally, we control for industry and home-country characteristics. First, with regard to 

industry characteristics, we used the NACE Rev.2 industry structure classification (2008) and 

classified the subsidiaries into either a manufacturing or a service sector (De Jong et al., 2015). 

We included a dummy which was set to one when the subsidiary belonged to a manufacturing 

sector and 0 in case of services. Second, we controlled home-country effects because the parent 

firm of the subsidiaries in the same are located in 26 different home countries each with its own 

level of economic development which may affect the exploitation of firm-level foreign location-

specific advantages (Verbeke, 2009). We therefore introduced a dummy that equals 1 if the 

parent firm stems from an emerging economy (e.g., China, India, etc.) and 0 in cases of 

developed economy (e.g, Germany, the United States, the United Kingdom, etc.). 

A final issue concerns the risk of common method bias (Chang et al., 2010). This risk 

emerges in particular as the data for a dependent and explanatory variable are collected from the 

same survey data sources. In such cases, self-reported data can create false correlations if the 

respondents have a propensity to provide consistent answers to survey questions which are 

otherwise unrelated. While we consider the risk of common-method biased results negligible 

since we used different data sources for the measurement of the dependent and moderating 
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variables (the World Bank Enterprise Survey, 2015) and for the measurement of the key 

explanatory variables (i.e. the Global Competitiveness Report and the Hofstede databases) 

(Chang et al. 2010), we nonetheless took procedural precautions in the construction of our 

multilevel database using the survey data. The World Bank Survey (2015) survey included a 

number of items about other aspects of subsidiary sales and supplies, finance, capacity, 

performance, business-government relations and business environment which were ordered 

randomly throughout the survey. We used a selection of the available items in the survey. We 

also used different scale anchors for different measures.  

Estimation method 

With the measurement of the dependent variable above, we use OLS regression in this 

study to estimate the moderating role of subsidiary size on the relation between institutional 

distance and subsidiary’s access to complementary local assets. This specification can be 

described as follows: 

Y = β0 +β1X1 + β2X2 + β3X3 + β4X1*X3 + β5X2*X3 + β6X4 + β7X5 + β8X6  

    + β9X7 + β10X8 + β11X9 + ε   (1) 

where: Y is the dependent variable; 

β0 is the intercept, the value of Y when X is zero; 

β1, 2 are the regression coefficients of the independent variables; 

X1,2 are the observed values of the independent variables; 

β3 is the regression coefficient of the moderated variable; 

X3 is the observed value of the moderated variable; 

β4,5 are the regression coefficients of the interaction terms between independent variables 

and moderating variable, respectively; 

X1*X3 and X2*X3 are the observed values of the interaction terms between independent 

variables and moderated variable, respectively; 

β6→11 are the regression coefficients of the control variables; 

X4→9 are the observed values of the control variables, and 

ε is the error term or residual of the model. 

3. Empircal results 

Descriptive statistics and hypothesis test results 

Means, standard deviations and correlations are provided in Table 2. In preparing the data 

for the regression analysis, we performed tests to obtain reliable estimates. The latter yielded 

satisfactory results: neither heteroskedasticity nor non-normality was an issue. The maximum 
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value of the correlation coefficients was 0.366 well below the threshold of 0.80 indicating that 

there are no issues with multicollinearity (Hair et al., 2006). We also tested for possible biases 

caused by collinearity among variables by calculating the variance inflation factors (VIFs) for 

each of the regression coefficients. The VIF values for all variables in the models are below 3 

and thus far from the cut-off value of 10 recommended by Hair et al. (2006), suggesting that 

there are no multicolinearity problems in the data. The likelihood ratio tests of the chi-squared 

distributions for all models were significant, indicating that our final model fits the data 

significantly better than a model without any predictors. The results from the hierarchical 

ordinary least squares regression analyses are summarized in Table 3.  
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Table 2. Descriptive statistics and correlation coefficients 

 Variables VIF Mean S.D 1 2 3 4 5 6 7 8 9 

1. Subsidiary’s access to 
complementary local assets 

 
0 1.00 1.00         

2. Regulatory distance 1.43 1.483 0.604 -0.158** 1.00        

3. Cultural distance 1.89 1.734 1.012 -0.135** -0.020 1.00       

4. Subsidiary size 2.03 4.463 1.448 0.062 0.033 0.103* 1.00      

5. Subsidiary’s export intensity (%) 1.05 0.645 0.369 0.057 -0.082 0.224*** 0.169*** 1.00     

6. Subsidiary age 2.40 9.545 5.962 0.132** 0.067 -0.011 0.174*** 0.0319 1.00    

7. Experience of subsidiary’s manager 1.68 30.02 13.11 0.024 -0.083 -0.075 -0.071 -0.044 0.054 1.00   

8. Industry 1.10 0.568 0.496 -0.045 -0.077 0.139** 0.175*** 0.307*** 0.007 -0.086 1.00  

9. Entry mode 1.09 0.227 0.491 -0.212*** 0.032 -0.027 0.132** 0.176*** 0.017 -0.094 0.071 1.00 

10. Home country 1.12 0.708 0.455 -0.127** 0.366*** 0.016 0.074 -0.078 0.064 -0.153** -0.054 -0.009 

*** p<0.01, ** p<0.05, * p<0.1; 

Table 3. OLS regression results  

Variables Model 1 Model 2 Model 3 Model 4 

Independent variables     

Regulatory distance  -0.203* -0.209* -1.045*** 

  (0.108) (0.106) (0.313) 

Cultural distance  -0.165*** -0.165*** -0.164*** 

  (0.058) (0.058) (0.057) 

Moderated variable     

Subsidiary size   0.041* -0.221** 

   (0.041) (0.101) 

     

Interaction terms     
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Variables Model 1 Model 2 Model 3 Model 4 

Regulatory distance x subsidiary size    0.186*** 

    (0.065) 

Cultural distance x subsidiary size    0.135*** 

    (0.038) 

Control variables     

Subsidiary’s export intensity  0.005*** 0.006*** 0.005** 0.004** 

 (0.001) (0.002) (0.002) (0.002) 

Subsidiary age 0.025*** 0.025*** 0.027*** 0.026*** 

 (0.007) (0.007) (0.009) (0.009) 

Experience of subsidiary’s manager 0.002 -0.002 -0.03 -0.001 

 (0.004) (0.004) (0.004) (0.004) 

Entry mode (greenfield vs acquisition) -0.582*** -0.557*** -0.560*** -0.542*** 

 (0.139) (0.143) (0.142) (0.141) 

Industry (service vs manufacturing) -0.117 -0.101 -0.154 -0.183 

 (0.121) (0.124) (0.123) (0.122) 

Home country (developed country) -0.233 -0.183 -0.204 -0.199 

 (0.125) (0.144) (0.143) (0.141) 

Model fit     

Observations 264 264 264 264 

Adjusted-R2 0.1077 0.1399 0.1748 0.2004 

Change in Adjusted-R2 - 0.0322*** 0.0349** 0.0256*** 

F-value 4.19*** 4.22*** 4.43*** 5.62*** 

Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1; constants in all models are included 
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Regression Results 

The regression results offer two conclusions. First, the various fit parameters show that our 

models fit the data increasingly well. Model 1 is a model with control variables and a constant 

only. The key explanatory and moderating variable as well as interaction terms were added in 

Model 2, 3, and 4. All of the models are significant at the 0.001 level and the estimates in the 

models remain robust in terms of signs and significance levels. Taken alone, this implies that 

institutional distance (both regulatory and cultural), subsidiary size explains a subsidiary’s access 

to complementary local assets. Second, the empirical results in the models offer support for our 

institutional distance measures. Both regulatory and cultural distance receive significant support, 

with both indicating that greater regulatory and cultural distance reduce subsidiary’s access to 

complementary local assets. The positive beta coefficients for regulatory distance, with p-value 

of less than 0.1 indicate that larger regulatory distance negatively affect subsidiary’s access to 

complementary local assets (β1 = -0.203, p <0.1). Cultural distance also has a strongly significant 

and negative effect on a subsidiary’s access to complementary local assets (β2 = -0.165, p <0.01). 

The results suggest that both regulatory and cultural distances arising from differences between 

home- and host country institutions have significant negative effects on subsidiary’s access to 

complementary local assets. Therefore, Hypothesis 1 cannot be rejected. 

Hypothesis 2 proposes that the negative effect of institutional distance on subsidiary’s 

access to complementary local assets is weaker when the size of such the subsidiary is larger. As 

seen in the regression results for Model 4, the interaction term between regulatory distance and 

subsidiary size is both positive and statistically significant (β4 = 0.186, p <0.01). This reveals that 

the negative effect of regulatory distance on subsidiary’s access to complementary local assets is 

significantly weaker when the size of such that subsidiary is larger (Figure 2). Similarly, the 

interaction term between cultural distance and subsidiary size in Model 4 has a strongly 

significant and positive effect on subsidiary’s access to complementary local assets (β5 = 0.135, p 

<0.01). This result implies that the negative effect of cultural distance on subsidiary access to 

complementary local assets is significantly weaker when the size of such the subsidiary is larger 

(Figure 3). Thus, Hypothesis 2 cannot be rejected. 
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Figure 2. The moderating effect of subsidiary size on the relationship  

between regulatory distance and subsidiary’s access to complementary local assets 

 

Figure 3. The moderating effect of subsidiary size on the relationship  

between cultural distance and subsidiary’s access to complementary local assets 

Table 3 shows the results obtained for our control variables as expected. We found a 

significant and positive effect of subsidiary’s export intensity on its access to complementary 

local assets (p <0.05). Furthermore, results reveal that subsidiary age has a significantly positive 
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effect on subsidiary’s access to complementary local assets (p <0.01). This is line with the 

argument of Vo et al. (2018) is that subsidiaries operating longer in the host countries is likely to 

adapt and understand local institutional environments, thereby overcome uncertainty problems. 

Thus, the subsidiary’s access complementary local assets is less obstacle. The final significant 

result accounts for the effect off the choice of MNE’s entry mode on subsidiary’s access to 

complementary local assets. Table 3 confirms the opposite effect on subsidiary’s access to 

complementary local assets (p<0.01). This finding is the line with the finding of Hennart et al. 

(2015) indicating that the more likely that an MNE enters through greenfield the less efficient 

markets for complementary local assets become. 

Robustness checks  

Table 4. Regression results of robustness checks 

 
Panel A: Alternative measure 

of the dependent variable 
Panel B: Tobit 

regression 

Panel C: Alternative 
measure of regulatory 

distance 

Independent variables    

Regulatory distance -0.961*** -1.276*** -0.242*** 

 (0.308) (0.317) (0.078) 

Cultural distance -0.170*** -0.179*** -0.167*** 

 (0.056) (0.059) (0.05) 

Moderating variable    

Subsidiary size -0.193* -0.261*** -0.154* 

 (0.099) (0.096) (0.082) 

Interaction terms    

Regulatory distance x subsidiary size 0.166** 0.227*** 0.046*** 

 (0.064) (0.066) (0.017) 

Cultural distance x subsidiary size 0.135*** 0.079* 0.013* 

 (0.037) (0.042) (0.007) 

Control variables    

Subsidiary’s export intensity 0.004* 0.007** 0.005** 

 (0.002) (0.002) (0.002) 

Subsidiary age 0.026*** 0.016* 0.024*** 

 (0.009) (0.008) (0.009) 

Experience of subsidiary’s manager -0.001 -0.002 -0.001 

 (0.004) (0.004) (0.004) 

Entry mode  -0.498*** -1.286*** -0.572*** 

 (0.137) (0.317) (0.142) 

Industry  -0.128 -0.184 -0.156 

 (0.119) (0.126) (0.122) 

Home country  -0.202 -0.100 -0.215 

 (0.138) (0.136) (0.149) 

Model fit    
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Panel A: Alternative measure 

of the dependent variable 
Panel B: Tobit 

regression 

Panel C: Alternative 
measure of regulatory 

distance 

Observations 264 264 263 

Adjusted-R2 0.1986 - 0.1917 

F-value 4.76*** - 4.54*** 

Pseudo R2 - 0.2386 - 

Log likelihood - -119.91 - 

LR Chi2 - 75.16*** - 

Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1; constants in all models are 

included 

As a test of model robustness, we performed several additional analyses. The results are 

respectively presented in Table 4 for the moderating role of subsidiary size on the negative 

relation between institutional distance and subsidiary’s access to complementary local assets. 

First, we estimated the models using alternative measure for subsidiary’s access to 

complementary local assets. Recalling that a subsidiary’s access to complementary local assets 

was originally measured on a factor score, an alternative measure, we summed the individual 

scale items for this construct (Panel A). The resulting aggregated index ranges from a minimum 

of five to a maximum of twenty-five: the higher the score on the index, the greater subsidiary’s 

access to complementary local assets. This does not affect the regression results, neither when 

using OLS estimation techniques nor for negative binomial estimation methods (the latter 

following a suggestion that scale can be interpreted as a count dependent variable). 

Second, we also tested our model using a Tobit estimation approach (Panel B), because 

both measures of the dependent variables (i.e., in terms of (i) factor scores or (ii) a summed 

scale) are potentially left and right centered which could affect the results. We found that the 

corresponding Tobit estimation results do not differ from the OLS estimates in terms of the signs 

and significance of the estimated parameter coefficient. 

Lastly, we also estimated our model using an alternative measure for formal institutional 

distance. We adapted the study of Slangen and Beugelsdijk (2010) reflected formal institutions 

through the governance quality of a country (Panel C). The authors based on Kaufmann et al.’s 

(2006) analysis. Kaufmann et al. (2006) identified six dimensions along which countries differ 

from one another in terms of governance quality – that is (1) voice and accountability; (2) 

political stability and absence of violence; (3) government effectiveness; (4) regulatory quality; 

(5) rule of law; and (6) control of corruption. They assigned most of the 213 countries included 

in their analysis a score on each dimension that varies between -2.5 and 2.5, with higher scores 

indicating higher governance quality levels. These scores are annually available at the World 

Development Indicators. We took the corresponding scores and calculated the absolute score 

difference between home and host countries for each dimension of each country pair and 

averaged these absolute score differences into a composite measure of formal institutional 

distance. The estimation results for this robustness test unchanged values for the estimated 

paramater coefficients, indicating that our main results in Model 4 is not affected by an 
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alternative measure for formal institutional distance.  

5. Discussion and conclusion 

Contributions to IB research and management implications  

We find support for the contentions that (1) greater institutional distance between Vietnam 

and home countries reduces subsidiary’s access to complementary local assets and that (2) larger 

subsidiaries have greater access to complementary local assets in institutionally distant countries 

than smaller subsidiaries do.  Our study using the sample of subsidiaries in Vietnam can be 

viewed as an excellent setting to evaluate the effect of institutional distance on local asset access 

and exploitation (Hennart et al., 2015) since while Vietnam is a high growth transition market 

representing significant market serving and resource seeking opportunities, it’s level of 

institutional development poses challenges for MNEs coming from more developed institutional 

contexts. The paper offers the following management implications. 

First, this study contributes to the complementary local asset literature by examining the 

effect of differences in institutional environments between home and host countries on 

subsidiary’s access to complementary local assets. This study suggests that the subsidiary’s 

access to complementary local assets can be affected by both regulatory and cultural distances 

between home and host countries, and that this effects on the subsidiary’s access to 

complementary local assets are contingent upon such the subsidiary size. Taken together, the 

findings suggest that the negative effects of institutional distance between home and host 

countries on subsidiary’s access to complementary local assets are moderated by the subsidiary 

size. In so doing, the findings support earlier studies in which institutional country differences 

between home and host countries limit the exploitation of location-specific advantages in local 

markets (Vo et al., 2018; Hennart et al., 2015). To reduce the liability of foreigness as well as 

uncertainty caused by institutional distance, MNEs need to adapt to host country conditions by 

establishing larger subsidiaries in culturally distant countries.  

Second, by exploring the interaction between regulatory and cultural distance and 

subsidiary size, our study extends the application of institutional theory in the context of 

exploiting location-specific advantages in local markets by MNEs (Dunning and Lundan, 2008; 

Verbeke, 2009). We show that larger mutinational subsidiaries accessing complementary local 

assets in a highly institutionally distant country is easier than for a smaller subsidiary.  

Our in-depth analysis helps subsidiary and headquarters managers in designing the most 

appropriate strategies for obtaining the optimal level of access to complementary local assets in 

institutionally distant host countries. First, both headquarters and subsidiary managers need to 

understand and become more familiar with the institutional environment of local markets as a 

key preparatory activity for accessing local assets. Second, while this is not easy, managers need 

to consider the most appropriate entry mode corresponding closely to the institutional nature of 

each host market as one way to partially overcome those difficulties (Hennart et al., 2015). 

Third, since smaller subsidiaries tend to be at a disadvantage when seeking local complementary 
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assets, forming strategic alliances with larger, more experienced MNEs may aid in the learning 

curve for the smaller subsidiary. Together, these implies that in the long term, to access 

complementary local assets in Vietnam, MNEs need to have long term strategy with the different 

appropriate stages of entry corresponding to smaller subsidiaries. A possible suggestion is that at 

the first stage, a new and small MNE subsidiaries should choose non-equity modes such as 

contractural agreements or franchising/licensing or co-marketing. At later stages, they could 

move to the next step: joint ventures or partially owned subsidiaries: M&A and greenfield. This 

gradual approach would build up mutual trust and closed personal relationship between MNE 

subsidiaries and local partners in transition economy like Vietnam and in the long run facilitate 

access to local assets. 

Study limitations and implications for future research 

This paper has limitations that open interesting avenues for further research. First, it would 

be worthwhile to study whether and how intra-country variations matter for the possibility of 

subsidiary’s access to complementary local assets. Thus for larger, more diverse host economies, 

institutional distance within the country may have important implications for MNE strategies.  

Second, following recent methodological innovations (Beugelsdijk and Mudambi, 2013), 

future research could construct variance-based measures for those applied in this study, and in 

doing so, offer an opportunity to test whether a subsidiary’s access to complementary local assets 

differs from mean-based or variance-based measures. Furthermore, the types of activities 

performed by a subsidiary – (design, marketing or production activities) could also be affected 

by the variation of a subsidiary’s access to complementary local assets especially where some 

are more reliant on tacit knowledge and information and therefore subject to the impediments or 

enrichments that informal institutional distance can produce. 

Third, further research can broaden the empirical scope of this study by linking 

subsidiary’s access to complementary local assets to the level of subsidiary’s integration (or 

linkages) with local partners and its contribution to local economic development (for example, 

solving employment and conducting social responsibility in local location).  

Lastly, the personal relationship between subsidiary and headquarters managers on the one 

hand and with local officials on the other form a central determinant of collaboration success 

between two sides, both within the firm and in its external interaction (Conklin, 2011). Long-

standing interpersonal relationships and trust between managerial levels in an organization and 

between firm managers and local officials could also facilitate the renegotiation of contracts (De 

Jong et al., 2015; Vo, 2013). These aspects are likely to trigger different responses in both MNE 

strategy and local partners’ behaviour, including openings for foreign investor’s access to 

complementary local assets. 
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Abstract: Using a unique dataset on ideas of medium-leaders at provincial level in 

Vietnam, this paper tries to contribute the current literature some initial thoughts on areas need 

to adjust of current model of Vietnam social security to achieve a better status. The author 

utilizes basic statistical analysis to identify several areas that are potential focal points 

including: (i) financial areas; (ii) poverty reduction; (iii) fundamental educational services. 

These areas are performing not very well based on the outcome of survey on more than 200 

medium-leaders at 12 provinces in Vietnam. The results of this paper could be utilized as signal 

for government in selecting areas to change in the short term, medium and long term. 

Keywords: opportunities of accessing financial resources, developmental 

policies on poverty reduction, educational services, Vietnam 

 

1. Introduction 

Building up a new model of social security which is achieving universal health coverage 

and extending of social insurance coverage is not possible without offering households and 

individuals appropriate benefits. One of the United Nation's Sustainable Development Goal is 

that universal coverage should be achieved by all member countries by 2030. Therefore, it is 

essential that governments in lower and middle-income countries must define their appropriate 

model allowing financial contribution of participants for health services, social insurance and 

protection, and fundamental services (Bredenkamp and Buisman, 2016). To determine what is 

appropriate model of social security for Vietnam in the coming decades, it is important to 

understand the perception of managers at provincial level who have the best knowledge about 

current situation of contemporary model and factors, which is determine the new model (ISSA, 

2007, Masiye et al., 2016, Merrien, 2013, Van Ginneken, 2007). 

In Vietnam, the current model of social security is running partially perfect, but it is not 

really fit with needs of people. It is also does not fit with the new trend of development of a 

new class model of social security emphasizing on the application of new technologies. The 

new class focuses on the equity in financing and utilization based on horizontal and vertical 

equity approaches that are emphasized in national masterplans. Additionally, it embeds 
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social security into the spectrum of societal preferences. To make some inroads in achieving 

these goals, in 2013, Prime Minister of Vietnam issued the Decision No 1215 dated 23rd July 

2013, which was named "Approval for development plan of social insurance to 2020" with 

the aim of enhancing the quality of social insurance and extending the coverage of social and 

health insurance. 

This paper tries to figure out several areas needed to adjust current model of social security 

in Vietnam based on ideas of medium leaders at provincial level. These leaders with their 

experiences on the spectrum of social policies and relevant activities might bring a shed light to 

us on the coming up model of social security. Additionally, their ideas are based on facts and 

daily basis activities of social security will fresh our understanding of the old model of social 

security. It is very naive if we believe that the new model of social can be built based on ideas of 

several hundreds of medium leaders at provincial level; but it is believed that their very first 

ideas will help us to draw the new model of social security. 

In the next sections, this paper is organized as follows: 

(i) Section 2 present methods and materials are utilized by this paper; 

(ii) Section 3 describes results from statistical analysis of this paper; 

(iii) Section 4 shows discussion of results. 

(iv) Section 5 is concluding remark. 

2. A brief of literature review 

Having an appropriate social security model in a society is a desire of every nations 

worldwide. From perspective of management, Bonnet et al. (2010) debate that the suitable social 

security model needs to control the rising costs of public expenditure on old-age pension system. 

Support this idea, Macnicol (2011) argues that the appropriate social security model needs to 

address the valued idea of dropping out the displacement of younger unemployed workers from 

benefit system to maintain the sustainable status of social security model. Additionally, 

McKinnon (2010) proposes an idea on enhancing capacity of social security model by utilizing 

information and communication technologies. The scholar suggests that with appropriate and 

strategic investment of government and pension funds on information and communication 

technologies, social security model would easily resolve the problems coming from ageing 

society. Morel et al. (2011) supply evidence from European countries where they use definition 

of "social investment" for a strategic understanding that social security model should be a mix of 

public policies and social policies. 

Critics on the current social security model worldwide focus on two aspects: (i) 

constrained financial resources; (ii) expansion of coverage is low. Within the constrained 

financial resources, social security model cannot maintain social investment level overcome 

social security (Jensen, 2014). However, McKinnon (2016) provides a very fruitful menu of 

building up a new social security model in not only developing countries but also developed 

nations. In his paper, he argues that the changing in social security administration by employing 
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the newest innovations could help nations in selecting and setting up their own innovative and 

appropriate social security models. 

3. Methods and materials 

3.1. Data and setting 

Data were collected from the research project funded by Vietnam's Government. The 

survey includes 25 questions covered four themes: (i) support for jobs and poverty reduction (4 

questions); (ii) social insurance (3 questions); (iii) social protection (5 questions); (iv) several 

fundamentally social services (13 questions). 

3.2. Sampling and sample size 

The survey uses two stages random sampling. Firstly, 12 provinces from 63 provinces of 

Vietnam are non-probability selected; secondly, based on the list of managers in the 12 

provinces, 225 managers are non-probability selected.  

3.3. Data analysis 

Data analysis was conducted in 3 steps: 

(i)  Statistical analysis common trends in implementing social security policies; 

(ii) Statistical analysis of medium-leader's responses on several pillars of social security 

policies; 

(iii)  Identifying focal areas of adjusted model of social security based on answers of 

managers attending this survey. 

Statistical analysis common trends describe an initial picture of struggles where we can see 

the very first ideas of respondents on the current social security model.  

Pillars of social security model are made stably for many years by dozens of scholars 

worldwide. By calculating the percentage of managers' responses based on the current 

knowledge on social security model we can understand the weakness of not only the current 

model but also the knowledge of managers. Therefore, we can derive potential solutions to fix 

these weaknesses. 

In the last step, we will identify areas that are focal points in adjusting the current model of 

social security in Vietnam based on the ideas from more than two hundred of managers in the 12 

provinces. It is acceptable that these ideas might not represent the whole managers in the field of 

social security; instead, we could use these ideas as suggestions to our new proposal of social 

security model. 

3.4. Limitations of study 

Because of data limitations, we were unable to consider all aspects of the new model of 

social security in Vietnam. Instead, we are just focusing on the four significant pillars of social 

security model based on the best knowledge in the world on social security. In addition, the 
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sample size of this study is not ideal to generalize result. 

4. Results and discussion 

4.1. Results 

4.1.1. The need to transform old model of social security 

Among 13 policies of the current social security model, about 51% of respondents 

show that policy on job creation is unrealistic (the highest figure) and approximate 19% of 

respondents express that voluntary social insurance policy is not realistic (the lowest figure). 

The second highest unrealistic policy, named as poverty reduction policy, which is almost 

33% of respondents, while the second lowest impractical policy, named unemployment 

insurance policy, which is just over 19,5% of respondents. The third highest impractical 

policy is housing policy with 31,6% of respondents and the third from the bottom is 

emergency social protection with almost 22,7% of respondent. The next highest unrealistic 

policy is fresh water assistance where just below 29% of respondents pointed out, while the 

next less unrealistic policy is compulsory social insurance with just below 22,7% points. In 

the middle of this category are regular social protection (26,22%), health services (27,11%), 

providing information to people (24,44%), educational services (28%). These figures imply 

that all policy of current social security model does have their own problems need to solve as 

soon as possible. In addition, these policies could be areas that need to change or at least 

adjust to make new model of social security. 

In the next move, almost 23% of respondents share that unemployment insurance has 

complex procedures while providing information to people has least complex procedure, 

only 5.33%. The second social policy having complex procedures according to respondents 

is compulsory social insurance with almost 21% of participants, whereas just below 6% of 

respondents agree that policy on fresh water assistance is complicated. Housing policy is on 

the third highest place with nearly 16% of respondents agreeing to be complex procedures, 

while 6.67% of respondents demonstrate that educational services are complex. The other 

policies of spectrum of social security policies have different level of complex procedures 

based on the understanding and knowledge of respondents, ranged from 8.44% to 15.56%. 

Finally, as can be seen from figure 1, just below 17% of respondents (highest number) 

agrees that voluntary social insurance is less friendly to people, while only 6.67% of respondents 

(lowest number) agree that regular social protection is less friendly to people. Providing 

information to people is identified as second less friendly policy to people, nearly 14.7% of 

respondents, while housing policy is the second lowest with 7.56% of respondents agreeing to be 

less friendly to people. 

 

 

Figure 1. The status of implementation of social security policies 
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Source: Author's estimation based on survey data 

4.1.2. The need to improve opportunities of accessing financial sources 

Accessing financial resources is the great chance for poor people to escape from their poor 

to a better economic conditions and improved living standards. Poverty reduction is an umbrella 

policy of Vietnamese government where policy on improving opportunities to access financial 

sources for poor people is a sub-policy. Aiming to understand the need of poor people in 

accessing financial sources, this section provides a statistical description of struggles in utilizing 

financial sources.  

As can be seen from figure 2, poor people need money to escape from their poor status. 

They could use money in investing or training or other effective actions to reduce and then 

eliminate their poor conditions. However, poor people are on struggles in accessing to financial 

sources. Almost 70% of respondents agree that low loan limit is the biggest constraint to keep 

poor people far from financial resources. The second constraint is time of loan where just over 

50% of respondents point out concurrently. Poor people need more time to pay back their loan, 

and certainly they will not take any loan if  bankers ask them to return their loan within a short 

time period. Poor people are the vulnerable group of people and they need to borrow money with 

longer period for paying back to bankers. The third highest constraint is loan procedures. Nearly 

36% of respondents agree that complicated loan procedures restrict poor people to access 

financial resources. The lowest constraint is the aware of people on something called "negative 

issue", only 7.11% of respondent. "Negative issue" refers to "small or medium gifts" that poor 
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people must give to bank's official to gain a loan. 

Figure 2. Struggles in utilizing financial sources 

 

Source: Author's estimation based on survey data 

4.1.3. Problems with implementation of developmental policies on poverty reduction 

To measure the effective of implementation of developmental policies on poverty 

reduction, this paper asks respondents to evaluate the implementation by two outcomes: (i) 

effective and (ii) less effective. Nearly 70% of respondents agree that activities 1 have been 

done effectively while only 8.9% of respondents decide activities 1 operating ineffectively. 

Activities 2 and 4 have similar results where 40.4% and 36.9% of respondents choose 

effective respectively, while only 28.0% of respondents select less effective for these 

activities respectively. 

The focal points of this section are on activities 3 and 5 where more than 50% of medium 

leaders agree that they are implementing ineffectively. For activities 3, the linkage of firms, 

collectives and households to develop manufacturing, selling product is less effective. More than 

53% of respondents agree that this linkage is less effective. For activities 5, job placement for 

workers return home from oversea is the highest ineffective. The percentage of respondents not 

optimistic to these activities is just over 50%. It means that there are a large room for improving 

this policy in at least two areas: (i) improve linkage of households, firms and collectives; (ii) 

improve support activities for workers returning home from oversea. 

Figure 3. Activities to support poverty reduction 
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Source: Author's estimation based on survey data1 

4.1.4. Struggles for educational services at local level 

Figure 4 shows several struggles for educational services at local level. The highest 

struggle is “Lack of educational equipment” with almost 57% of respondents, while the lowest 

struggles are “Slow changing administrative procedures” and “Linguistic differences in teaching 

in upland areas” with 18% of respondents for each of them. The second highest struggle is “Low 

level of support to pupils” where nearly 46% of respondents agree with, whereas the second 

lowest struggle is “Pupils’ parents are still ‘give extra money’ to teachers” with 20.9% of 

respondents. 

The third highest struggles are “Slow reform in content” and “Slow improving quality of 

teachers” with 41.2% of respondents for each struggle, while the third lowest struggle is “The 

dropout rate among children, especially ethnic minorities, is high” with 27.5% of respondents. 

The final struggle is “Lack of room” with 38.4% of respondents. 

These results can draw out a puzzle of educational services at local level and several 

struggles that social security policies must overcome. Based on choices of medium-leaders, it is 

said that there are three priorities areas: (i) educational infrastructure; (ii) performance of 

teachers; (iii) contents of textbook, teaching program. The need to change administrative 

procedures and language of teaching is less critical to the other areas. 

Figure 4. Struggles of educational services at local level 

                                                 
1 Activities 1: Training, technology transfer; seeds, cattle; machinery, materials, production tools; 

fertilizer, food for animals, pesticides, veterinary; Activities 2: support for: workshops; machinery and tools; 
materials for production; TAFE, career advice, market access, making jobs; Activities 3: connect families to 
firms, collectives to develop manufacturing, selling product; Activities 4: support for labor working oversea; 
Activities 5: consultant, job placement after workers return home from oversea. 
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Unit: % of respondents 

 

Source: Author's estimation based on survey data 

4.2 Discussion 

Firstly, statistics of social security policies provide a complex outcome to interpret and 

understand; it requires a further study to explore deeper. 

The most unrealistic policy (policy on jobs) is also the policy being fewer complex 

procedures; and the moderate unrealistic policy (providing information to people) is also the 

least complex policy. It means that unrealistic policy does not imply the simple status of the 

policy. Normally, realistic policy also requires pragmatic mechanism to implement. To build a 

pragmatic mechanism we do need to operate an environment of complex procedures because the 

mechanism needs to reflect real world. The real world is a complex world, so the mechanism 

should be complicated. Consequently, realistic policy should be aligned with complex 

procedures.  

In addition, because realistic policy requires complex procedures to implement, the policy 

should be unfriendly to people. However, from this survey, we do not have much linkage 

between the realistic policy, complex procedures and less friendly to people. For example, policy 

on jobs is the highest unrealistic policy, but it also the less complex procedures and friendly 

policy to people; on the other hand, emergency social protection policy is a moderate unrealistic 
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policy, according to respondents, but this policy is less complex and friendly policy than policy 

on jobs. Theoretically, the less unrealistic policy should have more complex procedures and 

friendly to people. This conflict implies that the understanding and knowledge of medium 

leaders at provincial level are somewhat incomplete. 

Secondly, reasons for difficult in accessing to financial resources provide a very good 

instance of not escaping from poor conditions of poor people, but it is complex in outcome 

interpreting. 

Medium leaders' opinions in this situation does not convince the author on their decision in 

ranking these reasons. Low loan limit should not be a critical reason for constraining the 

opportunities of accessing financial resources for poor people. Instead, this should be a good 

reason for helping poor people maintaining financial resources for them. Financial institutions 

are doing their business and they must maintain their financial positions; and in fact, they are not 

charity financial institutions. Financial institutions set a low loan limit to protect poor people and 

financial institutions' financial position. If financial institutions cannot protect themselves, they 

will not have ability to finance poor people. Consequently, we understand here that medium 

leaders at provincial level do have a limited knowledge on finance and banking. 

Short time of loan could not a constraint for poor people in accessing to financial 

resources. Instead, it should be a signal for poor people in thinking carefully before they submit a 

loan request to financial institutions. In addition, financial institutions need to have a return 

quickly because poor people might use their loan ineffectively and cannot return to financial 

institutions. It might be risks for both sides if duration of loan is long. Therefore, setting short-

time period of loan is a hard choice of financial institutions on poor people but it is a good choice 

for both sides. 

It is expected that respondents would select "no consultation or guidance in using capital" 

or "complicated loan procedures" as the first and second serious constraints opportunities of 

accessing financial resources for poor people. However, participants did select these two 

constraints as third and fifth constraints. There are two constraints should be aligned that are 

named "low loan limit" and "high interest", but the outcomes are too different. It is expected that 

respondent selects "low loan limit" and "high interest" at the same frequency because these two 

are linked together. Financial institutions might set "Low loan limit" because they wish to apply 

a "high interest" to poor people. 

Thirdly, results of supports from local government on poverty reduction are including 

bright and grey sides and reflecting the ability to response new trends of local government on 

poverty reduction. 

Local governments are good at implementing activities 1, 3 and 4 which are old fashion. 

They are familiar with the old trend and do know how to implement effectively. However, it is 

hard to transform or improve these activities in a more effective ways because local 

governments' officials might not wish to change their routines and vintage behaviors. In fact, 

there might have internal forces in constraining the new way of implementing these activities in 
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a more effective because there are a large percentage of respondents who select ineffective for 

these activities. 

Additionally, activities 3 and 5 are needed to change considerably. The two sets of 

activities are new to local governments and then they do not really know how to do it properly. 

The linkage between households, firms and collectives is new approach to reduce poverty at 

local level that arrive recently. Exported labors returning home from oversea are needed support 

from local government to settle their life and jobs. These labors are expected to bring their 

working experiences to home, but their experiences might not be utilized due to ineffective 

implementation of these activities of local governments. 

Fourthly, performance of teachers and quality of textbook and should be top priorities 

rather than educational infrastructure. 

Educational infrastructure such as learning rooms and educational equipment can be 

changed easily and in the short term; it requires only capital investment. However, it is 

assumed that if we have enough educational infrastructures, but we do not have enough quality 

teachers, or the quality of textbooks is low, we could not utilize appropriately educational 

infrastructures and even we could not increase quality of educational services at local level as 

our expectation. Performance of teachers and quality of textbooks are the two critical areas 

should be focused. Now, if we have good quality teachers and textbooks, teachers can teach 

properly pupils with just moderate quality of educational infrastructures. In fact, performance 

of teachers and quality of textbooks are the two most critical areas of educational services and 

learning process at local level. 

It is argued that lack of educational equipment and rooms will probably constraints 

opportunities of learning of pupils and then teachers could not perform their class to pupils. It is 

true for saying that, but learning is a process and educational infrastructures are just conditions 

of education and training. The whole system of education and training include biologically three 

things: (i) teachers; (ii) textbooks; (iii) educational infrastructures. Good quality of teachers will 

probably create suitable educational materials including partial educational equipment for pupils 

from daily living events. Practical examples from real life are more important to pupils than 

artificial examples based on educational equipment. 

5. Conclusion 

In this paper, the author tries to identify several areas of current social security model 

needed to adjust aiming at a better system. The whole system of current social security model 

does run partially properly, but in some areas of the system are not running very well. There are 

requirements for amending them to enhance the quality of the model. Therefore, we do need to 

identify the areas needed to adjust. Based on ideas of medium-leaders at provincial level, this 

paper formulates following areas: (i) transformation of the old model of social security; (ii) 

opportunities of accessing financial resources; (iii) implementation of developmental policies on 

poverty reduction; and (iv) educational services at local level. These areas need to be focused not 

only in the short-term but also in medium and long-term. 
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Through analysis of the unique dataset, this paper tries to contribute to current literature on 

transforming of social security via two things: (i) providing initial ideas of medium-leaders at 

provincial level on transformation of current model of social security in Vietnam; (ii) providing 

an analysis of rich dataset on perception of adjusted social security model based on the facts 

provided by medium-leaders. These contributions could be enhanced if we have a chance to 

expand our research from 12 provinces to a larger number of provinces. Consequently, future 

research should focus on the coverage of the research or dig deeper on one or two areas of 

current social security model to have better understanding. 
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Abstract: In recent years, Vietnamese electronics industry has seen a rapid development. 

The exports of electronic devices and components have increased by 36.5% in 2015, and 21.5% 

in 2016. In addition, in the period of 2013 – 2015, electronics industry is the one which had the 

highest consuming indicator in comparison with other processing-making industries. However, 

due to the fact that more than 90% of subsidiary materials for production have been imported, 

and the relationship between domestics companies and other international corporations and 

firms in supporting industries is still really weak, the added values of the whole electronics 

industry show their insignificant proportion in the electronic production chain in the area. 

Particularly, in the context of deepening economic integration, supporting industries are 

underdeveloped, and weak linkages are two of the main reasons why it is difficult for the industry 

to improve competitiveness and capture opportunities for integration. By using inter-sectoral 

balance sheet methodology, this paper aims at analysing the linkages in electronics industry, 

thereby providing an assessment of opportunities and challenges, as well as proposing some 

recommendations for developing the linkages in electronics industry in the context of integration 

in Vietnam. 

Keywords: linkages, electronics industry, supporting industry, integration 

 

1. Rationale 

Linkages in production have been considered as one of the most important factors to 

reduce production costs, enhance add values for the industry and products. Especially, for 

manufacturing and processing industries, linkages play an important role in the renovation of 

technologies and production organization, thus boosting the productivity and effective 

production for both manufacturing sector and economy. Despite being considered as an industry 

with high growth rate and accounting for a significant proportion of total export turnover as well 

as having favourable rate of products consumption, etc, the added values of electronics industry 

in Vietnam are quite trivial and the intrinsic participation of domestic enterprises is still very 

low. This makes it urgent to profoundly consider the current status of linkage in production of 

Vietnam electronics industry over time, then to evaluate the impacts of linkages in the context of 

in-depth integration along with more and more opportunities and challenges.  
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2. Overview, theoretical background and research methodology 

2.1. An overview of some related studies  

Since the linkages in production of industries to the economy are significantly important, a 

number of studies have been done both internationally and domestically (in Vietnam).  

According to Khalid Nadvi and Stephanie Barrientos (Nadvi and Barrientos, 2004), 

industrial clusters, or geographical concentration of firms and ancillary units engaged in the same 

sector, can generate various advantages for small firms. The cluster model emphasizes internal 

linkages, whereby local firm cooperation, local institutions and local social capital further cluster 

gains. The growing evidence on small firm clusters in developing countries competing in local and 

global markets has driven much of the policy enthusiasm on promoting clusters. Similarly, 

according to Ana Colovic and Olivier Lamotte (Colovic and Lamotte, 2014), clusters can facilitate 

the internationalization of international new ventures by providing resources, networking 

opportunities and legitimacy to help them reach global markets and by increasing the speed of 

internationalization; also, Joynal Abdin (Abdin, 2016) claimed that cluster development is seen as 

an effective tool for promoting economic growth. Industrial clusters are considered one of the most 

effective mechanisms for boosting income and employment growth, especially for small and 

medium sized enterprises (SMEs). Developed or developing countries have their own policies for 

developing industrial clusters. To calculate the degree of linkage of industries, Lafang Wang et al. 

(Wang et al., 2011) measured the direct and indirect contribution of the steel industry in the 

Chinese economy and assessed the difference between the steel industry of China and other 

countries. For that purpose, the I-O model was used to detect industrial linkages including reverse 

linkage and forward linkage of eight iron-producing states. Isara Muangthai, Sue J. Lin, Charles 

Lewis (Muangthai et al., 2016) based on the I-O tables 2000, 2005, 2010, investigated the linkage 

between the electricity sector and other sectors. The results show that the power sector has a high 

degree of forward linkage effect and a relatively low reverse linkage effect. As a result, the 

electricity sector has a significant impact as a source of inputs for other sectors, but it has low 

capacity to attract the outputs of other sectors. Similarly, Elias Giannakis and Theofanis P. 

Mamuneas (Giannakis and Mamuneasb, 2018)  also used the I-O method to calculate the linkages 

and interdependencies among industries in the Cyprus economy during the recent economic crisis. 

Input-output multiplier analysis shows that the food industry and transport sector have the most 

reverse linkages in the Cyprus economy. The food industry and the agricultural sector have 

achieved positive effects on the economy during the recession. 

For domestic studies, according to Nguyen Dinh Tai (Tài, 2013), the role of linkages in 

production and the theories of industrial clusters were derived from the theory of competitive 

advantages by Michael Porter (1990). This theory indicates that each cluster of industrial 

linkage is the same as the value chain in the production of goods and services, in which 

industries are linked together by the flow of goods and services. Those industrial linkage 

clusters are formed by the high concentration of firms in a number of closely related sectors 

and fields, which are closely related to the role of supporting firms. The growth of an industrial 

linkage cluster is commonly associated with the increase and sustainable development of 
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enterprises in the supporting industry. A well-formed industrial linkage cluster will create the 

basis for enhancing competitiveness through a number of components: facilitating businesses 

to improve productivity; boosting creation and innovation; influencing the formation of new 

businesses in the industry or in related industries. Similarly, Le Minh Ngoc and Le Huyen 

Trang (Ngọc and Trang, 2011) stated that industrial linkage clusters have had impacts on 

competitions and creates competitive advantages in three ways: increasing the productivity of 

enterprises in the clusters by improving access to suppliers, skills and information; adjusting 

the direction and pace of innovation to future productivity growth; and promoting the 

formation of new businesses. 

 On the other hand, research done by Nguyen Ngoc Son (2015) (Sơn, 2015) on industrial 

clusters has shown that, geographically concentrated companies and related organizations often 

link together in a specific area, contribute to the enhancement of local economy and 

urbanization, facilitate industrial restructuring, as well as encourage inter-enterprise linkages, 

allowing more concentrated public investment resources. On the other hand, this also provides 

opportunities for the accumulation of information and knowledge that are the premise for 

creation and innovation in production and lower transaction costs. Similarly, according to Vo Tri 

Thanh et al (Thành), the development of the industrial linkage clusters creates conditions for 

increasing competitiveness (through production costs reduction, information sharing, and other 

resources), innovation (technology, management, etc.), development and transformation of local 

economic structure. So far, there are more than 2,500 initiatives for worldwide developing 

industrial linkage clusters in 75 countries of all levels of development. Linkages can be 

expressed in relations between enterprises of various economic sectors both domestically and 

internationally; between foreign invested enterprises and domestic enterprises; between large 

enterprises and SMEs in industrial zones and clusters; between enterprises and state management 

bodies and policy-making agencies; between manufacturing enterprises and training institutions, 

research institutions, and industry associations, etc. 

Thus, the studies show the importance of linkages and industrial clusters in production in 

general. On the other hand, the issues of linkage development in industrial production are closely 

associated with the development of supporting industry. For general assessment of the linkage in 

industrial production, it can be based on different aspects such as: the linkage between main 

industrial enterprises and domestic supporting industrial and foreign invested enterprises; 

between domestic enterprises themselves; between enterprises and the government and other 

training institutions, research institutions, and industry associations; etc. 

2.2. Theoretical background 

2.2.1. Conceptualizations 

Electronics industry 

The electronics sector manufactures electronic apparatuses for other industries and 

electronic appliances, such as computers, televisions and circuit boards. Electronics 

industries include telecommunications, equipment, electronic components, industrial and 
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civil electricity. Electronics companies produce electrical equipment and electrical 

components, then sell these products to consumers. Practices of electronics industry include 

the design and manufacture of hardware products; assembling and processing hardware 

products; providing industrial hardware services. Hardware products include: computers, 

networking equipment, peripherals; audiovisual devices; electronic appliances; specialized 

kits; information - telecommunications, multimedia equipment; electronic parts and 

components; and other hardware products. 

Electronics supporting industry  

Electronics supporting industries are those that manufactures basic materials, components, 

spare parts, semi-finished products to supply for electronic assembly industries. In particular, 

products of electronic supporting industry include common raw materials like plastics, rubber, 

metals; spare parts include: plastic-rubber parts, metals parts, electrical parts (batteries, wires, 

etc.), electronic components, and packaging. 

From all of the above, the authors would like to propose a diagram reflecting the 

production chain of the industry as follows:  

 

Figure 2.1: Production chain of electronics industry 

Source: Authors’ resources 

Clusters  

Clusters are geographic concentrations of interconnected companies and institutions in a 

particular field, specialized providers, service providers, companies in linked industries, and 

related organizations (such as universities, standards-setting agencies and industry associations), 

which both compete and cooporate together” (Thanh) 
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Basic conditions for effective development of clusters: 

(i) There must be leading companies, also known as pioneers (domestic and foreign 

invested, especially multinational (MNC) / transnational companies (TNCs)); 

(ii) network of supplying companies operating effectively (with developed system of 

supporting industries); 

(iii) Economic fundamentals with basic production factors such as human resources, 

technology, access to capital, business environment, and basic infrastructure. 

2.2.2. Relationship between linkage development in electronics industry and international 

integration 

On the one hand, international integration in general and international economic 

integration in particular create opportunities for domestic electronics industries to access foreign 

investment capital, modern technology and qualified human resources to promote production. By 

expanding cooperation with other countries, regions, and international economic organizations, 

the electronics industry and related supporting industries will have opportunities to develop 

production and promote linkages domestically and internationally, widen markets, attract 

investments, renovate technology and organization, improve quality of human resources, and 

take part in global suppy and production chains. In addition, international integration creates the 

demand for both products and production activities of electronics industry – one of the important 

conditions for its development process. 

Besides, the wider the integration is, the stricter the requirements are for industrial 

manufacturers to improve the quality and the competitiveness of their products. It can break the 

existing weak links and create stronger new ones. Other challenges include the needs to meet 

increasing requirements in production processes, labour safety, environmental protection 

regulations, technical standards, etc. in compliance with the regulations of international 

organizations. 

On the other hand, the development of the electronics industry and the promotion of the 

linkage between electronics manufacturers also create important premises and foundations for a 

nation to successfully integrate into and gain benefits for the whole country and its people. The 

close link between domestic electronics supporting industries will help the export products meet 

the requirements of localization ratio; reduce production costs for the assembly industry; raise 

the level of competitiveness for production activities in enterprises, thus raise the 

competitiveness and added values for export products. Conversely, if the SI sector is 

underdeveloped, weak linkages will be a big obstacle for attracting investors and multinational 

corporations to invest and expand their production and business activities in that country. At the 

same time, the process of capital transfer could take place from less developed SI countries to 

more developed SI countries. 

Within the scope of thhe research, the authors would like to focus on one aspect of this 

relationship, namely to give an assessment of the opportunities and challenges of international 

integration to the issue of linkage development of Vietnam's electronics industry. 
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2.3. Research procedures  

Within the scope of this article, to clarify the linkage in the manufacturing of the electronic 

economy in the context of integration, the authors focused on analysing the contents as follows: 

 First, generally analyze the development of Vietnam's electronics industry; 

 Second, analyze the linkages in the production of Vietnam's electronics industry, 

including the links between supporting industry enterprises and main electronics enterprises; the 

links between main electronics firms with local enterprises (domestic and foreign invested ones); 

and forein enterprises (sources of imports). 

 domestic and foreign businesses (local and foreign invested enterprises) and foreign 

companies (importers) 

 Third, evaluate the opportunities and challenges of international integration to the 

linkages in the development of Vietnam's electronics industry. 

2.4. Research methodology 

To examine the linkage of the electronics industry in the context of integration, the author 

decided to use both the qualitative method and the quantitative method. 

Qualitative methods include methods such as descriptive statistics, comparing and 

constrasting, etc. for generalizing the real situation of production and running of the Vietnam's 

electronics industry, overviewing the links between supporting industry and main electronics 

industry firms, and providing critical evaluations of opportunities and challenges of the linkage 

in  Vietnam's electronics industry in the context of integration. 

Quantitative method: The sectoral inter-linkages approach is used to calculate the 

coefficients of reverse linkages, forward linkages, and diffusion coefficients to imports, in order 

to clarify the linkage between domestic and foreign supporting industry and main electronics 

industry firms. 

Basic relationship: 

)1(..

).(

XMYXAYXA

XMYYXAA
mmdd

mdmd





 

In which:  

Ad.X is the vector of intermediary cost of goods produced in the country;  

Am.X is the vector of the intermediary costs of the imported products;  

Yd is the final demand vector of domestic goods;  

Ym is the final demand vector of imported products. 

Demand for imports has two purposes: one for production (Am.X) and one for final 

consumption (Ym) or: MYXA mm . .  Then, the equation (1) is rewritten as: 
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Thus, relation (2) returns to Leontief's standard relations in non-competitive form, 

Leontief's inverse matrix (I-Ad)-1 represents a much better reflection of the sensitivity and 

diffusion of industries in economy. 

Application of the sectoral inter-linkages model for linkage-diffusion impact analysis. 

Import diffusion 

In non-competitive I/O form, we have a relationship as follow: 

 (Ad + Am).X + Yd + Ym -M= X      (3)  

On the other hand, this relationship can also be written as: 

X- Am.X= Ad.X +Cd +Id+E+Cm+Im-M=TDD -Mp                       (4) 

In total domestic demands (including intermediate consumption, final consumption, 

investment and exports) TDD = Ad.X +Cd +Id+E, in which we have: 

X = (I-Am)-1.(TDD- Mp)      (5) 

or X = (I-Am)-1.(TDD+ Cm+Im + E - Mp)             (6) 

The matrix (I-Am)-1 is called the factorial matrix on imports. 

IMi = ∑mij          (vertical sum of matrix (I-Am)-1) 

Diffusion coefficient of imports = n.IMi / ∑IMi 

If the coefficient of the sector is greater than 1, it is obvious that these sectors have stimulated 

imports and depend heavily on import factors. If this coefficient is smaller than 1, and the smaller is 

it, the less it depends on external factors and the more competitive domestic sectors are. 

Backward linkages and forward linkages: 

- Backward linkages: 





n

i
i

j

j

mulO
n

mulO

1

)(
1

)(
   in which: µj means the backward linkage of sector j; 




n

i
ijjmulO

1

)( 
 

(vertical sum of  Leontief's inverse matrix)
 

A sector with backward linkage indicators greater than 1 is considered as a sector of great 

diffusion. An increase or decrease in the final demand for the products of these sectors will 

significantly affect other sectors and the economy. 

- Forward linkages: 
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In which: FLi is the total value that sector i supplies to other sectors in the whole 

production system of the economy when the final demand value in each of these industries 

increases by one unit.  

 



n

j
ijiFL

1

   (vertical sum of  Leontief's inverse matrix); i   is the forward linkage 

signal of sector i. The sectors that have i >1 are seen as highly sensitive industries (i.e, these 

sectors play an important part of the input sources of the economy). These sectors need 

stabilization to ensure the development of others in the economy. 

3. Findings and Discussions  

3.1. Overview of the development of the electronics industry in Vietnam  

Vietnam electronics industry has grown rapidly since 2010. According to the Statistical 

Yearbook of Vietnam, 2016 by General Statistics Office (Tổng cục Thống kê, 2017b), p.255-

411); there are 1,145 enterprises that produce electronics, computers and optical products, and 

have attracted 497,037 employees. Of which, the number of enterprises with less than 300 

employees is 921, accounting for 80.44%; the number of enterprises with the capital below 50 

billion is 774, accounting for 67.60%. The fact that most electronics manufacturers are small and 

medium enterprises reveals the cause of difficulties for the process of innovation and upgrading 

of technology. 

On the industrial production index: From 2012 until now, the manufacturing index of 

electronics, computers, and optical products has been relatively complicated. After a drop in 

production in 2013, the manufacturing index of this sector increased rapidly in 2014 and 2015, 

but by 2016, it fell to only 12.5% compared to the previous year. This fact demonstrates the 

unstatble and unsustainable growth rate of Vietnam’s electronics industries. 

On export and import: generally, Vietnam's export of electronics products has grown 

relatively strongly. Especially, the total export turnover of the electronics industry of Vietnam 

accounts for a relatively large proportion of the total export turnover of the country. 

Table 3.1. Export Proportion of Vietnam's Electronics Products  

 2011 2012 2013 2014 2015 2016 

Total values of exports (million 
USD) 

96905.7 114529.2 132032.9 150217.1 162016.7 176580.8 

Electronics, computers, phones of all 
kinds and components (million 
USD) 

11058.9 20595.4 31889.3 35007.1 45847.2 53272.5 

Proportion (%) 11.41 17.98 24.15 23.30 28.30 30.17 

Source: (Tổng cục Thống kê, 2017a) 

In the last five years, the share of exports of electronic products, computers, ranges of 

phones and components tended to increase rapidly, from 11.41% of total exports in 2011 to 
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30.17 % by 2016. This shows the positive role of the electronics sector in Vietnam's overall 

export growth and its contribution to economic growth. 

However, despite the high export turnover, Vietnam’s electronics industry is heavily dependent 

on imported inputs and raw materials. According to research by CIEM et al. (Viện Nghiên cứu quản 

lý kinh tế Trung Ương et al., 2015), in 2011, 49.3% of exports of electronics products were imports. 

Thus, the added value that Vietnam’s electronics exports bring is still relatively low and has not 

significantly contributed to Vietnam’s GDP growth in recent years. 

On attracting foreign direct investment, by the end of 2016, the total number of foreign direct 

investment projects in the electronics sector is 1011, accounting for 8.63% of the total investment in 

the manufacturing industry; corresponding to the chartered capital of 28,306.15 billion USD, 

accounting for 16.39% of the total chartered capital of the whole manufacturing industry . In 

addition, the average growth rate of the period 2011 – 2016 is 83.04%, which is rather high, showing 

the important role of Vietnam's electronics industry in attracting FDI. 

Table 3.2. FDI in electronics sectors in Vietnam 

Million USD 

Year 2011 2012 2013 2014 2015 2016 

100% foreign investment 419,18 1.363,63 5.511,48 6.349,86 5.081,47 2.131,23 

Business cooperation contract - - - - 1,00 - 

Partnership  - 4,22 6,30 49,48 14,63 28,45 

Total 419,18 1.367,85 5.517,78 6.399,34 5.097,09 2.159,68 

Source: Foreign Investment Agency, Ministry of Planning and Investment, 2017 

Considering the forms of investments, it is obvious that most of the investments in the 

electronics sector are 100% foreign, while joint ventures, especially business cooperation contracts 

account for very low proportion. This also reveals the weak linkage between FDI enterprises and 

local companies in electronic production cooperation. The oppportunities for taking advantage of 

FDI to promote high-tech transference, adoption of advanced organization and management to 

increase the added values for the Vietnam electronics industry are rather limited. 

3.2. Overview of the real situation of linkages in developing Vietnam’s electronics industry   

\3.2.1. The linkages between supporting and main electronics firms  

Basically, after more than 30 years of development, Vietnam electronics industry is still 

the assembly partner for foreign brands. Domestic electronics firms are still only exploiting old 

product models with rather low profits and the value added is only about 5-10% per year. 

Meanwhile, FDI enterprises in electronics and electrical appliances are facing pressure to reduce 

their costs of parts and components as well as to increase the added value of domestic products. 

Since the number of supporting enterprises is still not corresponding to the number of 

assemblers, the quality of domestic parts and components is still a question, most FDI enterprises 

have to import them from neighboring countries. 
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Table 3.3.  Supply Capacity of Parts and Components Sectors to Electronics Industry in Vietnam 

End-user Sectors 

Domestic Supply Capacity (%) 

Mechanical 
parts & 

components 

Electronics and 
electronical parts & 

components 

Plastic – rubber 
parts & 

components 

Electrical appliances 50% 30 – 35% 40% 

Electronic information technology and 
telecommunications 

30% 15% 15% 

High-tech industry 10% 5% 5% 

Source: (Trung tâm phát triển doanh nghiệp Công nghiệp hỗ trợ -  

Viện nghiên cứu chiến lược chính sách Công nghiệp, 2015) 

The domestic supply ratio for assemblers is rather low, and is often taken over by foreign-

invested firms. Supporting industry products are mainly products made or imported by FDI 

enterprises. Since domestic products are often low in quality, high costs (due to out-of-date 

technologies) together with slow pace of innovation (limited quality of resources, inefficient 

production process, etc.), these are sold within Vietnam’s markets only. 

3.2.2. The formation of industrial clusters and industrial linkages clusters 

Over the past years, it is natural for the presence, existence of industrial parks, and 

electronics industry clusters. For instance, Thang Long Industrial Park (Noi Bai, Hanoi) is the 

place where many Japanese companies chose to locate. This industrial park links large 

electronics assembly companies such as Canon, Panasonic with other suppliers of electronic 

parts and components that are also from Japan such as Nissei, Santomas, Yasufuku, etc. In the 

North, electronics industry clusters/parks present themselves in Hanoi, Bac Ninh, Thai Nguyen, 

Hai Phong, Vinh Phuc, Hai Duong, Hung Yen and Bac Giang with a number of international 

groups like Canon, Samsung, Nokia, LG, Panasonic, etc. and many satellite businesses (mainly 

FDIs). Among them, multinational corporations play the role as the leading enterprises to form 

and develop electronics industrial clusters. In the South, hi-tech industry has also started to form 

high-tech industrial clusters, especially for manufacturing electronic circuits and IT in Ho Chi 

Minh City; electronics cluster in Binh Duong, etc. However, the participation of domestic 

industry is still very limited, showing the weak linkage between domestic enterprises and large 

electronics companies and multinational corporations. 

Vo Tri Thanh et al. (Thành), based on the assessment by Mekong Economics (2011), 

stated the limitations of Vietnam electronic clusters that are reflected in the following aspects: 

(1) conditions of demands : low domestic demands (to achieve economies of scale); Vietnam has 

not really engaged deeply to meet the needs of the region and the world; (2) Competition and 

sector strategies: lack of highly competitive domestic enterprises, low productivity growth, 

inadequate and unreasonable tax incentives; (3) conditions of production factors (lack of skilled 

labor supply, low quality of high technology education, poor infrastructure outside industrial 

zones, lack of effective management skills, and technological innovation,etc.); (4) Supporting 

industries and related industries: lack of qualified and cheap domestic suppliers, lack of 

intercommunication between suppliers and assemblers. 
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3.2.3. Linkages between enterprises and other associations and support centers for 

businesses: 

According to CIEM (Viện Nghiên cứu Mitsubishi and Viện Nghiên cứu quản lý kinh tế 

Trung Ương, 2016), local authorities are operating support centers for businesses and industrial 

promotions in provinces and cities. However, hardly do enterprises perceive the existence of 

these centers and so does the use of them. This reveals the loose linkage between enterprises and 

other supporting agencies. 

3.3. Analysis of associated impacts of Vietnamese investors through the inter-sectoral 

balance sheet (I/O)  

By applying the Leontief’s inverse matrix, the authors examined the linkage and diffusion 

effects that have impact on other industries and on the import of Vietnam's electronics industries. 

Bảng 3.4. Electronic Products Categorizing in I/O Analysis 

Product names I/O 2007 I/O 2012 
VCPA 

(level 5,6) 

VSIC 

(level 4,5) 

Electronic components; computers and computer 
peripherals 

62 77 26100+26200 2610+2620 

Communication equipment (telephones, faxes, 
antennas, modems) 

63 78 26300 2630 

Electronic Appliances 64 79 26400 2640 

Other electronic products and optical products 65    

Sources: Authors’ collection 

Impacts of Electronics Industry on the Economy  

Table 3.5. Impacts of Electronics Industry on the Economy 

 2005-2010 2011-2015 2016-2020 

Total effects on domestic outputs  1,93 1,43 1,60 

Total effects on values added 0,56 0,33 0,36 

Total effects on import-export 0,44 0,72 0,64 

Diffusion to imports 1,34 2,02 1,68 

Backward linkages 1,17 0,85 0,81 

Forward linkages 1,43 0,82 1,02 

Source: Processed and calculated from I-O tables in 2007, 2012, 2016,  GSO 

The impact of the electronics industry on total domestic outputs, value added and forward 

linkage index tends to decrease in the period of 2011 – 2015, and slightly increases again in the 

period of 2016 – 2020. Meanwhile, the effect of electronics imports in Vietnam tends to have an 

increase in the period of 2011 – 2016 and then gradually decrease in the next period of 2016 – 

2020. These results show the positive impact of electronics industry on Vietnam economy in the 

next period. The reduction of backward linkages in all three phases reflects the minor role of the 
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electronics sector in terms of demands, and the development of electronics is not yet a driving 

force for the advancement of domestic supporting industries. 

3.4. Opportunities and Challenges of Developing Linkages in Vietnam Electronics 

Industry in the Context of Integration  

In order to mobilize external resources for production and economic growth, Vietnam has 

been actively accelerating into global economy trends, and boosting access to various export 

markets. Vietnam joined ASEAN in July 1995, signed the Vietnam-US Bilateral Trade 

Agreement (BTA) in 2000, joined the WTO in January 2007 and joined 10 Free Trade 

Agreements (FTA) both regionally and bilaterally. Vietnam is also active in negotiating four 

other FTAs, including the Comprehensive Partnership and Trans-Pacific Partnership (CPTPP), 

the FTA with the European Union (EU), the European Free Trade Area (EFTA) (including 

Switzerland, Norway, Iceland, Liechtenstein), FTA with Israsel, etc. 

After joining the WTO, tariff reduction commitments for electronic products were 

implemented at rather fast pace. The import tariffs on all electronic products will be reduced to 

0% within 3 to 5 years, or up to 7 years. The implementation of commitments on tariff 

reductions in regional FTAs since 2006 has had a significant impact on the electronics sector in 

Vietnam as most tariff lines have to be reduced to zero. On the other hand, the negotiation of 

CPTPP also aimed at a broader scope of emphasizing regulations related to foreign investment 

and protection of investors. Then it is difficult for Vietnam to reduce incentives granted to 

foreign electronics companies (which are higher than granted to domestic enterprises) since the 

government may face the risk of being sued under the dispute resolution mechanism between 

investors and the Government; etc. [8]. All of this will create both opportunities and challenges 

for the linkage and development issues of Vietnam's electronics industry. 

 (1) Opportunities: 

Firstly, through the keen process of economic integration and participation in FTAs, the 

markets for e-tailings of electronics products have become more and more expanding, promoting 

vertical and horizontal linkages. One of the conditions required to develop the electronics sector 

is the market capacity. In Vietnam, if considering the domestic market only, it is obvious that the 

demand capacity is relatively low due to the low level of development of the whole industry, 

which does not create conditions for linkages. However, when opening up, integrating more and 

more, the optimal procurement strategy of multinational companies (MNCs) is always a 

prerequisite for the development of linkages in the production of electronics industry. Currently, 

MNCs tend to increase localization rates in domestic markets to cut costs of some bulky-size and 

large-weight parts and components. This opens the door for the link between domestic 

supporting firms and main electronics manufacturers and other multinational electronics 

corporations to develop. 

Secondly, promote linkages through attracting foreign direct investments into the electronics 

industry. Today, when MNCs choose a location for investment, they not only take advantage of the 

cost of labor but also compare other comparative advantages of inputs to production such as parts, 
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components, and production services, etc. which are factors helping them compete on price and 

quality. Therefore, promoting linkages and supporting industry is considered a means to attract 

investment inflows. This is an opportunity for Vietnam to seize promptly to prevent the divert flow 

of FDI to other Asian countries, where linkages between producers and industrialized countries 

such as China, Thailand and Malaysia are quite developed. 

Thirdly, promote linkages through modern technology transfer, management experience, 

and training of qualified human resources for the development of electronics industry. The trend 

in MNCs is to retain copyright, design and create new products, produce high-tech key 

components, and direct the organization to make profits. Therefore, medium and non-decisive 

technologies for a product will be gradually transferred to Asian countries. This trend creates 

opportunities for Vietnamese electronics enterprises to access modern technologies. In addition, 

with the participation and co-operation of MNCs, domestic enterprises can receive guidance and 

learn from their experiences in corporate governance, human resources training, and organizing 

production, etc. from which, improve the management capacity and quality of human resources 

for industrial production. 

(2) Challenges: 

Firstly, Vietnam's industrial commitments to international economic integration have 

increased its competitive pressures on the electronics sector. Commitments on localization ratios, 

labor regulations, environment, rights to intellectual property, technical standards, and food 

hygiene and safety, etc. in the new free trade agreements like CPTPP, EVFTA become more 

rigorous. It will increase competition pressure for the domestic electronics industry, causing the 

risk of breaking old links to create ones that are more relevant, confoming to the provisions of 

global integration. In the short term, Vietnam may encounter difficulties meeting these 

requirements. Therefore, it is not easy for domestic production linkages of Vietnam’s electronics 

enterprises to benefits from these activities. 

Secondly, there are risks of FDIs’ investment withdrawals. Supporting industry (SI) is one 

of the decisive factors in attracting foreign investments into industrial sectors. If SI does not 

meet the requirements, the link between domestic firms and large electronics corporations is 

weak. Large investment projects will not select Vietnam but other countries in the region. There 

will be no foreign investments once cheap labour and infrastructural and tax incentives are no 

longer the advantages of Vietnam. When SI is not strong enough to facilitate the electronics 

industry, foreign investors will leave Vietnam and choose other countries with more developed 

SI to cut costs and increase profits. 

4. Conclusion and Recommendations  

From the above analysis, it is clear that weak linkage is one of the limitations in the 

development of Vietnam’s electronics industry. Almost all supporting enterprises that assist 

Vietnam’s electronics industry are now operating rather independently and isolatedly without co-

operation in production and linkages between them. This leads to a lack of specialization and 

therefore difficult to invest in synchronous modern machinery and equipment. In the context of 
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integration, weak linkages can lead to the challenges of breaking down traditional relationships 

between domestic enterprises and the risk of withdrawing capital from multinational 

corporations. In order to promote linkages in the electronics industry in the context of 

integration, there are measures to follows: 

First, enhance the effectiveness of such business centers and associations like Vietnam 

Association of Supporting Industry (VASI), Association of Electronic Enterprises, etc. to 

provide information on all aspects of production of SI as well as for clients and partners that are 

multinationals or FDI enterprises. The information provided to domestic SI companies should be 

diversified such as technical consultancy, business promotion, policy support from the State, etc. 

For FDI enterprises and multinational corporations, provide them with the necessary data base, 

high accuracy of the information of the SI companies (information on products, production 

capacity of enterprises, etc.). 

Secondly, create a legal and policy mechanism to strengthen the link between associations 

and business support centers, and state management agencies and research institutes to create the 

highly updated database on SI system, as well as the needs and opportunities for production and 

business cooperation. Increase linkages to identify the most appropriate policies and measures to 

support the development of SI industry in the country as well as avoid overlapping and 

duplication of these organizations that cause waste and ineffectiveness for the society. 

Thirdly, the State should have effective orientation policies to encourage mainstream 

manufacturers to use SI products by domestic firms. By adopting preferential policies in favor of 

domestic producers, we can create constraints to strengthen linkages with foreign producers. 

Fourthly, promote the formation of industrial parks and clusters, SI groups. Create 

favorable conditions for trade, connection and cooperation among enterprises. In order to 

strengthen linkages in industrial clusters, the Government should improve the planning and 

orientation of enterprises in industrial parks to strengthen information linkage, production 

cooperation and supply chains. 
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Abstract: In recent years, the demand for infrastructure investment in the rural water 

supply sector is increasing in Vietnam, but the government faces budget constraint. This paper 

determines the optimal equity structure for public-private partnership in the rural water supply 

sector in Vietnam to maximinze benefits between the private and public sectors. Using Enhanced 

Linear Programming (ELP) with data from an investment project of intercommune clean water 

supply scheme in Truc Ninh and Nam Truc districts of Nam Dinh province, this paper reveals 

that the optimal equity structure is 20% of the total construction investment cost. In addition, the 

share of public funds is from 28.31% to 51.97% of the construction investment. These findings 

should be used as a benchmark for relevant agencies such as project enterprises, state 

management agencies, and financial institutions when selecting projects for Public Private 

Partnership in Rural Water Supply in Vietnam. 

Keywords: equity structure, public-private partnership, rural water supply. 

 

1. Introduction 

Clean water is essential for human lives, yet it is an investment intensive industry. 

According to World Bank statistics, in the period 1990-2017, a total of 1,072 water supply 

projects were implemented in the form of public-private partners around the world, with a total 

capital of $ 47.35 billion. The investment is concentrated in East Asia and the Pacific, Latin 

America and the Caribbean. One of the major challenges faced by water bodies in developing 

countries is how to manage and operate such an investment intensive service adequately, 

efficiently and stably. In many countries including Vietnam, the governments are trying to shift 

from the public funding to private funding mechanizm to improve the efficient operation of 

water supply facilities (David Haarmeyer and Ashoka Mody, 1998).  
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Source: World Bank (2018) 

Figure 1. The amount of funding and implementation of water supply projects in the form of 

public-private partnership the period from 1990 to 2018 

While the investment for water supply is essential and demand large capital, PPP is 

becoming an increasingly popular option for financing projects. So far, many public 

infrastructure projects have been privatized around the world, where responsibilities, risks and 

rewards are significantly reshaped between the public and private sectors (Xueqing Zhang, 

2003). Project finance can come from many different sources. Major sources include equity, debt 

and government subsidies (UNESCAP, 2011). The main issue arises here is how to adjust the 

level of participation between the private sector and the public sector so that this cooperation is 

most effective. In order to facilitate relevant decision making for both the private and public 

sector, it also optimizes private equity. Gibranius Berutu, Muhammad Firdaus, Hendro Sasongko 

(2015) hypothesized that the optimization of the capital structure of an investment project is 

divided into stages where the investor determines the debt and capital ratio. Owners have long-

term business plans, as well as investment in project construction. Ke Feng, Wei Xiong, 

Shouqing Wang, Chunlin Wu and Yanguang Xue (2017) use genetic algorithms and Monte 

Carlo simulations to calculate the proposal to achieve a balance between the financial 

affordability of the project and save the public budget. 

In Vietnam, under Decree 63/2018/NĐ-CP, investment in the form of public-private 

partnerships is defined as "the form of investment to be made on the basis of a project 

contract between the home agency competent authorities and investors, project enterprises 

for the construction, renovation, operation, business, management of infrastructure works 

and provision of public services." The Government has issued five decrees and one decision 

on pilot investment-related decisions in the form of public partnerships. The Government 

stipulates 8 types of contracts: BOT, BTO, BLT, BTL, BT, O&M and mixed contracts. 

However, public investment projects in the form of public-private partnerships mainly  

focus on transport and energy infrastructure. For agricultural infrastructure including clean 

water supply projects in rural areas, no projects have been signed due to the shortage of 

financial sustainability of the supplies managed by rural private operators (Elizabeth L. 

Kleemeier, 2010). 

This article aims to determine the optimal equity structure when balancing the interests of 
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the private sector and the public sector through the optimal model for projects implemented in 

the form of public-private partnerships of water supply in rural Vietnam. 

2. Public-private partnerships of financing 

The structure of the PPP relationship is quite complex and involves multiple parties such as 

government, project enterprises, financial institutions and fundraising agents, clients. In this 

relationship, the government also contributes shares to the project enterprise to maintain 

financing for the infrastructure. According to UNESCAP (2011), the project enterprise will 

normally be a joint venture between an experienced construction company and an experienced 

management business. And the participation of government capital depends on the legal system 

of each country. And the escrow agent is responsible for ensuring the safety of the financial 

institution, the project enterprise fails to perform, or improperly performs the obligation incurred 

to cover the costs of compensation to the financial institution.  

 

 

 

 

 

 

 

 

 

Figure 2. The basic financial mechanism of the project is in the form of PPP 

Source: UNESCAP (2011) 

Depending on the type of PPP contract, the mechanism has different complexity and 

corresponds to different risks. Financial strategy, in particular, to establish a capital structure for 

a PPP project will be a decisive factor for the success of this model (Schaufelberger and 

Wipadapisut, 2003). This relationship corresponds to each project with a proportional structure 

between the participants in the total investment structure. And in this relationship, there is 

potential for conflicts of interest between the private and public sectors, a profit-maximizing 

private sector and a public sector that maximizes benefits from the project. The revenue of a PPP 

project is the price paid by the user or from the government to pay for the user. Profits are 

determined after deducting the costs and expenses of paying the principal and interest to the 

bank. Therefore, the benefits of the private sector are expected to maximize profits but at the 

same time the government maximizes the benefits. In order to determine the capital structure 

among the participants in the equity, the state participation and allocation of bank loans should 

be calculated in order to ensure optimum for the involved parties. For PPP projects, the equity 
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structure is often needed to ensure sustainability in PPP. Equity is the capital invested by project 

sponsors, including common stock, retained earnings, and unrealized profits. Amounts such as 

unpaid earnings are not paid as dividends, reinvested or used to settle debt obligations (Gibranius 

Berutu, Muhammad Firdaus, Hendro Sasongko, 2015). In order to determine the optimal equity 

to balance public-private sector interests, many studies use the tools of optimization, fuzzy logic 

combined with Monter Carlo simulations to identify risk.  Studies show that optimal equity 

requirements range from 10% to 50% (see table 1). 

Table 1. Equity required for the optimal types of PPP projects 

No Author Fields Equity required 

1 Bakatjan et al (2003) 
Hydro-powerplant multi period project 
with BOT scheme in Turkey 

The smallest value is 25% and the 
largest is 31.69% of total investment 

2 
Islam and 
Mohamed (2009) 

Power plant project in 
Turkey and disclose a trade-off between 
project profitability 
and bid winning potentital 

The estimated winning probability is 
38.77% when the investment capital is 
33.94% of total investment 

3 A.Wibowo (2009) Toll road project in Indonesia Equity 29% and IRR on equity 24.95% 

4 Iyer and Sagheer (2012) 
Toll road project in India. Optimal equity 29.3% and IRR on 

equity 12.88% when government does 
not support 

5 
Carlos Fernandes, Miguel 
Ferreira & Filipe Moura 
(2015) 

PPPs — True Financial 

Costs and Hidden Returns 

Optimal equity 29.3% and IRR on 
equity 12.88% when government does 
not support 

6 
Ke Feng, Wei Xiong, 
Shouqing Wang, Chulin Wu 
and Yanguang Xue  (2017) 

Optimizing an Equity Capital Structure 
Model 

Minimum of 20% to maximum 50% 

7 
Jan.Svedik, 
Libena.Tetrevova (2013) 

Financing and Mezzanine Capital in the 
Context of PPP Projects in the Czech 
Republic  

Between 10 and 30% of total investment 

8 
Eduardo Engel, Ronald 
Fischer and Alexander 
Galetovic (2014) 

Finance and Public-Private Partnerships in 
Infrastructure 

The rate is 30% of total investment 

9 WorldBank (2017) Investments in IDA countries 2013-2017 On average, 24% of total investment 

In Vietnam, according to the current regulations in Decree No. 63/2018/NĐ-CP, the 

investor's equity ratio is required: (1) For projects with total investment capital of up to 1,500 

billion VND, Equity ratio of investors must not be lower than 20% of total investment capital; 

(2) For projects with a total investment capital of over 1,500 billion VND, for capital of up to  

1,500 billion VND (the ratio shall not be lower than 20%), for capital of over 1,500 billion VND 

(the percentage must not be lower more than 10%). This is a general provision for investment in 

the form of public-private partnerships. However, for each type of construction works in 

different areas, there is a structure of different financial flows. The equity structure and the state's 

participation should be carefully considered to ensure the optimum for the stakeholders. 

3. Research Model 

Enhanced Linear Programming (ELP) is used by Deepak K. Sharma, Qingbin Cui, Lijian 

Chen, and Jay K. Lindly (2010) to balancing benefit between private and public sectors through 
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equity optimization. In this study, the author modifies this optimal model based on the 

characteristics of private sector participation in Vietnam for clean water supply projects in rural 

Vietnam. We assume that the PPP project lasts for T years, and the project starts at time t = 0. 

According to the Decree No. 63/2018/ND-CP, state participation in public-private partnership 

projects includes: (1) State-contributed capital; (2) Capital paid to investors; (3) The land fund, 

working office, infrastructure assets paid to investors or the right to trade or exploit works or 

services to be leased to investors under BT projects. (4) The Funds for construction of supporting 

works, compensation, site clearance and resettlement. According to the current regulations of 

Vietnam, the share of the state to the minimum is the cost of site clearance for private investors. 

C = Construction cost  

D = Debt 

E1 = Private Equity  

E2 = Public Funds 

iA =Rate of return for public agency  

iB =Rate of return for debt holders 

iP =Rate of return for private partner 

γ = Public Opportunity Loss 

Coefficent 

Rt = Revenue at time t 

DSt = Debt Service at time t 

OMt = Operation & Maintenance costs at t  

DSRt = Debt Service Reserve payment at t  

P1(t) = Profit Sharing for public partner at t  

P2(t) = NPW of Profit for public agency at t  

DSCR = Debt Service Coverage Ratio 

µ= Minimum required equity for PPP projects 

C0= The Funds for construction of supporting 

works, compensation, site clearance and 

resettlement 

 

(maximizing public interests) 

Subject to 

 

(debt capacity constraint -debt holder interests) 

       
(debt capacity constraint -debt holder interests) 

      (minimal project funds constraint) 

 

(project attractiveness constraint –private interests) 

 

(capping private equity return-public and private 

interests) 
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 (payment priority constraint) 

                                      (Minimum cost public - For construction of 

supporting works, compensation, site clearance and 

resettlement - public interests) 

E1 ≥ µ*C (Required minimum equity ratio) 

 (nonnegative constraint) 

The objective of the optimization is to optimize the benefits of the state's participation in 

the PPP investment project. The three components of benefits and costs included in the objective 

function are the benefits obtained from financial institutions, the financial benefits of the project 

or private enterprise, and the opportunity cost of public funds. And ensuring the fulfillment of 

the objectives, the first is to limit the repayment capacity of the project. Equity required, state 

share and borrowed portion converted at the time of construction is greater than the initial 

construction investment cost. It is important to ensure that the profit frame for the investor is 

included in the equity portion of the project. The next constraint related to payment priority 

means that the project's revenue at time t after subtracting the cost of debt repayment and 

operating management ensures profit for the private investor. In addition, the minimum part of 

the state involvement is the construction site clearance (if any depending on the project), and the 

minimum capital requirement for the project enterprise (μ) is required. . 

To simplify the calculation, from the overall model to a simple linear model. The target 

function can be rewritten so that the objective function is written to minimize the cost to the state 

management agency to spend. All calculated values of investment decision time (t = 0). The 

coefficients α and β are used to convert the values at discount rates iB and iP to the discount rate 

iA. R, DS, P1 and OM are the present values of Rt, DSt, P1t and OMt. The capital structure D, E1, 

E2, and profit sharing variables P1 and P2 are still decisive variables, the model can be written as 

a simple linear model as follows: 

 

Subject to 
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Three of the entities involved in the PPP project correspond to three sources of capital: 

the debt of the financial institution/bank, private equity from the equity of the project 

enterprise, and the share of the state capital. If the expected revenue is less than expected, the 

bank's ability to repay the loan will decrease, and the bank will look at the Debt Service 

Coverage Ratio (DSCR) of the project. For the project to ensure debt repayment, it is 

necessary to have the participation of state capital, of course, for high-profit projects, the 

participation of the state will be smaller. Section (P1-E1) is the representation of private 

equity. However, the government has always wanted to minimize the costs of developing 

projects in the form of public-private partnerships, funding sources for publicly-funded 

projects. To consider the investment capital for projects implemented in the form of public-

private partnerships, the coefficient γ to calculate the opportunity losses due to the use of 

general budget for projects implemented in the form of private-public partnerships. γ * E2 

represents the opportunity cost of funding for a PPP project.   

4. Results and discussion 

In this study, we used the case study of  Trung Dong, Truc Tuan commune, Truc Ninh 

district;  Nam Thanh commune, Nam Truc district, Nam Dinh province, is a pilot project in 

the form of public-private partnership in the field of rural water supply in Vietnam. The 

location of the water collection and pump station is located in Nam Thanh commune, Nam 

Truc district. The processing station is located in village number 8, Trung Dong commune, 

Truc Ninh district, Nam Dinh province. Land area of the project is 5,600m2 in which  

raw water pumping station area is 200 m2, area of treatment station is about 5,400m2. The 

project with water supply is 4,700 m3/day. With a population of 23,874 people, the number 

of people serving the project was stable. The estimated water cost of the project after tax is 

9,918 VND/m3.  

 

Figure 3. Map of the project area 
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Table 3. Calculated input parameters related to the model 

Symbol Data Parameter Description 

C 91,367 billion VND Total cost of public construction 

C0 0,600 billion VND Cost of site clearance 

iA 5.2% The discount coefficient of the state capital under Vietnam's regulations is 
taken at the nominal interest rate of government bonds 

iB 6.8% The discount rate of financial institutions according to regulation 
55/2016/TT-BTC of the Ministry of Finance dated March 23, 2016 is equal to 
1.3 times the government bond interest rate in 10 years 

iP min 11% The discount coefficient of the project enterprise, which has not been 
specified in this study, refers to the transport sector in the form of public-
private partnerships. iP max 14% 

DSCR 1.5 Bakatjan, S., Arikan, M. and Tiong, R. L. K. (2003); Deepak K. Sharma, 
Qingbin Cui, Lijian Chen and Jay K. Lindly (2010). 

γ 2 Deepak K. Sharma, Qingbin Cui, Lijian Chen, and Jay K. Lindly (2010) 

T 30 years Take time to implement the project 

α 1.16 Coefficient of conversion from discount rate iB to iA 

βmin 1.25 Coefficient of conversion from the discount rate of iP min to iA 

βmax 1.98 Coefficient of conversion from the discount rate of iP max to iA 

Potential risks associated with project revenue due to the number of households connected 

to the project after the implementation of the project. In Viet Nam, the investment of the central 

and rural water supply system with private sector participation has been implemented by the 

Government since 2009. Research conducted by IWEM in three provinces of Long An, Thai 

Binh and Ha Nam (2015)1 show that with projects invested by the private sector, the efficiency 

between the proportion of households connecting actual per design is 89.50%, and other sectors 

the average is 67.70% and all sectors is 78.60% of average. Therefore, in this study will calculate 

the profitability of the project corresponding to the performance of lists in the actual projects 

carried out. Revenue, cost and profit (including after deduction of all costs and depreciation of 

the project) over the project life cycle calculated with the efficiency of the number of households 

using the actual with design numbers ranging from 67.7% to 100% (see Table 4) 

Table 4. Revenue and Cost of the project include the duration of the project (30 years) 

Performance Revenue (billion VND) Operation & Management (billion VND) Profit (billion VND 

100.00% 455.566 377.948 77.618 

89.50% 407.732 338.263 69.468 

78.60% 358.075 297.067 61.008 

67.70% 308.418 255.871 52.548 

Input the typical project parameters of the Table 3 and Table 4 into a simple linear model 

and use the optimal LINGO 17.0 software for the required equity calculation results as shown in 

Table 5. 

                                                 
1 Institute of Water Resources Economics and Management (2015), Report on Participatory Assessment of 

Private Sector Participation in Investment, Construction and Operation Management of Rural Water Supply 
Systems in Vietnam. 
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Table 5. Estimated results of optimal equity ratio 

Perfomance 
E1 

(billion VND) 

E2 

(billion VND) 
D (billion VND) 

Equity ratio 
per total cost 

(%) 

Public 
participation 
ratio per total 

cost (%) 

Debt ratio 
per total 
cost (%) 

100.00% 18.273 25.873 47.221 20.00 28.32 51.68 

89.50% 18.273 32.898 40.196 20.00 36.01 43.99 

78.60% 18.273 40.192 32.902 20.00 43.99 36.01 

67.70% 18.273 47.486 25.608 20.00 51.97 28.03 

The results show that with the scenario that the efficiency of the works when put into 

operation is from 67.7% to 100%, the ratio of equity per total cost is 20% (in all the scenarios). 

This result agrees with the research of Iyer and Sagheer (2012), Ke Feng, Wei Xiong, Shouqing 

Wang, Chulin Wu and Yanguang Xue (2017) Jan. Svedik, Libena. Tetrevova (2013), Eduardo 

Engel, Ronald Fischer and Alexander Galetovic (2014) and WorldBank (2017). And when the 

efficiency decreases, the share of public participation increases from 28.32% to 51.97% per 

construction investment cost. 

Besides, the debt cost of project decline from 51.68% to 28.03% of the total construction 

investment cost when performance decreases. With this result, the private sector's balance of 

interests corresponds to the expected return on equity, and the state's interest corresponds to the 

interest rate for public investment funds under the goverment bond. And for lenders or bankers, 

the loan structure of the project is determined in the form of a public-private partnership in the 

rural water supply sector. These results inform policy makers the ratio of the cost of equity and 

the total cost of assurance optimal for stakeholders when formulating investment projects in the 

form of public-private partnerships in the field of rural water supply. 

5. Conclusion 

This paper determines the optimal equity structure for public-private partnership in the 

rural water supply sector in Vietnam to maximinze benefits between the private and public 

sectors. The paper estimates that the optimal equity structure is 20% of the total construction 

investment cost. Besides, the share of public funds is from 28.31% to 51.97% of the construction 

investment. These findings are of useful for project enterprises, financial institutions, and state 

management agencies as the basis for formulating investment projects in the form of public-

private partnerships in the water supply sector of rural areas. However, the findings should be 

used with caution as the results is sensitive with the interest rates. This paper does not take into 

account the risks involved in the project implementation. Further research is needed to address 

those potential risk factors. 
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Abstract: Fluctuations in housing prices have such substantial economic impacts that it is 

necessary to develop the Housing Price Index to monitor this market. However, the formulation of  

such indexes is very difficult due to the fact that residential properties  are heterogeneous  and  do  

not  remain  at  constant  quality  over  time. In order to improve the statistical capacity of member 

countries, The European Union, International Labour Organization, International Monetary Fund, 

Organisation for Economic Co-operation and Development, United Nations Economic Commission 

for Europe, The World Bank published the Residential Property Price Indices Handbook as the 

international guideline to set up this kind of index. This paper will discuss all real estate data 

sources in Vietnam and the ability to compile this index in Vietnam basing on the big data of 

apartment in Ho Chi Minh City from 2017 to 2018 and the guideline of OECD. 

Keywords: big data, hedonic regressions, Ho Chi Minh City apartment, housing price 

index, residential property price index, web crawler. 

 

1. Introduction 

Fluctuations in housing prices have substantial economic impacts. In the period 2007-

2009, the bubble of real esates in Vietnam led to marcoeconomic instability likes high inflation, 

trade deflicit and affected economic growth. More seriously, a rapid rise in housing prices and its 

reversal in the United States triggered a global financial crisis.  

In such circumstances, the requirement for appropriate indexes enabling one to capture 

changes in real estate prices with precision was extremely crucial, not only for policy makers but 

also for market participants who are seeking the time when housing prices hit bottom.  

Thus, it is necessary to develop housing price indexes that can adequately capture housing 

market trends. However, development of such indexes is not an easy task due to the fact that 

residential properties are heterogeneous and do not stay at constant quality over time due to 

renovations and depreciation of the structure.  

Recently, many researchers and international statististical agencies have developed the 
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methods of compiling appropriate residential property price indexes. The position,  maintenance 

and the facilities of each house have different and distinguished characteristics in varying 

degrees, so there are no two houses that are identical in terms of quality. Even if the location and 

basic structure maintain an equivalence at  two periods of  time,  ages of the building and  the 

houses are not the same through out the time.  In  other  words, it  is  very  difficult  to  apply  the  

like with like method  to house pricing. However, due to specific requirement of economic 

management, each country has different methods depending on their actual context, and it might 

be impossible to compare the results. 

As a result, the development of real estate price indexes is one of the most difficult tasks 

for national statistical agencies. In order to address these measurement  problems,  the Handbook 

on Residential Property Price Index, co-ordinated by Eurostat, ILO, IMF, OECD, UNECE, WB 

was published. This is the first comprehensive overview of  conceptual and practical issues 

related to the compilation of price indexes for residential properties and also provide 

international guidance on the compilation of house price indexes and to increase international 

comparability of residential property price indexes. 

Base on this document, each country develop its own way to calculate the index adaptable 

with the real situation. 

In Vietnam, the real estate is one of the important sectors in the economy with more than 14 

trillion US dollar turnover per year, but  up to now, only the real estate service provider named Savill 

is publishing the housing price index,  whose the the mothodology and data sources are not clear for 

public. Thus a system of appropriate indexes for real estate is necessary for policy makers, analysts, 

and financial instituttions to have a better understanding of real estate and credit market conditions as 

well as to monitor impacts on economic activities and financial stability. 

2. Literature review  

Like any other price indexes, house price index measures changes in the average price 

of properties reflecting changes in the quality-mix of properties transacted over two periods 

of time. In the Handbook on Residential Property Price Index, there are four main methods 

to calculate RPPI:  

2.1. Median/mean transactions price 

Using some indicators of central tendency from the distribution of prices for houses sold 

during a period is one of the easiest way to calculate house prices. As residential property price 

distributions are generally positively skewed (mainly reflecting the varied and mixed nature of 

housing, the positive skew in income distributions and the zero lower bound on transaction 

prices), it is more preferable to use the median than the mean. In addition, because there is no 

need for any data on housing characteristics, but only the size of house or location of the house 

to calculate a median or mean, series of price can be easily compiled. 

However, the inevitable obstacle of this method is that it is bound by distortion by 

‘compositional’ factors. Compositional factors contain the volume of property sales within 
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specific price bands. If there is report on selling mainly low value properties in an area in a 

month (and few of the superior properties in that area), this can imply a decline in the median or 

average. Nevertheless, most sales of the following month in that area may be in superior 

properties (i.e., higher values); then this case would show that the median and average house 

price had experienced an increase even though actual overall values may have dropped. 

Compositional change and seasonality may be counted as influential factors on median prices. 

Therefore, it is not likely that samples of observed transactions can be judged as random. 

Although median prices are still widely applied, other methods are used in many countries to 

tackle the problem of compositional change and to gain better measures of housing prices. 

2.2. Stratification or Mix adjustment 

Applying the technique of stratification to establish a mix-adjusted measure of house prices is 

one of effective means to control changes in the mix of properties sold. It is reported that this method 

is used by the Australian Bureau of Statistics (ABS) for  the caculation of their house prices. 

Measures with compiling adjustment have been stated to be used in different countries like Canada, 

Germany and the United Kingdom. It should notify that there are variation in the approaches applied 

in specific condition of each country because of the diversity in characteristics of housing markets in 

different areas. In this method, some small geographic regions (e.g., suburbs) are clustered into 

bigger geographic regions and then they take a weighted average of price changes in these bigger 

regions. Another method is using price-based stratificatio on the basis of marked compositional 

change between lower- and higher-priced suburbs. It is obvious that this method can prove  highly 

effectiveness in minimizing the impacts of compositional change. For instance, houses sold in any 

period can be divided into groups (or strata) according to the long-run median price of their 

respective suburbs. The mix-adjustment measures of the city-wide average price change is then 

calculated as the average of the change in the medians for each group. 

2.3. Repeat-sales 

Instead of taking each transaction’s price level as a focus, this method depends on the observed 

changes in price properties sold more than once. It aims to figure out the common component in 

price changes over the period of time. However, an obstacle of this repeat-sales method is the fact 

that it works only with the figures from the transactions which involve properties with  a record of a 

previous sale. Another limitation is that estimating price changes in any quarter will generally 

continue to be revised based on sales that occur in subsequent quarters. 

2.4. Hedonic method 

In addition to repeat sales method, hedonic regression method have also been used by 

researchers, and some countries like the United Kingdom or the United States have applied this 

method as one of the official measures. The hedonic approach defines  properties as tied bundles 

of characteristics such as the price-determining ones (size of housing, number of bedrooms, 

location and so forth). And the key point in which they are “bounded” together is that the 

characteristics are not sold separately and there is no price in the market for each characteristic, 

only one for the house, structure and land, as a whole. Therefore, a hedonic method can take 

account of changes in the composition of transactions in each period. In principle, it can also 
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control quality improvements, although possiblility and feasibility depend on the 

comprehensiveness and availibility of data on characteristics of residential properties.  

This handbook also provides three hedonic approaches: (i) the hedonic time dummy 

approach, (ii) characteristics approach, and (iii) imputation approach. This follows previous 

literature in this area including Triplett (2006), Silver and Heravi (2007a) and Hill (2013). A 

problem is that there are many alternative forms for each approach depending on which period 

estimated hedonic coefficients, characteristic baskets, and weights are held constant; whether 

dual or single imputation is used for either prices or weights; a direct of indirect formulation is 

used; chained, rolling window or fixed baskets of characterics, and more.   

Each method requires each data source and has both advantages and drawbacks; therefore, 

countries rely on their real situation to chose the most reasonable approaches.  

According to Bank of International Settlement,  41/58 countries in the world use this 

method to calculate their RPPIs with data source from big data with the detail on characteristics 

of residential property.  

In Thailand, they publish monthly this index with the set of house price indices comprising 

4  indicators as  follows: single detached house with  land, town house with land, condominium, 

and land. The indices were calculated from 17 commercial banks’mortgage loan in Bangkok and 

vicinities  (Bangkok, Samut Prakan, Nonthaburi, Pathum Thani, Nakhon Pathom and Samut  

Sakhon). Single detached house with land, town house with land and condominium price  indices 

were compiled by using Rolling window and time dummy hedonic regressions method (3-month 

moving average), controlling 4 housing characteristics (age, storey, entrepreneur and distance to 

metropolitan transportation services such as the sky train,  the underground and express way). 

In Ireland, from 2016, the Central Statistics Office has launched the a new Residential Property 

Price Index. The new RPPI is based on  Stamp  Duty  data  supplied  by  the  Revenue  Commissioners, 

covering all residential property transactions in the State. CSO uses hedonic method for  the  

measurement  of  change  of residential  property  price. In  this method,  transactions  over  two  or 

more  successive  periods  are pooled  and  the  characteristics  which  influence  price  (dwelling  type,  

dwelling  size,  geographical location and neighbourhood deprivation/affluence) are analysed and their 

relative contributions to the overall price are estimated. By excluding  the price change determined by  

these characteristics independently, we are left with a pure price change for a consistent set of 

characteristics from one time period to another - or more simply - a residential property price index. 

The new RPPI replaces the existing mortgage-based RPPI launched in 2011. The new RPPI  is 

statistically more robust than the existing RPPI and provides for a more detailed geographical 

breakdown of house price indices. The new index is accompanied by a comprehensive range of 

additional indicators on the residential property market.  

The data source for compling RPPI comes from administrative sources like in Thailand and 

Ireland. Another data source is advertisments from newspapers or websites, collected for the compilation 

of residential property price indices in, e.g., Malta, Hungary, Mongolia, Srilanca  and Austria.  

In Austria, the RPPI relies on quotation prices, which includes price observations 

combined with “structural” (property-specific) variables. Approximately 10,000 observations are 
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available each year. From the advertisements, they extract the data to calculate RPPI for single 

family house and Condominiums for Vienna and whole country. “Locational” (location-specific) 

variables are used to adjust for spatial differences down to census tract level. The calculation 

used a hedonic regression model with a fixed structure over time. This approach may produce 

biased estimates if the effects of the variables change over time. The RPPI for Austria excluding 

Vienna was composed of the index for condominiums and the index for single-family houses at a 

ratio of 70% to 30%, with the aggregated index for condominiums comprising the index for new 

condominiums and that for used condominiums at a ratio of 12.7% to 87.3%. 

In Malta, they collect advertisements for the sale of properties in newpapers. The property 

include flats, maisonettes, both in shell and in finished form, together with terraced houses, 

townhouses, house of character and villas. They also use Hedonic regression for calculating this index. 

From the above reviews, we have acknowlegded that the hedonic method is widely 

considered to be the preferred methodology for measuring property price change. In this method, 

a number of house characteristics that influence prices are analyzed; for example, their impact on 

price can be estimated and monitored. This allows the estimation of an index of pure price 

change for a consistent set of characteristics - or more simply - a property price index. For a 

hedonic method to be successfully applied, the underlying data must include sufficient numbers 

of property characteristics and observations. 

3. Developing RPPI in Vietnam 

3.1. The overview of Real Estate transaction in Vietnam 

Real estate is one of the most dynamic activity sectors in the recent years and is a important 

markets for the Vietnamese economy. Estimated from Dragon Capital, the annual turnover of this 

market is around US $ 12-14 billion, accounting for about 6% GDP of Vietnam in 2017. 

In the past, the highly active cyclical real estate market has experienced a strong real estate 

trading period (2006-2010 and 2015-2017) or a quiet period (2010-2014). 

 

Chart 1: The cycle of real estate market in Vietnam 

(Source: http://duansungroup.vn/tim-hieu-ve-quy-luat-chu-ky-cua-thi-truong-bat-dong-san-

c63a345.html) 

However, at every period, the transactions between buyers and sellers are carried out 

regularly through the following diagram: 
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Chart 2: The house buying flow in Vietnam 

3.2. The data sources on real estate price in Vietnam 

Apart from methodology, the availability of appropriate data plays a big role in 

construction price index.  

From the chart below, three different types of primary data on residential property prices 

are available in Vietnam at step 1, step 3 and step 4, each with different advantages and 

disadvantages: 

(1) Data from the banks: These data are often very detailed as they are also used for 

documentation purposes. However, in addition to the fact that these data are rarely disclosed, 

they are usually based on only a small number of observations. Also, they may not be considered 

as the representative of the entire market as the 90% of business activities in Vietnam are in 

cash. Another disadvantage is the fact that banking law does not require the banks to report the 

detail data to the governmental bodies. 

(2) Transaction price data from the administrative office like notary office, tax office and 

land register office: In Vietnam, transaction prices for real estate have to be counted in the 

system of tax and land register. Therefore, those sources are clearly representative of the entire 

market. However, there are again some serious drawbacks in using these data: First, they may 

also be biased, e.g. due to tax avoidance behavior, which may vary over different types of 

residential property as well as over space and time. Second, these data contain only a small 

number of explanatory variables, which results in an omitted variable bias if they are used for 

hedonic residential property price modeling. 

(3) Data on quotation prices from real estate platforms: Usually these data comprise many 

observations with a detailed measurement of property characteristics. However, as real estate 

platforms usually also focus on certain regions, they cannot be considered representative of the 



1280 

whole market, either. Moreover, these data may be biased: Several studies (e.g. Knight, 2002) 

show that quotation prices may vary over time and differ from the actual transaction prices. 

However, if this bias does not vary significantly over time, this problem hardly affects price 

index construction. 

These three prices are collected by different parties and recorded in different datasets. We 

have found that there exist substantial di erences between the four distributions of prices, as 

well as between the distributions of house attributes. However, once quality differences are 

eliminated by employing quantile hedonic regressions as proposed by Machado and Mata 

(2005), there remain only small differences between the price distributions. This suggests that 

prices collected at different stages of the house buying/selling process are still comparable, and 

therefore useful in constructing a house price index, as long as they are quality adjusted in an 

appropriate way. 

For constructing the RPPI proposed in this paper, we decided to use the last one due to 

they have the most detail of real estate and the accessibility to this source. 

3.3. Data collection and processing 

Real estate business is vibrant with various forms of advertising through different types 

from the traditional styles like leaflets, newspapers ... to new ones as though SMS mobile 

messages or though advertisements on the website specializing in real estate, in which, the latter 

is preferred thank for Vietnam is considered as one of the countries with the highest speed of 

development and internet applications with over 50.1 million users in 2017 account for more 

than 60% of Vietnam's population. 

The advertisements in the areas, the projects is updated on many different websites 

constantly and fully with the information such as address, asking price, square, number of room, 

number of toilets ... 

To collect real estate advertisements, we selected the major specialize websites for real 

estate based on search volume, amount of traffic, number of visitors and number of registered 

members. As the result, the most popular websites for real estate include: 

https://batdongsan.com.vn/; http://www.batdongsan.vn/ ; https://alonhadat.com.vn; 

https://www.chotot.com/; https://bds.rongbay.com/; https://nhadat24h.net/; 

http://www.muabannhadat.vn/; http://diaoconline.vn/; https://muaban.net. 

Once identified the major specialize websites for real estate sales, we built the webcrawler 

application to download advertisements from these website to build the original database. 
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Chart 3: The Flow of building database 

Applying Big Data Processing (BDP) and Neutral Language Processing (NLP) to clean the 

data in a number of basic steps as follows:  

(1) Classified by location; 

(2) Standardize the content in the classified information. Example: Tan Binh District can 

be appeared as many types like: Q. Tân Bình, Q. T Bình, Tân, Tân Bình Dist…. We need to use 

Named Entity Recognition (NER) and Vietnamese address normalization to normalize this 

information. 

(3) Remove duplicate records (the same content but appear on different sites) to build up 

the database of real estate advertisements. 

In this research, we built a database of advertisements for apartments in Ho Chi Minh City 

from December 2017 to May 2018 with 141,411 records.  

With a huge records of database (approximate 28,000 records per month), we can have 

many different analyses such as based on the location we can have heat map of density posted 

for sale or value of real estate by location. 

 

Chart 4: Land value heat map in Ho Chi Minh City 
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Chart 5: Map of apartments advertised in Ho Chi Minh city 

As discussed above, one of the advantages of this data source is the detail information 

about the characteristics of the property offered for sale, such as asking price, surface size, 

number of rooms, number of toilets, address, etc. 

From the existing data set, with the BDP and NLP tools mentioned above, we extract the 

data fields for each of the apartment advertised in Ho Chi Minh city as follows: Address / price / 

number of bedroom / number of toilet / month / year 

3.4. Experiment to calculating RPPI for apartment in Ho Chi Minh City 

The identification of the impact factors to the price of apartment in Ho Chi Minh City is 

necessary to build the Hedonic regression. Many studies on factors affecting apartment prices in 

Ho Chi Minh City have been done such as Nguyen Manh Hung (2008) and Nguyen The Hung 

(2018). In these studies, the authors have pointed out two important factors affecting Ho Chi 

Minh City's apartment price: location and characteristics of the apartment such as area, number 

of bedrooms, number toilets, etc. 
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Due to the resource constraints of this study, we have not been able to add the location 

factor to the pilot model. However, we have visualized the location of each apartment advertised 

on the map (see chart 5), we can bring this factor to the model though measuring the distance 

from each apartment to the administrative center or to the public transport, ect. 

From the database available, we apply the Hedonic regression model with the equation: 

Log(price) = B0 + B1 log(square) + B2 D_M1 + B3 D_M2 + + B4 D_M3 + + B5 D_M4 + 

B6 D_M5 + B7 D_B1 + B8 D_B3 + B9 D_B45 + B10 D_R1 + B11 D_R3 + B12 D_R45 

In which: 

D_M: Dummy variable for each month from December, 2017 to May, 2018 with 

December, 20171 is reference; 

D_B: Dummy variable for each bedroom with 2 bedrooms is reference; 

D_R: Dummy variable for each restroom with 2 restrooms is reference. 

SUMMARY OUTPUT      

       

Regression Statistics      

Multiple R 0.6086      

R Square 0.3704      

Adjusted R square 0.3703      

Standard Error 0.2293      

Observations 141411      

       

  
Coefficients Standard Error t Stat P-value Lower 95% 

Upper 
95% 

Intercept 0.872 0.02 49.33 0.000 0.837 0.906 

log(square) 1.289 0.01 149.55 0.000 1.272 1.306 

D_M1 0.017 0.01 2.09 0.037 0.001 0.033 

D_M2 0.048 0.01 6.11 0.000 0.033 0.064 

D_M3 0.042 0.01 5.51 0.000 0.027 0.057 

D_M4 0.051 0.01 6.63 0.000 0.036 0.066 

D_M5 0.052 0.01 6.78 0.000 0.037 0.068 

D_B1 0.119 0.00 31.75 0.000 0.111 0.126 

D_B3 0.025 0.00 9.30 0.000 0.020 0.030 

D_B45 -0.034 0.01 -3.41 0.001 -0.053 -0.014 

D_R1 0.003 0.00 -1.06 0.288 -0.009 0.003 

D_R3 -0.017 0.01 -3.30 0.001 -0.028 -0.007 

D_R45 -0.037 0.01 -2.54 0.011 -0.066 -0.008 
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From this result, we can calculate the RPPI_apartment in Ho Chi Minh city as below: 

 
Coefficients 

Anti-log of 
Coefficients 

January 0.017028 101.72 

February 0.048249 104.94 

March 0.042254 104.32 

April 0.051232 105.26 

May 0.052439 105.38 

 

 

The above results show that Ho Chi Minh City's apartment price trend is in line with the 

opinion of real estate experts. January and February are corresponding to the Tet holiday of lunar 

calendar; people's demand for housing has risen sharply, while banks and financial institutions 

have offered incentives to help people buy houses and large value assets. In March, after the 

Lunar New Year, this demand will decrease slightly according to market rules. 

However, the level of increase or decrease need to be discussed in more detail when there 

is sufficient data of the model as mentioned above due to Adjusted R Square is low: 0.37. 
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4. Conclusion 

This paper reviews the methodology of RPPI calculations based on country experience as 

well as the international guidelines from OECD handbook. The study also analyzes the 

advantages and disadvantages of real estate price data sources in Vietnam, thus provides the 

most appropriate method adapted to Vietnam's context. 

With the increasing popularity of the internet in Vietnam and the support of information 

technology, the compilation of big data on real estate in Vietnam is feasible, qualifying to apply 

the Hedonic regression method in RPPI calculations.  

The experimental results for the apartment segment in Ho Chi Minh City initially reflected 

the trend of market price fluctuations. 

The research could be further extended with a longer and more detailed database (location factor) 

to fully reflect the properties of the real estate as well as seasonal trends of this important market.  
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Abstract: This study aims to analyze the factors influencing the demand of Electricity 

Quantity in Vietnam. The Electricity Quantity Demand function of Vietnam is built, based on the 

Alfred Marshall model. The data includes 276 observations (from January 1995 to December 

2017). These results help us to understand the situation of the Vietnam electricity monopoly 

market. The electricity quantity demand function of Vietnam helps us to forecast the Vietnam 

electricity quantity demand in the future. The study is useful for the Vietnam government and the 

ministry of industry and trade to construct and develop the Vietnam electricity competitive 

market in the next years. 

Keywords: gross domestic product, elasticity of demand (Ed), power purchasing parity 

(PPP), unemployment rate (UR), Vietnam electricity group (EVN),  

 

1. Introduction 

Alfred Marshall (1842 - 1924) is one of the economists having extended knowledge and 

study outside their expertise. A handful of the overall economy has expanded the boundaries of 

economic science. Their names and ideas mentioned as Adam Smith, David Ricardo, John 

Maynard Keynes, and, in our time, Paul Samuelson, Milton Friedman, have covered the whole of 

economic theory. Of these, Alfred Marshall is regarded as one of the most elite economics. 

Born in a middle-class family in suburban London store, Marshall was a father; stern 

missionaries follow his father's career direction. He expressed independently from a very young 

age, he rejected classical scholarship in mathematics at Oxford and decided to study at 

Cambridge. People exposed to him have said that the interest of his long-term poverty and other 

social problems. Therefore, he devoted much time to the study of economics and industry of 

England at that time. The most famous student of his, John Maynard Keynes, described Marshall 

as an economist's greatest nineteenth century. 

Many of the ideas expressed in his book "Principles of Economics Marshall" in 1890 was 

developed much earlier, but with patience and diligence of his, he has created a great invention, 

delivery models to explain the price change and volume balance of all the goods and services on 

the market. Despite the many changes in economic theory since the Marshall died, most 
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economies in the world today is still the Marshallian. Major contributions of his include the 

concept of competitive balance, an elasticity of demand, economies of scale, the concept of 

consumer surplus (CS) and the producer surplus (PS) ... In this articles, the authors use the 

demand function of Marshall to build the Vietnam Electricity quantity demanded function. 

Marshall said that "political economy or economics is the study of mankind in the ordinary 

business of life, it examines part individual action and social, connected closely the acquisition 

and use of material and make people happy.” According to Marshall, economics is a science of 

human behavior. He sought to bring to light and modeling the inherent order in the economic 

phenomenon. These rules are expressed broadly orderly. The purpose of the guidelines is to 

study economics about human behavior, in order to figure out the rules to adjust the operation of 

the economic system. 

Marshall considered the competition as a good thing. In this regard, his perspective 

invisible hand of Adam Smith. Competition helps individuals more rational in pursuing his goal, 

from individual acts that affect society. The economic research contributes to this by incurred 

solutions for both personal issues and social. 

Marshall pioneered in using partial equilibrium analysis. An economic system is too 

complex to understand in its entirety, so necessary to give an analytical technique to study and 

simplify the operation of the parts of the economy. Marshall introduces the single abstract 

method in a market or a variable at a given moment. He said that the behavior of a particular 

market has negligible effects on the rest of the economy, so the feedback effects from the 

economy may be omitted. He limited a market ceteris paribus assumptions adopted. 

Marshall interested in working with variables measured through statistical methods. 

Although he himself was not a statistician, his thinking has paved the way for the work of social 

and economic statistics. Since the goods and services traded by money easier to measure than 

other variables related to human, Marshall focused attention on commodity markets and factor 

markets. 

Marshall developed the theory of competitive markets, although he is not exactly stated 

assumptions about market competition. However, his analysis applies to small industry 

compared to the entire economy. This is different from what the modern economic assumptions 

of perfect competition. The more accurate concept of perfect competition requires perfect 

information, and the entry and withdrawal from the market is equal to zero. 

Although Marshall's theory is static, he still has an appreciation of the importance of time. 

He analyzed the behavior of markets in different time, a trait that led to major improvements in 

the theory of supply. 

2. Literature review 

Keat and Young (1996) study the demand for goods, services, and price elasticity of 

demand. They defined that price elasticity of demand is the percentage change in quantity 

demand divided to the percentage change in the price of goods and services.  
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Dawson et al. (2006) study price elasticity of demand. They say that demand is elastic 

when the percentage change in quantity demand is more than the percentage change in price. 

Other, demand is inelastic when the percentage change in quantity demanded is less than the 

percentage change in price. 

Ruutu et al. (2016) in their work study the pricing operations in demand and supply of 

goods and services in Finland. 

Hattori and Tsutsui (2004) have examined the impact of regulatory reform in the electricity 

price career. Like Steiner (2001), a team of scientists has used panel data for 19 OECD 

(Organization for Economic Co-operation and Development) countries, but for the period 1987-

1999 it is found that the expansion has the ability to lower retail prices for industrial. While 

increasing the price difference between industrial customers and households comes to the 

conclusion, Grid reform does not necessarily reduce the price that could lead to higher prices, the 

impact of reform on grid industry prices is statistically significant. In addition, they find that the 

introduction of a wholesale power market will not necessarily reduce the cost, and can actually 

lead to higher prices without exception. This is set a wholesale power market, leads to a 

statistically significant higher power prices, and can increase the rate of industrial electricity 

prices compared to the price of household electricity. Finally, they discover that a large portion 

of the privately owned industrial declines, but cannot alter the price ratio between industrial 

customers and households. At the same time, introducing a wholesale spot market leads to higher 

prices, which is not consistent with expectations from Steiner. 

Pollitt (2009) refers to two other experimental studies and examine the impact of price 

reforms that later Ernst and Young and Thomas continued research in 2006. In the research 

report prepared for the Government figures and the Department of Trade and Industry (DTI) of 

the United Kingdom, the scientists from Ernst and Young has used a sample of EU-15 countries 

and has tried provides some policy implications for gas power with a large number of simple 

regression. Results show that liberalization reduces costs and improves profitability and free 

market increase price volatility, investment and market liberalization helps to provide power 

quality information reliable and safe. 

3. The overview of Vietnam economy 

Table 1: Vietnam Gross domestic product (GDP) and unemployment rate data  

from 2008 to 2017 

Year GDP (billion USD) Unemployment rate (%) 

2008 99.13 2.4 

2009 106.01 2.7 

2010 115.93 2.9 

2011 135.54 2.8 

2012 155.82 2.2 

2013 171.72 2 
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Year GDP (billion USD) Unemployment rate (%) 

2014 186.2 2.1 

2015 193.24 2.3 

2016 205.28 2 

2017 220 2.15 

Source: World Bank Report (2017). 

Table 1 shows that Vietnam GDP increases more than two times in ten years from 99.13 

billion USD in 2008 to 220 billion USD in 2008. The Vietnam nominal GDP growth rate has the 

average increase more than 6% a year. This data is very meaningful, Vietnam has a deficit in 

trade for more than 20 years, but some year recently, Vietnam has a surplus in trade.  

The Vietnam labor market with the population of 95 million in 2018, the unemployment 

rate is just more than 2% for ten years. This figure is very meaningful if we compare to the 

European Union (EU) countries, especially like in Poland where the unemployment rate is 

approximately 6 to 8 percent a year. 

 

 

Figure 1: Vietnam GDP and unemployment rate graph from 2008 to 2017 

Source: World Bank Report (2017). 
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4. Research Methodology  

We use the Alfred Marshall to build the Vietnam Electricity demand function as follows: 

To estimate the demand function for electricity in Vietnam, we first consider a demand 

function of Alfred Marshall of any product on the market will have the form: 

Qx = f (Px, Py, I, N, T, E,...) 

Where:       

Qx: the quantity demanded goods X     

Px: the price of commodity X 

Py: the price of the substitute or complement   

I: the income of consumers 

N: the number of consumers  

T: the tastes and preferences of consumers 

E: the expectation of the consumer 

Of course, here are some basic factors that influence the quantity demanded of a specific 

commodity. In fact, there may be some other factors affecting demand that we have not listed as 

the advertisement (A), or credit incentives or policies of the government. 

In most cases, in order to simplify, we often build bridges with linear functions to facilitate 

the analysis. Based on the data collected by the authors from various sources to describe the 

quantity demanded electricity in Vietnam during January 1995 to December 2017, we have 276 

samples or observations. The detail data can see in the excel files. 

Based on the data, the price of electricity is related to crude oil (Pg) or petroleum 

products. Crude oil is an important input in the gas power plants, in addition to products such 

as gasoline from crude oil may be substituted for electricity generators to run when a sudden 

power loss or crash. 

The effective monitoring of changes in the world price of crude oil and electricity prices in 

Vietnam shows that electricity prices in Vietnam fluctuated with changes in oil prices during the 

past 23 years (1995-2017). This is the usual movements in countries around the world. Evidence 

for this is to build electricity demand function. The results in estimated electricity demand are 

related to the volatility of crude oil prices in the world and electricity prices, oil prices are related 

to each other in Vietnam’s power sector in the last 23 years in the corporate monopoly of power 

(EVN). In summary, the authors build on electricity demand functions in Vietnam based on the 

following: 

Qe = f (Pe, I, N, t, CPI, GDP, Pg ...) 
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Where:  

Qe: Electricity Quantity Demanded  (billion kWh) 

Pe: Vietnam Electricity Average Price  (VNĐ/kWh) 

I: Vietnam Income to Power Purchasing Parity (Million VND/capita/month) 

N: Vietnam Population (million) 

t: time (number of months)  

CPI: Consumer Price Index (%/year) 

GDP: Gross Domestic Product (billion USD) 

Pg: Gasoline Price (USD per barrel)   

Since there is the link between the world price of crude oil and electricity prices in 

Vietnam, so the crude oil is the substitutes of electricity. Electricity customers in Vietnam no 

choice but to buy electricity directly from EVN should also remove variables author preferences 

(T) and E (expectation) in the construction of electricity demand functions in Vietnam Nam. Use 

of regressions in Excel, with a confidence level of 95% we obtain the estimated results in the 

Table 2. 

The above calculation results we determine the demand for electricity in Vietnam in recent 

years as follows: 

Qe = 8,5252 + 0,006Pe + 2,2505I  - 0,3272N + 0,1367t + 0,2041CPI + 0,5567GDP + 0,1732Pg 

P-value (**)     (***)         (*)            (**)            (***)        (***)          (***)           (***) 

Based on the P-value in the above table or t-stat, we see that the calculation coefficients 

can be verified with a confidence level of 95% and are statistically significant. The calculation 

results give us some thoughts, as the relationship between the average electricity price and the 

demand for electricity in Vietnam is proportional. That is, electricity prices in Vietnam have 

increased steadily over the past 23 years with the increase in demand for electricity and the 

steady growth of the economy. This is contrary to the rule of demand in the market economy. 

This result reflects the power sector in Vietnam during the last period still shows the monopoly. 

The power sector in Vietnam is currently the only sector with high monopoly power and EVN's 

monopoly power is huge. If this does not change breakthrough, EVN will continue to increase 

electricity prices along with the increase in demand for electricity in Vietnam over the years. 

Based on the demand for electricity in Vietnam has just built, we see electricity is very important 

in the economic development of the country. We need to look directly at the fact that there is a 

need for rapid liberalization of the electricity sector. The abolition of monopoly will contribute to 

the growth of the economy. 
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Table 2: The regression results of Vietnam electricity quantity demanded 

Regression and Correlation       

Observations 276  ANOVA 

R Square 0.9911  df SS MS F p value 

Standard Error 5.0014 Regression 7 745168.3428 106452.6204 4255.7421 0.0000 

Adjusted R Square 0.9909 Residual 268 6703.7197 25.0139   

Multiple R 0.9955 Total 275 751872.0625    

 Coefficients Standard Error t value p value    

Intercept 8.5252 9.7334 8.759 0.0381    

Pe 0.0006 0.0059 9.954 0.0092    

I 2.2505 1.2179 2.8479 0.0357    

N -0.3272 0.1311 2.4967 0.0131    

t 0.1367 0.0248 5.5123 0.0000    

CPI 0.2041 0.0774 2.6380 0.0088    

GDP 0.5567 0.0533 10.4429 0.0000    

Pg 0.1732 0.0203 8.5457 0.0000    

Caution: If an independent variable can be perfectly predicted using one or more of the 

other independent variables, then the regression analysis may give an error message, or it may 

yield results, which is not reasonable. 

Source: Authors had the regression based on data in Microsoft Excel. 

The author predicts the demand for electricity in Vietnam based on the demand just built 

above. Assuming electricity prices are regulated by the government and will increase by an 

average of 1% over the next 20 years from 2018, average per capita income will increase by an 

average of VND 200,000 /person/month over the next 20 years. In addition, the population of 

Vietnam will increase by 0.5% per year, CPI: assuming increase 1% per year; GDP: assuming 

increase 6% per year; Pg: assuming increase 4% per year; 

We will calculate the quantity demanded electricity as given in Table 3 (more detail in the 

excel files data).  

Table 3: The forecast for Vietnam electricity quantity demanded based  

on the demand function 

y Qe Pe I N t CPI GDP Pg 

Dec-18 200.633 1683.0 11.89 96.002 288 2.50 245.00 60.00 

Dec-19 211.272 1699.8 12.09 96.48201 300 2.53 259.70 62.40 

Dec-20 222.418 1716.8 12.29 96.96442 312 2.55 275.28 64.90 

Dec-21 234.103 1734.0 12.49 97.44924 324 2.58 291.80 67.49 

Dec-22 246.358 1751.3 12.69 97.93649 336 2.60 309.31 70.19 

Dec-23 259.216 1768.8 12.89 98.42617 348 2.63 327.87 73.00 

Dec-24 272.714 1786.5 13.09 98.9183 360 2.65 347.54 75.92 

Dec-25 286.890 1804.4 13.29 99.41289 372 2.68 368.39 78.96 

Dec-26 301.783 1822.4 13.49 99.90996 384 2.71 390.49 82.11 
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y Qe Pe I N t CPI GDP Pg 

Dec-27 317.437 1840.7 13.69 100.4095 396 2.73 413.92 85.40 

Dec-28 333.897 1859.1 13.89 100.9116 408 2.76 438.76 88.81 

Dec-29 351.210 1877.7 14.09 101.4161 420 2.79 465.08 92.37 

Dec-30 369.428 1896.4 14.29 101.9232 432 2.82 492.99 96.06 

Dec-31 388.604 1915.4 14.49 102.4328 444 2.85 522.57 99.90 

Dec-32 408.794 1934.6 14.69 102.945 456 2.87 553.92 103.90 

Dec-33 430.060 1953.9 14.89 103.4597 468 2.90 587.16 108.06 

Dec-34 452.465 1973.4 15.09 103.977 480 2.93 622.39 112.38 

Dec-35 476.078 1993.2 15.29 104.4969 492 2.96 659.73 116.87 

Dec-36 500.969 2013.1 15.49 105.0194 504 2.99 699.31 121.55 

Dec-37 527.215 2033.2 15.69 105.5445 516 3.02 741.27 126.41 

Source: Authors forecast based on the Vietnam Electricity Demand Function 

Y: time at December, year t 

Pe: Vietnam Electricity Price, assuming an increase 1% per year 

I: Vietnam average Income to Power Purchasing Parity, assuming increase 200 thousand 

VND per year 

N: Vietnam Population, assuming an increase 0.5% per year 

t: time to a month 

CPI: assuming an increase 1% per year 

GDP: assuming an increase 6% per year 

Pg: assuming increase 4% per year 

5. Results and Discussions 

We compute the elasticity of demand and analyze the factors influencing the Vietnam 

Electricity quantity demanded as follows: 

Price elasticity of demand for Vietnam electricity 

Based on the calculation results, the authors can estimate the elasticity of demand for 

electricity in Vietnam in 2018 as follows: 

Edp = Q'p. P/Q = 0.006x1683/200.633 = 0.05 

Price elasticity of the demand for electricity in 2018 for the positive coefficient is left 

completely with the demand curve of Alfred Marshall. Edp = 0.05 indicates that electricity 

demand in Vietnam is sloping up, if there is no government regulation and regulation, EVN can 

completely raise electricity prices as much as you like. This factor reflects that if the electricity 

price increases by 1%, the quantity demand for electricity in Vietnam will increase by 0.05%, 

meaning that the higher the electricity price, the more consumers will have to increase the 

demand for electricity.  
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Income elasticity of demand for Vietnam electricity 

Next, the author calculates the income elasticity of the demand for electricity in 2018 as 

follows: 

Ei = Q'i. I / Q = 2.2505x 11.89 / 200.633 = 1.33 

The income elasticity of the demand for electricity in Vietnam is 1,33 and more than 1, like 

luxury goods such as cars, homes, and motorcycles... Vietnamese must accept electricity as 

luxury goods. This coefficient is 1.33, indicating that if the Vietnamese income increases by 1% 

the demand for electricity increases by 1.33%. This is what many economists and politicians 

need to consider in managing the electricity market. 

Population elasticity of demand for Vietnam electricity 

Next, the author calculates the elasticity of the demand for electricity by population in 

2018 as follows:  

En = Q'n. N / Q = -0,3272x 96 / 200.633 = -0.1566 

This elasticity indicates that Vietnam's population is negatively correlated with the demand 

for electricity. En = -0.1566 said that if Vietnam's population increased by 1%, the quantity 

demand for electricity in Vietnam would decrease by -0.1566%. This reflects a monopoly power 

market that does not benefit the people and consumers. 

Time elasticity of demand for Vietnam electricity 

Next, the author calculates the elasticity of the demand for electricity by time in Dec 2018 

as follows:  

Et = Q't x t /Q = 0,1367x 288 / 200.633 = 0.1962 

This elasticity indicates that time is positively correlated with the demand for electricity. Et 

= 0.1962 said that if times increased by 1%, the quantity demand for electricity in Vietnam 

would increase by 0.1962%. These results do not like the Alfred Marshall model when the time 

is more, the consumers can easily find the substitutes, so the quantity demand will decrease more 

and the demand is elastic. The figures also reflect a monopoly power market that does not benefit 

the people and consumers. 

CPI elasticity of demand for Vietnam electricity 

Next, the author calculates the elasticity of the demand for electricity by CPI in Dec 2018 

as follows:  

Et = Q'cpi x CPI /Q = 0,2041x 2.5 / 200.633 = 0.00254 

This elasticity indicates that CPI is positively correlated with the demand for electricity. 

Ecpi = 0.00254 said that if CPI increased by 1%, the quantity demand for electricity in Vietnam 

would increase by 0.00254%.  
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GDP elasticity of demand for Vietnam electricity 

Next, the author calculates the elasticity of the demand for electricity by GDP in Dec 2018 

as follows:  

Et = Q'gdp x GDP /Q = 0,5567x 245 / 200.633 = 0.6798 

This elasticity indicates that GDP is positively correlated with the demand for electricity. 

Egdp = 0.6798 said that if GDP increased by 1%, the quantity demand for electricity in Vietnam 

would increase by 0.6798%.  

The gross elasticity of demand for Vietnam electricity 

Next, the author calculates the elasticity of the demand for electricity by the price of crude 

oil in December 2018 as follows:  

Et = Q'pg x Pg /Q = 0,1732x 60 / 200.633 = 0.0517 

This elasticity indicates that crude oil is positively correlated with the demand for 

electricity. Epg = 0.0517 said that if Pg increased by 1%, the quantity demand for electricity in 

Vietnam would increase by 0.0517%.  

6. Conclusions and recommendations 

The findings of Vietnam electricity quantity demanded function are very meaningful. 

These results help us to understand the situation of the Vietnam electricity monopoly market. 

This function helps us to forecast the Vietnam electricity quantity demanded in the future. The 

author hopes that the Vietnam government and ministry of industry and trade will use this to 

construct and develop the Vietnam electricity competitive in the next year.  

In addition, such the enormous contribution of the supply and demand theory of Marshall 

remains valid until today. Supply and demand model are to explain the volatility of all the goods 

and services on the market. Vietnam applied the market economy-oriented socialist, i.e. applying 

the model of supply and demand of Marshall in solving problems of social and economic. All 

decisions about the economy in view of Marshall are based on the theory of interest. So, in all 

decisions on economic and social, economic and the politicians should be based on the theory of 

supply and demand, the theory about the benefits of the Marshall to make a decision. Marginal 

analysis methods should be prioritized for use in economic analysis. In economic analysis, the 

views of Marshall said necessary ceteris paribus assumptions used (in terms of other factors 

unchanged). To apply the doctrine of Marshall effectively in the process of economic 

development, Vietnam should have some measures as follows: 

Firstly, the need to respect the application of the doctrine of Marshall as a mainstream 

ideology that the Party and State concern. 

Second, should actively promote the movement of learning and following the moral 

example of Ho Chi Minh. The movement must be built upon the foundation of the theory of 

supply and demand and the theory about the benefits of Marshall. 
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Thirdly, the renewal and reform of specialized programs of political theory, the foundation 

is the doctrine of Marshall should be strengthened. In the history of humankind from East to 

West, from ancient times until now, no nation has powerful built on the platform of the poor, 

farmers or workers who rely heavily on unskilled workers, products with low knowledge 

content. In other words, "People enrichment strong country" is, of course, the purpose of any 

institution, whether in the West or the East. In many ways, the international experience is always 

useful for the development of market economy in Vietnam. Japan, Korea, China, Singapore and 

Britain, America ... with economies in developed markets are building a rule of law regime, 

actively implement economic development policies on the base create favorable conditions for 

businesses to mobilize all resources to increase competitiveness and international integration. 

The state has a large role in financing the costs of scientific research, technology... 

Fourthly, from the international experience, Vietnam also has to innovate more drastic. 

Economy our country is facing unrest, bad debts, many businesses bankrupt, but the starting 

point is from the operations of the banking system, breaking the law, violating rules, while 

authority’s state has not enough capacity to adjust. Corporations, state corporations accounted 

for nearly 50% of bank credit while not high performance, waste and many bad debts. Many 

projects have not yet restructured into life. The implementation of reform policies and the 

development of the market economy of Vietnam have not achieved the desired results, the core 

is a lack of consistency in economic thinking and a system of state management fit. A system of 

legal documents has been modernized, but the machine still makes habits and old ways, not only 

have not been raising the capacity and awareness but also "indebted" to the dogmatic backward, 

the more corruption, bureaucracy, negative ... 

Fifth, the high spirits of the renewal process initiated by our Party and people as well as 

leaders of the patriotic people put a lot of hope in the new era of a people intelligent, resilient, 

and creative. 
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Abstract: Consumer Confidence Index (CCI) is an important economic indicator which is 

used to adjust the forecasting of GDP and CPI in short-term. Although there exists standard 

guidelines from United Nations Statistics Division and European Commission, international 

experiences show the scale that measures CCI and methods of calculating CCI need to be 

adapted to the country specific context. Using its own data from the nationally representative 

survey and factor analysis methods, this paper constructs a scale to measure consumer 

confidence for Vietnam. The paper, then, computes CCI and proposes the most appropriate 

method corresponding to the Vietnamese settings. Validation methods from the paper show that 

the Vietnamese CCI calculated in the paper reflects approximately accurate the economic picture 

of the whole country as well as six regions of Vietnam, ensuring the validity of using this index to 

adjust short-term GDP and CPI forecasts.  

Keywords: Consumer Confidence Index, Exploratory Factor Analysis, Confirmatory 

Factor Analysis  
 

1. Introduction 

Consumer Confidence Index (CCI) is a statistical qualitative indicator which measures 

consumers’ confidence in an economy. Katona (1951) argues that CCI not only measures the 

expected size of a consumer’s future income but also the certainty or uncertainty that is linked to 

those expectations. Katona concept implies that CCI reflects psychological aspects of consumers 

through their optimism and confidence toward the economy, thus affects their consumption 

behavior. Similarly, European Central Bank (2013) assumes that CCI plays a critical role in 

detecting people’s opinions on the future of economic development which have not been 

reflected in aggregated economic indicators such as GDP.  

The information contained in CCI enables it to be an important economic indicator for 

forecasting consumer's consumption and to provide information for assessing the current and 

future health of an economy. This is because final consumption induces a high impact on output 

and value added of the economy (Ha & Bui, 2018). Furthermore, CCI provides early signals of 

turning points in economic activity of a country (United Nations Statistics Division, 2014).  

Unlike traditional quantitative indicators, the compilation of CCI is not time-consuming 

thanks to short qualitative questionnaire and simple calculation methods. The timeliness of 

calculation and release of CCI makes it promptly provide information on consumers’ 
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expectations and thus their consumption behavior to serve the prediction of an economy's health 

in the short term. As a result, CCI can be used to adjust the forecast of other economic indicators, 

such as GDP and Consumer Price Index (CPI) in short-term, especially when an economy 

experiences a period of strong fluctuations in economics and politics. 

Because of the above important feature of CCI, approximately 62 countries all over the 

world have compiled this index. Some international organizations, such as European 

Commission and United Nations Statistics Division (UNSD), have introduced handbooks on CCI 

methodology. Nevertheless, international experiences show that the scale that measures 

consumer confidence and methods of calculating CCI need to be adapted to the country specific 

context (UNSD, 2014).  

Not being exceptional, the calculation of CCI for Vietnam is necessary because 

household consumptions account for a large share in GDP such as 68.54% of GDP in 2016 and 

68.03% of GDP in 2017 (Vietnam Statistical Yearbook 2017). Nevertheless, researches on CCI 

in Vietnam are scarce. Studies including those conducted by the National Center for Socio-

economic Information and Forecast - Ministry of Planning and Investment (NCEIF), ANZ 

Bank, and Nielsen adopt international methods without any validation and adjustment of the 

measurement. Moreover, these studies are limited to unrepresentative samples. These may lead 

to unreliable and invalid CCI. Therefore, this paper attempts to fill in the gap of previous 

studies and contributes to the literature on measuring consumer confidence index by carrying 

out a nationally representative household survey, and applying qualitative and factor analysis 

methods to adjust the measurement of CCI corresponding to the Vietnamese context. 

Furthermore, the paper evaluates whether the calculated index reflects accurately the economic 

picture of the whole country as well as six regions of Vietnam. Results from the paper reveal 

the validity of the index.  

The remainder of the paper is organized as follows. Section 2 presents consumer 

confidence and compilation of consumer confidence index. Section 3 describes the methodology 

used by the research. Results of the scale validation are presented in Section 4. Section 5 

presents computation of CCI and validation of its reliability, and Section 6 concludes. 

2. Consumer confidence and compilation of consumer confidence index 

Consumer confidence or consumer sentiment is a broad concept. Although concepts of 

consumer confidence vary in different studies, the common about consumer confidence drawn from 

them is that consumer confidence is a subjective measure of consumers' perceptions of the general 

economic conditions and their income or financial status and has close relationship with their own 

consumption. In the literature, there are two main approaches related to consumer confidence. The 

first approach is the classical theory of consumption behavior called life-cycle permanent income 

hypothesis. Under the permanent income hypothesis (PIH), consumers’ expenditures depend on their 

permanent income and transitory changes in their income make no impact on consumption. Hence, 

consumer confidence has no role in predicting actual consumption (Friedman, 1957 and Hall, 1978).  

The second approach is psychological motives reflected by Katona’s theory which forms 
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the basis for the compilation of CCI to measure consumer's willingness to buy. In Katona's 

viewpoint (Katona, 1951; 1960; 1975), consumers' buying behavior is not only completely 

determined by objective conditions such as income (ability to buy) but also depends on 

subjective factors such as attitudes and mood (willingness to buy). An individual’s consumption 

depends on their confidence in their future financial condition. If attitudes change, consumption 

will change, even when consumers’ ability to buy is unchanged. Willingness to buy is also 

affected by unquantifiable or non-economic factors, such as political crises or wars. Accordingly, 

a decline in confidence can lead to a drop in spending in a way not predicted by economic 

variables. Thus, consumer confidence enables the prediction of consumption, especially in the 

periods of strong fluctuations in the economy and politics. Katona’s viewpoint is also shared and 

agreed by Acemoglu and Scott (1994), Eppright et al. (1998), and Blanchard and Fischer (1989).  

The psychological Katona’s theory of willingness to buy has been used by many countries 

in the world to construct the Consumer Confidence Index, which is a statistical indicator used to 

measure consumer confidence. Countries in the world have different definitions of CCI, but the 

common shared by them is that Consumer Confidence Index is an important statistical indicator 

to measure consumers' optimism regarding the overall economy (including employment and 

inflation), individuals'/households' financial situation, savings or buying intentions (durable 

goods) at present and in the future. The information contained in CCI shows that it is closely 

related to GDP and CPI, and as such it can be used as a good barometer of consumer confidence 

to adjust the short-term forecast of these two indicators. It should be noted that each country 

constructs CCI from different scales, depending on its specific settings (UNSD, 2014).  

Measurement of consumer confidence and compilation of CCI  

As consumer confidence is a multi-dimensional concept, any country which wants to 

measure consumer confidence and compute CCI needs to develop a scale to measure consumer 

confidence first. The review of international researches on consumer confidence shows that 

consumer confidence includes six dimensions. They are: (i) Individual or household financial 

situation; (ii) Overall economy; (iii) Employment; (iv) Inflation, (v) Savings; and (vi) Purchase 

(usually durables).  

Each dimension is measured by several items. Specifically, items in the 

"Individual/household financial situation" dimension are those reflecting consumers' perception 

of the change of their own or their household's financial situation or income at present. They also 

reflect expected change of individual or household financial situation or income in the future. 

"Employment" dimension consists of items related to consumers' assessment of the current 

national employment situation, and expected evolution of national employment situation in the 

future. Items in the "Overall economy" dimension should reflect consumers' assessment of the 

general economic situation at present, and expected change of the general economic situation in 

the future. "Inflation" dimension composes items related to consumers' perception of evolution 

of commodity prices or consumer prices at present, and the expected evolution of commodity 

prices or consumer prices in the future. Items in the "Savings" dimension are those reflecting 

consumer's perception of their own or their household's ability/opportunity/intention to save at 
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present and in the future. "Purchase" dimension includes items related to consumers' assessment 

of the right moment for major purchase - current and future, and their plan for major purchases.  

To collect information from respondents, each item is worded into a Likert scale format 

question. Usually in consumer confidence surveys, the Likert question is designed in the form of 

5-point scale, ranking from “very positive” to “very negative”. As the survey asks respondents to 

compare their own and the economy's current situations to those in the past, and provide their 

perceptions on the future, a reference time needs to be introduced for each item. As guided from 

international standards and experiences, reference time should be last 12 months and next 12 

months. This is because 12 - month reference period is the most natural benchmark for 

consumers in order to gauge their present or future situation in an annual (year-on-year) 

comparison, and help reduce the volatility of the responses (UNSD, 2014).  

The overall CCI is computed from two component indexes, including: (i) Present situation 

component; and (ii) Expectations component. Items in each component belong to two levels. 

Micro-level questions consist of those related to individuals/households’ actual situation, 

including individuals/households’ financial situation/income in the past, current and future. 

Consumers are also asked about their saving intention or ability, and spending plans on durables. 

Macro-level questions are devoted to consumers’ perception of the economic situation in the 

country, the evolution of consumer prices and unemployment in the current and future.  

In the world, there are currently 3 methods of calculating CCI, including: (i) net balance 

(weighted and unweighted); (ii) Diffusion index; and (iii) Relative value.  

Net balance is the difference between positive and negative answering options for each 

question, measured as percentage points of total answers. If a question has three different answer 

options, “positive”, “neutral” and “negative” and if P, E and M (P+E+M=100) denote the 

percentages of respondents having chosen respectively the option positive, neutral and negative, 

net balance is calculated as follows: 

Bn= P - M         (1) 

 In the case of questions with six answer options, the balance is calculated on 

the basis of weighted or unweighted averages. If P, E and M have the same 

meaning described above, and PP denotes the percentage of respondents 

having chosen the option “very positive”, MM the percentage of respondents 

having chosen the option “very negative” and NK is the percentage of 

respondents without any opinion (PP+P+E+M+MM+NK=100), net balance 

(weighted) can be calculated as: 

Bn= (PP + 1/2*P) - (1/2*M + MM)      (2) 

 while net balance (unweighted) follows the formula: 

Bn = (PP + P) − (M+ MM) (3) 

 Net balance can vary from -100, when all respondents choose the negative 
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option (or the most negative one in case of six options questions) to +100, 

when all respondents choose the positive (or the most positive) option. When 

the net balance is higher than 0, the respondents are optimistic. 

Diffusion index is the net balance plus 100. The formula that links the balance to the index 

is as follows: 

Dn = Bn + 100        (4) 

Diffusion index can vary from 0, when all respondents choose the negative option to + 

200, when all respondents choose the positive option. When the diffusion index is higher than 

100, the respondents are optimistic. 

Relative value is the percentage of respondents reporting a “positive” answer divided by 

the percentage of respondents reporting a “positive” answer adding it to the percentage of 

respondents reporting “negative”. In this case, the index can vary from 0 to +100, the midpoint 

being 50, meaning that the value of index higher than 50 shows the respondents' optimism. The 

formula is the following: 

RV =        (5) 

Depending on the country's settings, CCI is constructed based on from 4 to 10 questions, 

using the following formula:  

   (6) 

where n is number of questions used to calculate CCI. 

In Vietnam, three organizations have conducted studies on CCI, including National Center 

for Socio-economic Information and Forecast - Ministry of Planning and Investment (NCEIF), 

ANZ Bank, and Nielsen. NCEIF (2013) compiled CCI for Hanoi based on five questions 

belonging to three factors, i.e. economic situation, employment status, and income. Two 

questions belonged to present situation component while the other three questions belonged to 

expectations component. ANZ Bank compiled CCI for urban areas of Vietnam based on five 

questions, in which two belonged to present situation component, the other three belonged to 

expectations component. Nielsen calculated CCI for Vietnam based on Internet users' 

perceptions of three questions, in which one question was of present situation component, the 

other two were of expectations component.  

While international experiences show that the scale that measure consumer confidence and 

the method of computing CCI need to be adapted to the country specific context, none of the 

above-mentioned researches conducted scale validation to select the best items but just merely 

adopt international standards in calculating CCI. In addition, they have not mentioned the best 

method to calculate CCI which matches to the Vietnamese settings. In this study, we used both 

qualitative and quantitative methods to identify proper items to measure consumer confidence 

and appropriate method in constructing CCI for Vietnam. 



1304 

3. Research methodology  

To select the best items to construct CCI, the study firstly conducted in-depth interviews 

with 10 experts in the consumer confidence area. Next, a group of people who were similar to 

those to be interviewed in the fieldwork were asked to check the meaning and clarity of the 

questions. After that, quantitative method was used to select items for the CCI components 

through the scale validation method. Finally, the study computed CCI for Vietnam and proposed 

the appropriate method corresponding to the Vietnamese settings and validated the reliability of 

the calculated CCI.  

Scale development 

To consult experts, this study used the consumer confidence scale of the European 

Commission. The scale comprised six dimensions including (i) Income; (ii) Overall economy; 

(iii) Purchase/Repair; (iv) Consumer prices; (v) Savings; and (vi) Employment and items 

measuring each dimension. Experts were asked to provide their opinions on the dimensions and 

items to be included in the scale that measured consumer confidence, and reference period used 

for each item.  

Findings from the in-depth interview revealed that consumer confidence in Vietnam should 

include six dimensions as the international standards. However, the order of importance of 

dimensions was rather different. They were classified in the descending order as follows: (1) 

Individual income; (2) Employment situation; (3) Overall economy; (4) Commodity prices; (5) 

Purchase/Repair/Travel, and (6) Savings. Experts recommended that CCI for Vietnam should 

comprise both present situation and expectations components. Moreover, six dimensions 

including individual income, employment situation, overall economy, commodity prices, 

purchase/repair/travel, and savings should be used in both components.  

Regarding reference period used in the items, most experts advised the use of last 12 

month and next 12-month period as reference. Experts also proposed to supplement a number of 

items with reference period of last 3 years and next 3 years. Therefore, such dimensions as 

individual income, overall economy and employment situation both had reference period of last 

12 months and next 12 months as well as last 3 years and next 3 years. The addition of 3-year 

reference aimed at (1) Checking differences in the respondents' answers for the items of similar 

dimension but different in reference period in order to see the consistency in respondents' replies; 

and (2) Ensuring adequate items for scale validation. 

Findings from the in-depth interview were used to create a questionnaire for a pilot survey 

with a small sample of 143 consumers in Hanoi, Nam Dinh, Can Tho and Thua Thien Hue. The 

objectives of this pilot survey were to check the meaning and clarity of the questions. Necessary 

changes were made to the questionnaire before starting the actual data collection.  

Sample and data collection 

To calculate CCI for Vietnam, the study carried a nationally representative household 

survey in November 2017. The 2-stage sampling strategy was applied to select respondents. In 
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the first stage, enumeration areas were selected as follows: 63 provinces/cities were 

disaggregated by 6 regions of Vietnam. Each region randomly selected 3 provinces (including 

one largest, one medium and one smallest). Provinces’ size was classified by their GDP per 

capita. For Central Highlands and South East, the two regions with smaller size, 2 provinces (one 

largest and one smallest) were randomly selected. Hanoi and Ho Chi Minh cities were purposely 

selected.  In each province or city, systematic sampling was used to choose wards/communes. In 

the second stage, 15 adults aged 16 and above who decided household's consumption from 15 

households in each selected ward/commune were selected.  

Overall the sample survey was conducted in 74 wards/communes of 18 provinces/cities 

belonging to 6 socio-economic regions in both urban and rural areas of Vietnam. The sample 

size comprised 1,110 adults aged 16 and above (please refer to Hoang Thanh Ha (2016) for more 

information about the sampling strategy). Face to face interview method was employed for data 

collection. Response rate reached 100%. None of the respondents was eliminated. Respondents 

were equally divided in both urban and rural areas. The sample included slightly more female 

(50.8%) than male (49.2%), and covered a wide range of consumers aged 16 and above. The 

respondents possessed different educational levels, occupations, and income.  

After the fieldwork and data collection, the study assessed the internal reliability of the scale by 

using Cronbach alpha, Exploratory Factor Analysis (EFA) with Maximum likelihood using Promax 

rotation with a criterion of eigen value greater than 1.0 to test the scale's underlying dimensions, and 

Confirmatory Factor Analysis (CFA) to assess measurement validity.  

4. Scale validation 

All of the items belonging to six dimensions, including individual income, employment 

situation, overall economy, commodity prices, purchase/repair/travel, and savings identified 

from the in-depth interview with experts were used in the scale validation of consumer 

confidence to identify the most suitable items to construct CCI for Vietnam. Respondents 

provided their perceptions on six dimensions through items presented in Table 1. As shown in 

Table 1, the initial scale that measured consumer confidence in Vietnam comprised six 

dimensions with 25 items totally. 

To evaluate the reliability and validity of the consumer confidence scale, the study used the 

Cronbach alpha and EFA. It then applied the CFA to check the consistency of scale 

measurement from EFA. In order to implement EFA and CFA, items were coded as in Table 1. 

Table 1: Measurement of consumer confidence  

Topic Code Perceptions 

Individual 
income 

TN1 Change of individual income over the last 3 years  

TN2 Change of individual income over the last 12 months  

TN3 Expected change of individual income over next 3 years  

TN4 Expected change of individual income over next 12 months  
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Topic Code Perceptions 

Overall 
economy 

KT1 Change of general economic situation over the last 3 years 

KT2 Change of general economic situation over the last 12 months 

KT3 Expected change of general economic situation over next 3 years  

KT4 Expected change of general economic situation over next 12 months 

Employment 
situation 

TV1 Employment situation over the last 3 years 

TV2 Employment situation over the last 12 months  

TV3 Expected employment situation over next 3 years 

TV4 Expected employment situation over next 12 months 

Prices GC1 Evolution of commodity prices over last 12 months 

GC2 Expected evolution of commodity prices over next 12 months 

GC3 Expected gas price over next 12 months 

GC4 Expected electricity price over next 12 months 

Savings TK1 Saving interest rates over next 12 months 

TK2 Opportunity to save at present  

TK3 Ability to save over next 12 months  

TK4 Household financial situation at present  

Purchase, repair, 
travel  

MS1 Appropriate moment to make major purchase  

MS2 Plan for major purchase over next 12 months 

MS3 Plan for travelling over next 12 months  

MS4 Plan for purchase or building of house over next 12 months  

MS5 Plan for home improvements or renovations over next 12 months 

Source: Authors’ suggestion. 

Before using EFA, the study applied Cronbach alpha method for preliminary reliability 

assessment of items. The results showed that Cronbach alphas of dimensions (except the 

dimension “Savings”) were good, ranging from 0.68 to 0.93. Specifically, Cronbach alpha of 

“Individual income” was 0.86, “Overall economy” was 0.85, “Employment opportunity” was 0.93, 

“Prices” was 0.72, and Purchase/Repair/Travel was 0,68. In the dimension “Savings”, item TK1 

"Saving interest rates over next 12 months" and TK2 “Opportunity to save at present” were 

dropped one by one due to low corrected item-total correlation (< 0.3) and higher Cronbach alpha 

if item deleted than Cronbach alpha of the dimension. Hence, 23 items of 6 dimensions remained. 

To identify appropriate items for the consumer confidence scale in Vietnam, we proceeded 

EFA. The appropriateness of factor analysis was examined using two measures: the Kaiser-

Meyer-Olkin (KMO) measure of sampling adequacy and the Bartlett’s test of sphericity. The 

Kaiser- Meyer Olkin measure of sampling adequacy test indicated an acceptable level of 0.76. 

Bartlett's test of sphericity tests the hypothesis that the correlation matrix is an identity matrix, 
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which means that all of the variables are uncorrelated. Bartlett’s test of sphericity was found to 

be significant (p < 0.001), which meant rejecting this null hypothesis, so the data met this 

requirement. The eigenvalue reached 1,324, which was greater than 1. 

23 items remained after reliability assessment were subjected to EFA. A six-factor solution 

emerged at first. Items TK3 and TK4 of the dimension “Savings”, items GC3 and GC4 of the 

dimension “Prices”, and items MS1, MS2 and MS3 of the dimension “Purchase/ Repair/ Travel" 

were dropped due to low factor loading and/or cross-loading. Therefore, 16 items remained and 

5 factors emerged (Table 2). The five-factor solution explained 66.57% of the total variance, of 

which “Employment” items accounted for 24.91%, “Individual income” items accounted for 

15.39%, “Overall economy” items accounted for 10.98%, “Prices” items made up 9.03%, and 

“Purchase/ Repair/ Travel” items accounted for 6.26%. 16 items of the 5 factors had factor 

loadings greater than the threshold of 0.7 (except TN4 had factor loading of 0.638), showing that 

items were really important in factors and items had high reliability. In addition, Cronbach alpha 

of each factor was satisfactory (> 0,7 and < 0,95), which allowed to conclude that the scale was 

appropriate for measuring consumer confidence index in Vietnam.  

These factors are named as follows: (i) Factor 1: Employment; (ii) Factor 2: Individual 

income; (iii) Factor 3: Overall economy; (iv) Factor 4: Prices; (v) Factor 5: Purchase. 

Table 2: Results of EFA and reliability   

Scale items 

Factors 

Employ-
ment 

Individual 

income 

Overall 

economy 
Prices Purchase 

TV1: Employment situation over the last 3 years 0.863     

TV2: Employment situation over the last 12 months 0.861     

TV3: Expected employment situation over next 3 
years 

0.918     

TV4: Expected employment situation over next 12 months 0.902     

TN1: Change of individual income over the last 3 
years 

 0.890    

TN2: Change of individual income over the last 12 
months 

 0.827    

TN3: Expected change of individual income over next 
3 years 

 0.722    

TN4: Expected change of individual income over next 
12 months 

 0.638    

KT1: Change of general economic situation over the 
last 3 years 

  0.704   

KT2: Change of general economic situation over the 
last 12 months 

  0.819   

KT3: Expected change of general economic situation 
over next 3 years 

  0.741   

KT4: Expected change of general economic situation 
over next 12 months 

  0.795   

GC1: Evolution of commodity prices over last 12 months    0.956  
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Scale items 

Factors 

Employ-
ment 

Individual 

income 

Overall 

economy 
Prices Purchase 

GC2: Expected evolution of commodity prices over 
next 12 months 

   0,753  

MS4: Plan for purchase or building of house over next 
12 months 

    0.710 

MS5: Plan for home improvements or renovations 
over next 12 months 

    0.826 

Cronbach alpha 0.93 0.86 0.85 0.83 0.73 

Source: Authors’ calculation. 

16 items of 5 factors extracted from EFA were subjected to CFA to check the consistency 

from EFA. The fit indices in the initial results of CFA were not met. Specifically: Chi-square 

(94) = 1184.070, p<.01, SRMR = 0.035; RMSEA = 0.102, CMIN/DF = 12.596; GFI = 0.880, IFI 

= 0.896, TLI = 0.867, CFI = 0.895, and AGFI = 0.826. After linking residuals of items in each 

factor, or linking items of high modification index (MI) together as shown in Figure 1, the results 

of CFA exhibited an acceptable level of fit for the measurement models as presented in Table 3.   

 

Figure 1: Results of CFA for consumer confidence scale 

Source: Authors' calculation. 
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Table 3: Results of level of fit for measurement model 

Indices 
Criteria 

(based on Roussel et al., 2002) 
Results 

CMIN/Df < 5 4.859 (398.423/82) 

GFI > 0.9 0.956 

AGFI > 0.8 0.927 

TLI > 0.9 0.956 

IFI > 0.9 0.970 

CFI > 0,9 0.970 

RMSEA ≤ 0.08 0.059 

SRMR ≤ 0.08 0.025 

Source: Authors' calculation. 

Composite reliability (CR) of all factors was greater than 0.7, indicating that the scale 

reliability was ensured (Roussel et al., 2002). Average Variance Extracted (AVE) of all 

factors was greater than 0.5 and standardized factor loadings of all items were greater than 

0.7 and statistical significant, meaning that convergent validity of the scale was good 

(Fornell & Larcker, 1981). 

Table 4: Results of convergent validity  

Factor Item λ AVE MSV CR 

Employment 

TV1 0.860 

0.778 0.115 0.933 
TV2 0.887 

TV3 0.893 

TV4 0.886 

Income 

TN1 0.774 

0.586 0.187 0.850 
TN2 0.770 

TN3 0.764 

TN4 0.754 

Overall economy 

KT1 0.785 

0.621 0.187 0.868 
KT2 0.814 

KT3 0.781 

KT4 0.796 

Prices 
GC1 0.891 

0.725 0.036 0.840 
GC2 0.810 

Purchase 
MS4 0.758 

0.588 0.060 0.741 
MS5 0.776 

Source: Authors' calculation. 
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In addition, the results in Table 4 showed that all values of Maximum Shared Variance 

(MSV) were smaller than those of AVE, and values of square root of AVE in the diagonal 

were greater than factor’s correlation coefficients (Table 5). Therefore, the divergent validity 

of the scale was reached. Two factors "Prices" and "Purchase" showed their uni-dimension.  

Table 5. Results of divergent validity  

 Prices Employment Income Overall economy Purchase 

Prices 0.851         

Employment -0.190 0.882       

Income 0.145 0.214 0.766     

Overall economy 0.132 0.339 0.433 0.788   

Purchase 0.100 0.064 0.245 0.062 0.767 

Source: Authors' calculation. 

The results of scale validation through performing reliability assessment with Cronbach alpha, 

EFA, and CFA showed that scale of consumer confidence in Vietnam consisted of 5 factors, 

including: Employment, Individual income, Overall economy, Prices, and Purchase. Compared to 

international standards and the initial 6 factors identified from the in-depth review, factor "Savings" 

was inappropriate for the Vietnamese context. Items in 4 factors "Employment", "Individual 

income", "Overall economy", and "Prices" were found to be similar to those which were used to 

compile CCI in other countries1. For "Purchase" factor, two items including (i) Plan for purchase or 

building of house over next 12 months; and (ii) Plan for home improvements or renovations over 

next 12 months showed their appropriateness to the Vietnamese context. Results from our study 

showed that the items related to purchase of durables were not suitable in Vietnam, and in line with 

findings from Malgarini et al.2 and Curtin (2007)3:  

In comparison with previous studies on CCI in Vietnam, the results of measurement 

validity in our study showed that in addition to such factors as individual income, overall 

economy and employment, one new factor, which was "prices", should be included in the scale 

that measure consumer confidence in Vietnam. Moreover, two items of the factor "Purchase" 

were related to house purchase/building/improvements/renovations, which were different from 

those related to the assessment of the moment to buy durable goods used by other Vietnamese 

research organizations (ANZ and Nielsen).  

5. Computation and validation of CCI  

Scale validation from Section 4 shows that consumer confidence in Vietnam is measured 

by five dimensions with 16 items. There are many options of combining 16 validated items to 

                                                 
1 Not all items in the four factors "Individual income", "Overall economy", "Employment" and "Prices" are 

employed for the compilation of CCI. Some countries only select several items in these four factors to compute CCI.  
2 The study by Malgarini at al (2007) finds that when disaggregating consumption by durables, the role of 

confidence is stronger in explaining services expenditures. The significance of CCI is very weak in the case of 
durables. An explanation of this finding is that services expenditures, such as expenditures for travel and leisure and 
for ICT-related services may have gradually acquired the role that was previously of durable goods. 

3Curtin (2007) stated that consumers spent more on services than durables. 
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calculate CCI for Vietnam, using one of the three calculation methods described in Section 2. 

However, the study chose the calculation method which combined 8 items of 4 factors, i.e. 

Individual income, Overall economy, Employment and Prices with reference period of 12 last 

months and 12 next months for the following reasons. Firstly, all items of these 4 factors showed 

their appropriateness in the Vietnam's context. Secondly, the literature review indicated that 

although two items of factor "Purchase" proved their relevance to Vietnam's setting, they were 

not used to calculate CCI in other countries. Thirdly, reference period of 12 last months and 12 

next months was the most natural benchmark because of their advantages as explained in Section 

2 above, hence should be used in items. 

 With the above proposed option, 4 items reflecting respondents’ assessment of the current 

situation will be used to calculate present situation index, and the remaining 4 items displaying 

respondents’ perception on the future belonged to expectations index. The unweighted net 

balance was used to compile Vietnam's CCI for its predominance over other calculation 

methods. Firstly, more than half of countries in the world are using this method. Secondly, this 

calculation method is, in nature, similar to diffusion index method which is being used by other 

countries in the Southeast Asia. The use of unweighted net balance helps    ensure international 

comparability of the proposed CCI with Southeast Asian countries. Specifically, the present 

situation index included the following items: (i) Change of individual income over the last 12 

months; (ii) Change of general economic situation over the last 12 months; (iii) Employment 

situation over the last 12 months; and (iv) Expected evolution of commodity prices over the last 

12 months. The expectations index composed the items as follows: (i) Expected change of 

individual income over next 12 months; (ii) Expected change of general economic situation over 

next 12 months; (iii) Expected employment situation over next 12 months; and (iv) Expected 

evolution of commodity prices over next 12 months. 

In order to validate the reliability of the calculated CCI, it is necessary to compare this 

index with the economic picture presented through such socio-economic indicators as GDP 

growth rate, CPI, and unemployment rate of working-aged laborers. If the CCI reflects correctly 

the actual national and regional economic status, the calculated CCI is highly reliable. 

Figure 2 shows that the overall CCI, present situation index, and expectations index, which 

were 18.8%; 17.8% and 19.7%, respectively, all reflect consumers' optimism according to the 

calculation method of unweighted net balance4.  

                                                 
4 According to this calculation method, CCI higher than 0 exhibits the respondents' optimism. 
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Figure 2. Overall CCI, present situation index and expectations index 

Source: Authors’ calculation 

If comparing the present situation index and expectations index compiled from the Consumer 

Confidence Survey with data on GDP growth rate, unemployment rate of the working-aged laborers, 

and CPI, it could be seen that indexes of the present situation index's items and expectations index's 

items revealed the same trend with corresponding socio-economic data. Specifically, Vietnam GDP 

growth rate in 2017 was 6.81%, higher than that in 2016 (6.21%). This coincided with respondents' 

assessment of better Vietnam's economic performance in 2017 in the present situation index. Data on 

GDP growth rate of the first quarter of 2018 (at 7.38%) proved that 2018 was the year of the highest 

first quarter’s GDP growth rate in the last 10 years, which helped explain why consumers were so 

optimistic of the economy over the next 12 months.  

In terms of consumers’ perceptions of employment situation and commodity prices, it was 

clearly shown that their opinions were consistent with data on unemployment rate of working-

aged laborers and CPI. Specifically, both indexes of employment situation in current and future 

demonstrated respondents’ optimism of present and future employment situation (18.7% and 

19.8%, respectively). Data on unemployment rates of working-aged laborers released by the 

General Statistics Office (GSO) in 2017 was 2.24%, lower than 2.30% in 2016. Also, CPI data 

showed that the CPI in 2017 was higher than that in 2016 (3.53% versus 2.66%), which was 

consistent with consumers’ assessment of increasing commodity prices.  

Table 6. Overall CCI, present situation index, and expectations index by region  

% 

 

Overall CCI Present 
situation index 

Expectations 
index 

Overall CCI 18.8 17.8 19.7 

Be region       

  Red River Delta 33.8 34.9 32.6 

  Northern Midlands and Mountains 38.4 42.4 34.4 

  North Central and South Central Coast -1.5 -2.0 -1.0 

  Central Highlands 39.5 39.4 39.7 

  South East  8.0 3.1 12.9 

  Mekong River Delta  14.4 10.6 18.2 

Source: Authors’ calculation from Consumer Confidence Survey. 
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To evaluate whether the index calculated at regional level reflects accurately the economic 

situation of regions, the study firstly calculated CCI for each region and used one-way ANOVA 

test to check whether the indexes were different across regions. The results showed that CCI 

were statistically different at confidence interval of 95% across the six regions of Vietnam. The 

study then compared regional CCIs with region-disaggregated GDP growth rate, unemployment 

rate of working-aged laborers, and CPI. As presented in Table 6, the two regions with the lowest 

present situation indexes, i.e. North Central and Central Coast region, and South East region, had 

the lowest change of GDP growth rate in 2017 over 2016 compared to other regions (0.44% and 

0.57%, respectively). Central Highlands, Red River Delta, and Northern Midlands and Mountain 

were the three regions with the highest present situation index and they were also the regions 

with the highest change of GDP growth rate in 2017 over 2016 (1.72%, 1.36%, and 0.9% 

respectively).  

Regarding unemployment rate, data released by the GSO revealed that in almost all regions, an 

improvement in 2017 employment was found (except for South East where witnessed an increase in 

unemployment rate of working-aged laborers). This explained why respondents felt optimistic about 

employment situation compared to the previous 12 months. Moreover, the three regions with the 

lowest CCI (North Central and Central Coast, South East, and Mekong River Delta) also had higher 

unemployment rate of working-age laborers than other regions. This was the reason behind the fact 

that although consumers in these three regions were optimistic about the employment situation, their 

level of optimism was lower than that of consumers in others. 

Regional CPI data in 2016 and 2017 also indicated that except for Northern Midlands and 

Mountain, other regions witnessed an increase of CPI in 2017 as compared to 2016. This was 

consistent with consumers’ assessment of increasing commodity prices over the last 12 months. 

Additionally, three regions with the lowest CCI were also those which had higher CPI than others. 

Overall, the study's CCI reflected exactly national and regional economic pictures in terms 

of GDP growth rate, unemployment and CPI. The results of validation proved the scale that 

measures consumer confidence and the method which is used to compute CCI are reliable. 

6. Concluding remarks  

Consumer Confidence Index is an important statistical indicator which is used to adjust the 

forecasting of GDP and CPI in short-term. Although many countries all over the world compile 

CCI, there seems that no agency under the Vietnamese Statistical System calculates and releases 

this index. The reason is that there has been no study that investigates thoroughly the scale and 

calculation methods suitable for the case of Vietnam. This paper contributes to the literature by 

developing a scale that measure consumer confidence and proposing the most appropriate 

method to calculate CCI that matches to the Vietnamese setting.  

Based on international standards, expert consultations, and its own data from the nationally 

representative survey and factor analysis methods, this paper finds that the scale that measure 

consumer confidence in Vietnam comprises five dimensions, including Employment, Individual 

income, Overall economy, Prices, and Purchase and 16 items. 
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The study, then, uses the unweighted net balance method to compile CCI for Vietnam. 

Validation methods from the paper show that the proposed index reflects approximately accurate 

the economic picture of the whole country as well as regions of Vietnam, ensuring the validity of 

using CCI to adjust short-term GDP and CPI forecasts. 

 

REFERENCE 

1. Acemoglu, D. and A. Scott (1994), “Consumer confidence and rational expectations: 

Are agents beliefs consistent with the theory?”, The Economic Journal, 104, 1-19. 

2. Blanchard, O. J. and S. Fischer (1989), "Lectures in macroeconomics", The MIT Press, MA. 

3. Curtin R. (2007), “Consumer Sentiment Surveys: Worldwide Review and 

Assessment”, Journal of Business Cycle Measurement and Analysis – ISSN 1729-3618 

– © OECD 

4. Eppright DR, Arguea NM, Huth WL (1998), “Aggregate consumer expectation 

indexes as indicators of future consumer expenditures”, Journal of Economic 

Psychology, 19, 215-235. 

5. European Central Bank (2013), "Confidence indicators and economic developments", 

Monthly Bulletin, 45-58. 

6. European Commission (2017), The joint harmonised EU programme of business and 

consumer surveys User Guide, EU Commission, Brussels. 

7. Friedman, M. (1957), A Theory of the Consumption Function, Princeton, NJ: Princeton 

University Press. 

8. Fornell, C. and D. F. Larcker (1981), “Evaluating Structural Equation Models with 

Unobserved Variables and Measurement Error”, Journal of Marketing Rerearch, 28, 

39 – 50. 

9. General Statistics Office (2017), Statistical Yearbook, Statistical Publishing House, 

Vietnam. 

10. Ha, N.H.P and Bui, T (2018), “Vietnam Economic Structure Change Based on 

Vietnam Input-Output Tables 2012 and 2016”, Theoretical Economics Letters, 

Scientific Research Publishing, 8, 699-708. 

11. Hall, R.E. (1978), “Stochastic Implications of the Life Cycle-Permanent Income 

Hypothesis: Theory and Evidence”, Journal of Political Economy, 86(6), 971-987. 

12. Hoang Thanh Ha (2016), General Statistics Office, "Study on Consumer Confidence 

Survey: application to Vietnam 

13. Katona, G. (1951), Psychological Analysis of Economic Behavior, New York: 

McGraw-Hill. 



1315 

14. Katona, G. (1960), The Powerful Consumer, McGraw-Hill, New York. 

15. Katona, G. (1975), Psychological Economics, Elsevier Scientific Publishing Company, 

New York. 

16. Malgarini M., Margani P. (2005), “Psychology, Consumer Sentiment and Household 

Expenditures: A Disaggregated Analysis”, Istituto Di Studi E Analisi Economica, 

Article in SSRN Electronical Journal, Working paper No. 58. 

17. Roussel, P., Durrieu, F., Campoy, E. &Akremi, A. (2002), Méthodes D’équations 

Structurelles: Recherche Et Applications En Gestion, 1st ed, Economica, Paris. 

18. United Nations Statistics Division (2014), Handbook on economic tendency surveys, 

accessed on 20th October 2014, from 

http://unstats.un.org/unsd/nationalaccount/consultationDocs/draftETS-Handbook-

May2014.pdf. 



1316 

 

 

AN EXPLORATORY STUDY OF FACTORS INFLUENCING  
THE CINEMA SELECTION DECISION OF STUDENTS -  

A CASE STUDY IN HO CHI MINH CITY 

Nong Thi Thu Mai 

Phan truc Hoang Minh 

International University – Vietnam National University – Hochiminh  

nongthinhumai@gmail.com 

 

Abstract: This study is aimed to analyse factors affecting the decision to choose banks to 

deposit savings of individual customers in Ho Chi Minh City. The primary data of this study was 

gathered by doing a survey of 597 individual customers who deposit savings at banks in Ho Chi 

Minh City from March 2018 to June 2018. 

The methods of Cronbach's Alpha test, exploratory factor analysis (EFA), pearson 

correlation and multiple regression were used in the study. The results showed that factors 

affecting deposit decision included quality of service, convenience, reputation, employee image 

and interest rate. Of which, reputation and quality of service had the greatest influence on 

scientific research capacity of lecturers. 

Keywords: banks, deposit savings, individual customers. 

 

1. Introduction 

There are many options to choose banks to deposit savings. When the interest rates 

between banks vary widely, it can cause the confusion for customers. Besides, the trust of 

customers decreasingly for banks because they can lose their money if the banks conduct 

transactions wrongly. Moreover, according to the bankrupt regulations of Vietnam was validated 

on January 15, 2018 the amount of insurance payments for deposits of personal at the credit 

institution went bankrupt including the loan principal and interest is maximum 75 million VND. 

Depositors also receive money from the asset liquidation activities of credit institutions bankrupt. 

This results in a lot of debates and controversies. 

Financial function still plays a fundamental role in the survival of a bank. Capital mobilization 

is a decisive factor, which is the basis for banks to carry out lending, investment, reserve activities to 

bring profits to banks. In order to obtain this funding, the bank needs to carry out capital mobilization 

activities, in which the mobilization of savings deposits plays a particularly important role. The 

increasing competition in the banking industry and the similarity of the products and services offered 

by banks, has made the determination of factors become the basis impacts on the decision of 

customer. In particular, the attraction of capital mobilized from savings deposits of individual 

customers are always the issue that banks in Vietnam in general and banks in the area of Ho Chi 
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Minh City take into consideration. "How do customers choose their bank to deposit?" is always a 

question when banks want to have more than this source of funds. The concern of how customers 

choose banks has been given considerable attention by authors (Mokhlis, 2009). Although individual 

savings deposits may not be large, if the bank can attract more customers, the total amount of capital 

mobilized from this source is not a small number.  

On January 1, 2007, Vietnam became the 150th member of the World Trade Organization 

(WTO) and began conduct international commitments by signing free trade agreements. 

Accordingly, banking is the field that stands most competitive pressure, requiring domestic 

banks to increase the effectiveness in their activities. To be able to mobilize effectively, banks 

need to find out the causes that affect the capital mobility. Understanding the psychology and 

transactional needs of individual customers can help banks to have policy to attract and develop 

appropriate savings deposit to increase their capital. Therefore, the primary objective of this 

study is to identify the factors influencing the decision to choose banks to deposit savings of 

individual customers in HCMC. 

2. Literature review and research model 

2.1 Related theories  

This research was based on Azjen's (1991) Theory of Planned Behavior (TPB) to explain 

the customer’s decision to choose bank. This theory is developed from the rational action theory 

(TRA) (Fishbein and Ajzen, 1975). It can be seen from two theories above that behavioural 

intention is affected by three factors, including attitude toward behaviour, subjective norms and 

the last factor is control beliefs. The consideration of the outcomes of conducting behavior, the 

perception of social environment as well as the perception of individual that performance of 

behaviour easy or difficult are reasons that affect customer decision. According to Financial 

situation of Vietnamese bank, a specialist in finance and banking said, "when customer decide to 

deposit savings, the first thing people will think about is sending money to the safest place, 

provide them best service quality and then compare interest rates between banks”. That is a 

reason the interest rate of many big banks such as BIDV, Vietcombank and Vietinbank is lower 

than other commercial banks but the number of depositors is higher than commercial banks. 

Furthermore, the majority of depositors told that they also care about the number of bank’s 

branches and near their location to make decision. This can be seen as convenience factor in this 

study. Besides, employee image also is external factors that can affect reputation of bank.  

2.2 Previous studies  

Beginning from Sweden, Martenson (1985) conducted a survey and found that bank’s 

reputation, bank’s convenience and recommendations from others are main reasons for the 

choice of the Swedish bank customer. For Canada, Laroche, Rosenblatt, and Manning (1986) 

conducted the research of 15 potential factors which customer consider as crucial in the bank 

selection. These factors involve speed of service, locational convenience, competence of 

personnel, overall quality of service, accuracy of transactions, efficiency in correcting errors, 

friendliness of staff, interest rate competitiveness, cost of services, reputation of bank, range of 
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services offered, flexibility in loan negotiations, language/cultural responsiveness, banking 

environment and effectiveness of advertising. This survey appeared that service-related factors 

such as speed, efficiency and friendliness proved a more effective mode for attracting new 

business than direct advertising or bank personnel solicitation. The most important ratings were 

attributed to speed of service, locational convenience, and factors relating to the competence and 

friendliness of bank personnel.   

A research of Javalgi, Armacost and Hosseini (1989) titled “Using the Analytic Hierarchy 

Process for Bank Management: Analysis of Consumer Bank Selection Decisions” indicated that 

the most crucial bank selections criteria include safety of  one’s funds, Saturday banking, highest 

interest rates on savings, quality of service, reputation, availability of loans, ease of qualifying 

for free checking account by maintaining a minimum  balance, low interest rates on loans. Erol 

and El-Bdour (1989) conducted a survey of 434 customers in Islamic Banks to identify important 

factors that affected consumer decisions. The result showed that fast and efficient service, 

recommendations, external appearance of bank, interior comfort, counter partitions in bank, mass 

media advertising and availability of parking space nearby were considered to be the most 

important factor affecting customer selection criteria of Islamic banks.    

Kaynak, Küçükemiroglu and Odabasi (1991) found the factors the influence customer in 

choosing commercial bank in Turkey. The study pointed out that friendliness of bank personnel, 

fast and efficient service, bank's location and availability of credit are more important to 

university- educated customers.   

  Haron, Ahmad and Planisek (1994) compared the bank selection decisions between 

Muslim and Non-Muslim customers. The study found various similarities and provided evidence 

to suggest that service quality played key role impact on both Muslim and Non-Muslim customer 

in bank selection decisions. More specifically both Muslim and Non-Muslim customer claimed 

that fast and efficient services, speed of transactions, friendliness of bank personnel, 

confidentiality of bank and reputation as the important factors affect their decisions in choosing 

bank. In Finland, Holstius and Kaynak (1995) researched and had responses from 256 bank 

customers on the factors that affecting the retail bank selection. Factors that had high ranking 

include recommendations of friends and relatives, the bank’s reputation and its image, the 

friendliness of bank’s personnel.   

Phuong and Yin Har (2000) undertook a study of bank selection decisions in Singapore 

using the analytical Hierarchy Process (AHP) through a study of banking preferences of college 

students. The findings indicated that the most important criteria affecting undergraduates' bank 

selection decisions were higher interest rate for saving, convenient location and overall quality of 

service. The respondents considered overall quality of service more than twice as important as 

recommendations by parents/friends. The findings of “An empirical analysis of determinants of 

bank selection in Pakistan” of Rehman and Ahmed (2008) revealed that online banking facility, 

profit rate, convenience and accessibility are some of the important factors in a bank selection by 

the customers, in which convenient location was the most determinant. Mokhlis, Mat and Salleh 

(2008) conducted survey in Malaysia and found that secure feelings, ATM service and financial 
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Customer’s Decision 

Quality of service 
(QA) 

Convenience 
(CO)  

Reputation 
(RE) 

Employee image 
(EM) 

Interest rate 
(IR) 

H1 

H2 

H3 

H4 

H5 

benefits when choosing a bank to patronize.   

In summary, there are about 15 main factors from 20 research articles as Table 1. Based on 

the related theories and previous studies, the top five factors influencing on customers’ decision 

to deposit their money into banks are quality of service, convenience, employee’s influence, 

reputation, and interest rate.             

Table 1. Factors that are researched from previous studies 

Factors Number of authors 

Quality of service 17 

Convenience 16 

Employees influence 14 

Reputation 14 

Interest rate 9 

Marketing 8 

Physical facilities 7 

Banking hours 4 

Confidentiality 3 

Cost of service 3 

Size of bank 3 

Financial benefits 2 

Profit motive 1 

Religious faith 1 

Attractiveness 1 

          Source: Authors’ summary 

Therefore, the author proposes five factors, including quality of service, convenience, 

reputation, employee image and interest rate in research framework.  

 

 

 

 

 

 

 

 

Figure 1. Research Framework 
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Where: 

Hypothesis H1: There is correlation between quality of service and customer’s decision 

Hypothesis H2: There is correlation between convenience and customer’s decision 

Hypothesis H3: There is correlation between reputation and customer’s decision 

Hypothesis H4: There is correlation between employee image and customer’s decision 

Hypothesis H5: There is correlation between interest rate and customer’s decision 

3. Methodology 

The research was conducted under the following framework. 

 

Figure 2 Research design model 

3.1. Preliminary research  

3.1.1. Preliminary process  

To ensure reliability of scale, the author conducted preliminary research first. The main            

purpose was to assess exactly scale and eliminate variables that do not satisfy requirements have 

fully worked-out scale to research. The preliminary research was conducted as the following steps:  

Step 1: Identify the research objectives to propose research framework.  

Step 2: Design questionnaire based on research framework.   

Step 3: Survey about 60 customers who deposit savings at banks in HCM city to adjust the 

questionnaire.  

Step 4: Conduct reliability (Cronbach’s alpha) and validity test (EFA).  
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Step 5: The variables do not meet the conditions of Cronbach’s Alpha and EFA will be 

rejected. Finally, adjusting the scale to make an official questionnaire for the study.  

3.2.2. Scale draft and result of preliminary research  

There were five factors were researched in preliminary research, including quality of 

service, convenience, reputation, employee image and interest rate. The author uses Likert scale 

to evaluate the impact of each factor, including five level to express participant’s opinion  

1: Strongly disagree 2: Disagree 3: Neutral 4: Agree 5: Strongly agree   

The observed variables of factors are mentioned and encoded in Table 2 

Table 2. Measurement scale 

Factors Observed variables Code Source 

Quality of service 

Customer service QA1 Almejyesh and Rajha (2014) 

Speed of service QA 2 

Provide exactly service QA 3 

Information about service QA 4 

Fix mistakes effectively QA 5 

Convenience 

Location (near home, work) CO1 Almejyesh and Rajha (2014) 

Many branches in HCM City CO 2 

Waiting area for customer CO 3 

Depositing savings and receiving    interest 
rate process 

CO 4 

Bank time CO 5 

Reputation 

Law commitment RE1 Almejyesh and Rajha (2014) 

Developing its banking service to     
constantly keep abreast of local     and 
international bank 

RE 2 

Establish time RE 3 

Prestige RE 4 

Recommendations of friends/ relatives RE 5 

Employee image 

Willing to help customer EM1 Levesque and McDougall (1996) 

Understanding customer EM2 

Friendly EM3 

Dressing polite EM4 

Having enough skill and    knowledge EM5 

Interest rate 

Suitable with the time deposit     savings IR1 Levesque and McDougall (1996) 

Not change too much the level of       
interest rate throughout years 

IR2 

High interest rate IR3 

Special interest rate for customer     deposit 
savings more 

IR4 

Flexible policy when customer    want to 
withdrawal money before expiry date. 

IR5 

3.2.3 Official study 

Official study is a quantitative research for the purpose of testing the reliability of 



1322 

measurement scales, the measurement model, the conceptual model and the hypotheses. 

Research data was conducted with 597 individual customers who deposit savings at bank in Ho 

Chi Minh City from March 2018 to June 2018 under non-probability sampling method. 

Data was analysed by using Cronbach’s alpha and Exploratory Factor Analysis (EFA) to 

test the reliability of measurements. Pearson Correlation was conducted to consider the level 

correlation between variables and Regression model to examine the suitable of the model as well 

as examine the hypotheses.  

4. Results and discussion 

4.1. Respondent background  

For gender: Female respondent was 65% while male respondent was only 35%.  

For age: The age group participated in the study is from 18 to 23 years old which 

accounted for 41.9% while there was only 12.2% respondent over 40. Besides, there was 155 

customers from 24 to 30 years old when there were 119 customers between 31 and 40.  

For occupation: The majority of respondent was student which accounted for 39.5%. In 

addition, there were 23.5% is office worker, 15.1% is business and 21.9% is others.   

For income: The proportion of customer’s income under 4 million was 20.4% while the 

percentage of customer’s income from 7 million to 10 million was 36.9%. There were 10.4% 

respondent had income over 10 million and 32.3% had income from 4 - 7 million VND. 

For deposit time: There was 37.5% customer joined the research have time deposit 

between 1 to 2 years while under 6 months just accounted for over 8%. Besides, there was 22.9% 

have time deposit from 6 months to 1 year and 31.3% over 1 year.  

4.2. Cronbach’s Alpha 

After doing Cronbach’s Alpha, LS2 variable was removed (Corrected item- total 

correlation of LS2 0.254 that lower than 0.3). In general, Cronbach’s Alpha of five factors was 

quite high (>0.8). There were remanding 24 observed variables as in Table 3.  

Table 3. Verifying the reliability of Cronbach’s Alpha scale 

Observed 
variable 

Scale mean if item 
deleted 

Scale variance if item 
deleted 

Corrected item-total 
correlation 

Cronbach's alpha if item 
deleted 

Quality of service factor (CL): Alpha = 0.839 

QA1 14.31 7.739 .685 .795 

QA 2 14.28 7.740 .661 .801 

QA 3 14.38 7.910 .591 .821 

QA 4 14.32 7.859 .627 .811 
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Observed 
variable 

Scale mean if item 
deleted 

Scale variance if item 
deleted 

Corrected item-total 
correlation 

Cronbach's alpha if item 
deleted 

QA 5 14.36 7.930 .648 .805 

Convenience factor (TT): Alpha = 0.875 

CO1 14.46 7.437 .716 .845 

CO 2 14.49 7.327 .695 .851 

CO 3 14.47 7.348 .726 .842 

CO 4 14.49 7.458 .694 .850 

CO 5 14.43 8.235 .705 .851 

Reputation factor (DT): Alpha = 0.870 

RE1 14.29 7.756 .736 .832 

RE 2 14.26 8.121 .681 .846 

RE 3 14.28 8.052 .667 .849 

RE 4 14.25 8.150 .670 .849 

RE 5 14.25 7.731 .719 .836 

Employee image factor (NV): Alpha = 0.858 

EM1 14.22 8.257 .679 .827 

EM2 14.27 8.300 .643 .836 

EM3 14.26 8.225 .653 .834 

EM4 14.24 8.135 .671 .829 

EM5 14.24 7.833 722 .816 

Interest rate factor (LS): Alpha = 0.836 

IR1 10.66 5.034 .675 .790 

IR2 10.69 5.114 .658 .797 

IR3 10.67 4.964 .701 .778 

IR4 10.69 5.293 .636 .807 
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4.3. EFA model  

Because CO5 variable was cross-loadings, it had to be removed. EFA model was 

conducted once more time. The second result showed that KMO and Bartlett’s Test Sig. was 

0.000 and KMO coefficient was 0.917(>0.5) so observed variables were correlated and the EFA 

is appropriate.  

Table 2. KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .917 

Bartlett's Test of Sphericity Approx. Chi-Square 6265.972 

df 253 

Sig. .000 

4.4 Pearson Correlation  

No correlation coefficient was observed because the sig. between each independent 

variable and the dependent variable was less than 0.05. Thus, all independent variables had a 

linear correlation with the dependent variable.  Furthermore, the Pearson correlation analysis 

also showed that the factors were closely correlated. Independent variable that had strongest 

correlation was reputation (0.687) while the correlation between employee image factor and 

dependent variable was lowest (0.492). Besides, interest rate, quality of service and convenience 

had correlation with customer’s decision is 0.608, 0.606 and 0.500 relatively. 

4.5. Linear Regression  

R squared correlation was 0.707. Five independent variables introduced to regression 

affecting 70.7% of the variance of the dependent variable. Besides, no factors were eliminated 

because p-value of each factor < 0.05 and VIF coefficient less than 2 so there was no multi-

collinearity. In addition, based on Beta(B) index, F_RE (reputation) had strongest impact on 

customer’s decision while F_CO (convenience) has weakness impact on customer’s decision.  

Table 4. Coefficients 

Model Unstandardized Coefficients Standardized Coefficients t Sig. 

B Std. Error Beta 

 (Constant) -.069 .094   -.736 .462 

F_CO .067 .021 .082 3.120 .002 

F_RE .334 .022 .397 15.134 .000 

F_QA .253 .022 .298 11.487 .000 
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Model Unstandardized Coefficients Standardized Coefficients t Sig. 

B Std. Error Beta 

F_EM .069 .022 .083 3.179 .002 

F_IR .225 .021 .282 10.670 .000 

a. Dependent Variable: F_DE 

 

5. Conclusion and recommendations 

The results of this research show that the factors affecting the decision to choose bank to 

deposit savings of individual customers include: quality of service, convenience, reputation, 

employee image and interest rate. Influencing level on descending is reputation, quality of 

service, interest rate, employee image and convenience. Therefore, based on this result, the 

authors propose the following recommendations: 

Firstly, banks must follow bank regulations, maintain relationship with long-term 

customers. Especially, customer benefits must be top priority. If the transaction process has 

mistaken, banks have to consider the customers’ benefits first in order to calm down customers. 

From that, the problem can be resolved nicely. 

Secondly, banks have to provide customers best service by providing enough information 

and conduct transactions as fast as possible. Besides, banks should consider financial situation of 

an individual to provide exactly service. 

Thirdly, banks can give special interest rate for long-term customers to maintain the 

relationship. Furthermore, to create more competitive advantage, banks should consider interest 

rate policies when customers want to withdraw money before the due date.  

Fourthly, banks need to train their employee carefully and take care them. They have to 

manage their employees to make sure bank employee behaves properly, understand customer 

well and willing to help customers. 

Finally, banks should give customers comfortable waiting area and extend the working 

hours for customers to conduct transaction. 
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Abstract: The Fourth Industrial Revolution (the IR 4.0) with technological breakthroughs 

have been affecting productivities of many sectors and the shift of labor structure. Using the SSA 

method (Shift-Share Analysis), the paper decomposes and analyzes the Vietnam’s aggregate 

labor productivity growth by intra-sector productivity growth and labor structure shift. With 

potential impacts from the IR 4.0, all sectors’ productivities may be improved. However, such 

industries as manufacturing, agriculture, public administration would reduce their contributions 

to the aggregate productivity growth due to reduced labor shares. Whereas, such sectors as 

wholesale and retail trade, financial-banking-insurance, transportation etc. would have chance 

to improve both intra-sector industries and labor structure shift, increasing their contributions to 

the aggregate productivity growth. 

Keywords: aggregate labor productivity, fourth industrial revolution, intra-sector 

productivity, labor structure shift, SSA 

 

1. Introduction 

According to the World Economic Forum (WEF, 2018), the IR 4.0 offers opportunities for 

all nations, especially developing countries, to create great impetus for economic growth. Future 

production will be characterized by high automation levels and self-organizing factories and 

integrated or hyper-connected production systems. Suppliers, manufacturers and customers will 

ultimately be connected on a common IoT1 platform. Technology will empower the factory 

worker and plant manager, shifting the focus from execution of repetitive and inefficient tasks to 

innovation.  

New technologies can be applicable in most economic sectors, which can bring about 

major changes in production patterns and labor productivities. Some sectors may soon take 

advantages of the IR 4.0 to make a big change in labor productivity as follows: 

For industries, digital technology opens up new ways of combining products and services 

                                                 
1 Internet of Things 
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removing the traditional boundaries between sectors. Particularly in the manufacturing sector, 

many jobs will be replaced by machines. Production stages will be connected, productivity and 

industrial added value will increase, while using less labor. As a result, labor productivity can be 

increased significantly. 

Logistics will be supported by robots, enhancing connectivity. Customers can be 

approached through massive data and block chain technology. Supply chain management, 

including freight forwarding, shipping, handling, and storage, will be strongly promoted by new 

technologies. 

The financial sector is also undergoing major changes. The P2P (peer-to-peer) platforms 

are currently dismantling barriers to entry and reducing costs. Block chain applications will also 

create dramatic changes in the industry as they provide opportunities to reduce transaction costs. 

Database sharing technologies can streamline a variety of operations such as storing customer 

accounts, cross-border payments, and clearing and settling of trades, as well as products and 

services that do not exist yet, such as smart future contracts can be executed without a trader 

(Klaus Schwab, 2016). 

The healthcare sector will be driven by advances in physical, biological and digital 

technologies. The development of new diagnostic and therapeutic methods, digitization of 

patient records, the use of information abundance, the development of transplantation 

technologies for human devices will move the sector further. 

New technologies will bring new ways of learning (both online and offline). Time and 

place of study are not bound and more flexible with learners. The training program is more 

diversified, more attractive and regularly updated and improved. New educational models will 

emerge with virtual classrooms, virtual teachers, virtual devices, labs, virtual libraries ... with the 

aid of smart devices. 

In agriculture, IR 4.0 technologies will create more opportunities to increase labor 

productivity by reducing dependence on environmental conditions, weather. Disease control and 

seedling production will be better. Technologies such as internet-connected sensors, LED 

technology, unmanned aerial vehicles, farm robots, and smart farm management will all help the 

agriculture sector achieve great progress in the coming time. 

The IR 4.0 also affects the process of labor structure shift. Report of the United Nations 

(The UN, 2017) stressed that the trends of labor shift from industries to services sectors, starting 

from the third industrial revolution, will be continued and further promoted in the IR 4.0. The 

service sectors become more and more diversified, increasing demand for highly skilled workers 

in some sectors such as information technology, the computer programming, banking, logistics, 

e-commerce, etc. Working conditions have also become more flexible, not requiring workers to 

be at offices or plants. They can work anywhere with internet connection, knowing how to 

approach and process information. 
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The aggregate productivity growth is the important element for economic development in 

the medium and long run. Changes of intra-sector productivities and labor structure shift will 

influence the aggregate productivity growth, as shown in the SSA (Shift-Share Analysis). In 

Vietnam, there have been many conferences, workshops discussing impacts of the IR 4.0 on 

many aspects including labor productivities. However, there haven’t been any paper using the 

SSA (Shift-Share Analysis) approach to assess in detail the impacts systematically and 

quantitatively. The SSA was used in some studies for the case of Vietnam. The 2007 Ministerial-

level project "Assessing the contribution of economic sectors and sector structure shift to 

productivity growth in Vietnam” by Dr. Nguyen Thi Tue Anh, Central Institute for Economic 

Management (CIEM) studied the contribution for the period 1996 to 2005. The study used SSA 

to analyze the contributions of 20 primary economic sectors to the aggregate productivity 

growth, further studied the labor structure shift (static and dynamic) during that period. Nguyen 

Quoc Te, Nguyen Thi Dong in their paper titled “Measuring Growth of Labor Productivity in 

Vietnam by Shift-Share Analysis of Structure of Industries” studied the 3 main sectors 

(agriculture, industry and service), measuring growth of labor productivity during structural 

changes in Vietnam in the years 1994-2011. Those studies showed the power of the SSA in 

decomposing and analyzing the aggregate labor productivity. Hence, it is essential to use SSA 

method to study how intra-sector productivities and labor structure shift affecting Vietnam’s 

aggregate productivities under the context of the IR 4.0. Based on findings from the study, policy 

recommendations should be proposed to timely take full advantages of the IR 4.0 for Vietnam to 

foster frog-leap development.  

2. Vietnam’s sector productivities and labor structure shift in recent years 

2.1. Sector productivities  

According to the Vietnam 2035 Report (WB, MPI, 2016), the trend of decreasing 

aggregate productivity in the period of 1009-2013 was worrying, threatening Vietnam’s long-

term rapid and sustainable economic growth. However, the productivity growth has shown signs 

of recovery in recent years, especially reached nearly 6% in 2017, the highest rate since 2005. 

 

Figure 1: The aggregate productivity growth in the period 1992-2017 

Source: WB data, GSO and author’s calculation 
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Sectorial productivities have experienced changes, making their contributions to the 

aggregate productivity 

For the period 2011-2017, among 20 sectors measured by the General Statistics Office 

(GSO), some sectors with high productivity growth rate included Electricity, gas, stream and air 

conditioning supply (8.15% per year); household activities2 (7.02% per year); Water supply, 

sewerage, waste management and remediation activities (6.68% per year). However, 

productivity growths of some sectors have declines, notable that of real estate activities (-8.15% 

per year) 

Agriculture, forestry and fishing sector has grown with relatively high rate of 4.6% per 

year. The manufacturing sector, which has attracted huge amount of labor (more than 17% of the 

labor force in the whole economy), gained labor productivity growth of 5.42% per year. 

Transportation and storage sector has grown by only moderately (3.08% per year). The labor 

productivity growth rate of the information and communication sector was 4.42% annually. 

Financial, banking and insurance activities have shown a slow increase (0.88% per year).   

The sector of public administration activities3 have grown fast with rate of 5.78% per year. 

Such sectors as health care, education-training have gained growth rates of over 4%. 

For the last three years (2015-2017), sectorial productivities have shown positive changes, 

especially for the sectors that can take advantage of the IR 4.0. Labor productivity in agriculture 

was higher than in the previous period, one of the reasons may be the application of science and 

technology to agriculture. Sector of  accommodation and food service activities also has gained 

better growth, better supporting tourism in Vietnam, which is one of the key sectors to be further 

promoted by the Vietnamese government. Financial, banking and insurance activities also 

showed positive signs. Labor productivity in the manufacturing sector was lower than that of the 

previous period, suggesting that the sector continued to attract labor, but the pace of production 

growth was not commensurate with the increase in labor. 

Table 1: Growth rates of sectorial productivities (%)  

No. Sector 2011-2017 2015-2017 

 The whole economy 4.91 5.99 

1 Agriculture, forestry and fishing 4.60 6.53 

2 Mining and quarrying 4.62 4.52 

3 Manufacturing 5.42 4.06 

4 Electricity, gas, stream and air conditioning supply 8.15 6.76 

5 Water supply, sewerage, waste management and remediation activities 6.24 0.86 

6 Construction 2.60 2.92 

7 Wholesale and retail trade; repair of motor vehicles and motorcycles 5.49 7.21 

                                                 
2 The sector “Activities of households as employers; undifferentiated goods and services producing activities 

of households for own use” is shortened by “household activities” 
3 The sector of “Activities of Communist Party, socio-political organizations; public administration and 

defense; compulsory security” shortened by “Public administration activities” 
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No. Sector 2011-2017 2015-2017 

8 Transportation and storage 3.08 1.82 

9 Accommodation and food service activities 1,22 3,25 

10 Information and communication 4,42 5,81 

11 Financial, banking and insurance activities 0,88 4,67 

12 Real estate activities -8,15 -7,98 

13 Professional, scientific and technical activities 4,83 6,91 

14 Administrative and support service activities -0,60 0,66 

15 Public administration Activities 5,78 6,47 

16 Education and training 4,48 4,16 

17 Human health and social work activities 4,27 4,23 

18 Arts, entertainment and recreation 4,21 7,33 

19 Other service activities 3,15 2,27 

20 Household activities 7,02 2,98 

Source: GSO and author’s calculation 

2.2. Labor structure shift  

In recent years, labor structure shift has continued in the direction of industrialization. The 

share of labor in the agriculture, forestry and fishing sector has been constantly decreasing. In the 

period 2010-2017, the labor structure in agriculture, forestry and fishery decreased by 9.34 

percentage points. 

In addition to the agriculture, forestry and fishery sector, labor in the mining sector 

continues to decline, labor share of this sector decreased by 17 percentage points in the period 

2010-2017. Labor share of the household activities sector also decreased slightly in recent years. 

The manufacturing sector has still attracted a great share of labor. Labor share of the sector 

had the highest increase, 3.8 percentage points in the period 2010-2017. Shares of labor in such 

sectors as the wholesale and retail trade- repair of motor vehicles and motorcycles sector, the 

construction sector and the accommodation and food services sector have increased significantly 

in the period 2010-2017 (1. 55, 1.16, and 1.14 percentage points correspondingly). 

Some other services sectors such as the transportation and storage, the finance, banking, 

insurance, healthcare, education-training have also attracted more laborers, but the increase are 

still modest. 

Table 2: Labor structure shift in the period 2010-2017 

STT Sector 
Labor structure (%) Labor 

structure shift 2010 2017 

 The whole economy 100.00 100.00  

1 Agriculture, forestry and fishing 49.50 40.16 (9.34) 

2 Mining and quarrying 0.56 0.39 (0.17) 

3 Manufacturing 13.55 17.35 3.80 

4 Electricity, gas, stream and air conditioning supply 0.27 0.29 0.02 
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STT Sector 
Labor structure (%) Labor 

structure shift 2010 2017 

5 
Water supply, sewerage, waste management and remediation 
activities 

0.24 0.25 0.01 

6 Construction 6.34 7.50 1.16 

7 Wholesale and retail trade; repair of motor vehicles and motorcycles 11.32 12.86 1.55 

8 Transportation and storage 2.89 3.26 0.37 

9 Accommodation and food service activities 3.49 4.63 1.14 

10 Information and communication 0.52 0.63 0.11 

11 Financial, banking and insurance activities 0.52 0.72 0.20 

12 Real estate activities 0.21 0.42 0.21 

13 Professional, scientific and technical activities 0.44 0.47 0.02 

14 Administrative and support service activities 0.38 0.58 0.20 

15 Public administration Activities 3.20 3.22 0.02 

16 Education and training 3.41 3.78 0.37 

17 Human health and social work activities 0.89 1.00 0.11 

18 Arts, entertainment and recreation 0.47 0.53 0.06 

19 Other service activities 1.40 1.60 0.20 

20 Household activities 0.40 0.37 (0.04) 

Source: GSO and author’s calculation 

In general, from 2010 to 2017, sectorial productivity growth and labor structure shift have 

experienced positive changes. However, these changes are modest and unsustainable and not 

much driven by the IR 4.0. 

3. Contributions of intra-sector productivities and labor structure shift on the 

aggregate labor productivity 

3.1. Methodology  

The SSA method was developed by the Fabricant in 1942 in the Employment in 

Manufacturing, 1899-1939. In this paper, the author refers to the formula presented in the 2007 

Ministerial-level project "Assessing the contribution of economic sectors and sector structure 

shift to productivity growth in Vietnam” by Dr. Nguyen Thi Tue Anh, Central Institute for 

Economic Management (CIEM), and other articles  (Marcel P. Timmer, A. S., 2000; Nguyen 

Quoc Te, N. T, 2013) 

Shift-Share Analysis (SSA) is used to assess the contributions of productivity growth 

within sectors (intra-sector productivity) and labor structure shift to the aggregate labor 

productivity growth. The formula is as follows: 
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In which:   denotes the growth of the aggregate labor productivity; subscript 0,T are the 

beginning and the end of the period (0;T) 

 is the aggregate productivity at the beginning year (year 0)  

 is the sectorial productivity of the sector i at the year T 

 is the sectorial productivity of the sector i at the year 0 

 is labor share of sector i at the year T  

 is labor share of sector i at the year 0. 

The first component    shows the contribution of intra-sector productivity, 

the second component   shows contribution of labor structure shift to the aggregate 

productivity growth. 

3.2. Assessment of contributions of intra-sector productivity and labor structure shift to 

the aggregate productivity in the period 2010-2017 

3.2.1. Contribution of intra-sector productivity and labor structure shift to the aggregate 

productivity in the period 2010-2017 

In the period 2011-2017, the aggregate productivity growth was 39.86%, of which the 

contribution from intra-sector productivity growth was 29.72% (representing 74.6%) and the 

contribution from shifting The labor structure shift was 10,13% (accounting for 25,4%). In the 

last three years (2015-2017), the aggregate productivity increased by 17.89%, of which intra-

sector productivity accounted for 12.75% (71.3%), labor structure shift contributed 5.14% 

(accounting for 28.7%).  Therefore, the intra-sector productivity growth has played a dominant 

role in the aggregate productivity growth. This is a good sign compared to the previous period4, 

partly showing the production capacity of the economy has been improved. Nevertheless, the 

increased contribution of labor structure shift in the last three years may show that the structure 

of labor among sectors is under changes, increasingly influencing the aggregate productivity 

growth. 

 

                                                 
4 According to the Viet Nam 2035 Report, in the period 2001-2013, the contribution of intra-sector 

productivity growth to the aggregate productivity growth was below 40%. Findings of the Ministerial-level Project 

"Assessing the contribution of economic sectors and sector structure shift to productivity growth in Vietnam" also 

pointed out that the contribution of intra-sector productivity growth of the period 1996-2000 was 64.01%, the 

period 2001-2005 was 32.95% 
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Table 3: Contributions of intra-sector productivity  

and labor structure shift to the aggregate productivity 

Period 

Aggregate 
productivity 

growth (percent 
point) 

In which, contribution of 
Aggregate 

productivity 
growth (%) 

In which, contribution of 

Intra-sector 
productivity 

growth 

Labor 
structure 

shift 

Intra-sector 
productivity 

growth 

Labor 
structure 

shift 

2011-2017 39.86 29.72 10.13 100 74.6 25.4 

2015-2017 17.89 12.75 5.14 100 71.3 28.7 

3.2.2. Sector contribution to the aggregate productivity growth 

In the period 2011-2017, the manufacturing sector was the biggest contributor to the 

growth of aggregate productivity, above 30%, much higher than the other sectors. This was also 

the period when a large number of workers moving into the sector, thus contributing 

significantly to the aggregate productivity growth. 

The sector of wholesale and retail trade; repair of motor vehicles and motorcycles was the 

second contributor to the aggregate productivity growth with its contribution of nearly 15%. 

Although the contribution was mainly from increased intra-sector productivity, laborers 

continued moving to the sector, making contribution to the aggregate productivity growth. 

Following is the sector of electricity, gas, stream and air conditioning supply with its 

contribution of 7.7%, mainly from the increase in the intra-labor productivity. 

The sectors of construction and the finance, banking, insurance made relatively high 

contributions to the aggregate productivity growth (7.34% and 7.23% respectively). However, 

the contributions were mainly from labor structure shift. 

The sector of agriculture, forestry and fishing contributed 5.85% of the aggregate 

productivity growth, relatively high contribution compared to other sectors. Although the labor 

share of the sector has declined significantly (over 2.7 million laborers), the contribution was 

still high thanks to a sharp increase in intra-sector productivity. 

The sector of mining and quarrying reduced the growth of aggregate productivity, 

especially in recent years. The reason is that a large number of workers have left this sector 

(about 65 thousand people), although labor productivity has increased (4% per year). 

Some sectors such as transportation and storage; accommodation and food service 

activities; information and communication; healthcare, education, etc. can take advantage of the 

IR 4.0 to increase their contribution to the aggregate productivity growth. However, the 

contributions were not high. 
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Table 4: Sectors’ contribution to the aggregate productivity growth  

in the period 2010-2017 

No. Sector 

Sectors’ 
contribution to 
the aggregate 
productivity 
growth (%) 

Sectors’ 
contribution to 
the aggregate 
productivity 
growth ( % 

point)  

In which, contribution of 

Intra-sector 
productivity 

growth 

Labor 
structure 

shift 

 The whole economy 100 39.86 29.72 10.13 

1 Agriculture, forestry and fishing 5.85 2.33 7.77 (5.43) 

2 Mining and quarrying -1.15 (0.46) 4.03 (4.49) 

3 Manufacturing 31.66 12.62 6.62 6.00 

4 
Electricity, gas, stream and air 
conditioning supply 

7.70 3.07 2.55 0.52 

5 
Water supply, sewerage, waste 
management and remediation 
activities 

0.87 0.35 0.31 0.04 

6 Construction 7.34 2.92 1.38 1.54 

7 
Wholesale and retail trade; repair of 
motor vehicles and motorcycles 

14.97 5.97 4.15 1.82 

8 Transportation and storage 3.27 1.30 0.78 0.53 

9 
Accommodation and food service 
activities 

4.60 1.83 0.36 1.47 

10 Information and communication 1.65 0.66 0.37 0.29 

11 
Financial, banking and insurance 
activities 

7.23 2.88 0.39 2.49 

12 Real estate activities 2.18 0.87 (3.13) 4.00 

13 
Professional, scientific and technical 
activities 

1.74 0.69 0.58 0.11 

14 
Administrative and support service 
activities 

0.49 0.19 (0.02) 0.21 

15 Public administration Activities 3.60 1.43 1.41 0.03 

16 Education and training 3.37 1.35 0.96 0.39 

17 Human health and social work activities 1.57 0.62 0.42 0.20 

18 Arts, entertainment and recreation 0.97 0.39 0.26 0.13 

19 Other service activities 1.91 0.76 0.44 0.32 

20 Household activities 0.18 0.07 0.09 (0.02) 

Source: GSO and author’s calculation 

4. Forecast of contributions of intra-sector productivity growth and labor structure 

shift to the aggregate productivity growth under impacts of the IR 4.0 

As mentioned above, the technology and innovation of the IR 4.0 has affected and will 

affect many sectors. In Vietnam, some sectors (of the 20 sectors) will be impacted significantly 

in the coming time. Considering the period from now to 2025, assuming that the sectors will 

make good use of the advantages of the IR4.0, some predictions of the sectors’ contributions to 

the aggregate productivity growth are as follows: 
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Agriculture, forestry and fishing: With the application of high technologies, the sector will 

continue to make great progress in increasing intra-sector productivity growth. However, the 

labor structure shifting process will continue. The declining labor share of the sector could 

reduce the sector's contribution to the aggregate productivity growth. 

Manufacturing: Automation and new technologies are likely to increase the productivity of 

the sector. However, this is the sectors in which laborers are going to be replaced by machinery, 

especially for such labor-intensive industries as textiles and footwear. Labor share of the sector 

tends to decrease in the medium term, which may affect the contribution of the sector to the 

aggregate productivity growth. 

Wholesale and retail trade; repair of motor vehicles and motorcycles: E-commerce and 

Internet advantages, big data, etc. will create favorable conditions for the sector to develop and 

attract more laborers. Thus, in the coming years, both intra-sector productivity growth and labor 

structure shift will increase the contribution to the aggregate productivity growth. 

Transportation and storage (including logistics): the sector is also further benefited from 

the new technologies, increasing its productivity. In addition, with the process of labor shifting 

from industries to services, logistics will be the sector attracting more laborers in the future. 

Thus, the contribution of the sector to the aggregate productivity growth would increase. 

Accommodation and food service activities: With the Vietnam government’s orientation of 

tourism development as a key economic sector, together with supports of new technologies, the 

sector will have the opportunity to develop strongly. Additionally, by attracting more laborers, 

the sector would increase its's contribution to the aggregate productivity in the near future. 

Such sectors as information and communication; finance, banking, insurance; education, 

training and health can take advantages of the IR 4.0 to promote their sectorial productivities and 

attract laborers. Their contributions to the aggregate productivity growth would increase. 

With the strong determination to build up a developmental Government, the e-government 

will support more transparent and effective state management. Thus, the sector of public 

administration will have the opportunity to increase its productivity. However, along with the 

payroll streamlining process, labor in this sector will decline in the medium and long term, thus 

reducing the sector’s contribution to the aggregate productivity growth. 

The prediction of impacts from the IR 4.0 can be summarized as follows: 
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Table 5: Predicted contributions of some sectors to the aggregate productivity growth  

under impacts of the IR. 4.0 

No. Sector 

Sectors’ 
contribution to 
the aggregate 
productivity 
growth 2011-

2017 (%) 

Predicted 
sectors’ 

contribution to 
the aggregate 
productivity 
growth 2018-

2025 

In which, contribution of 

Intra-sector 
productivity 

growth 

Labor 
structure 

shift 

 The whole economy 100    

1 Agriculture, forestry and fishing 5.85 decreasing 
strongly 

increasing 
strongly 
reducing 

2 Manufacturing 31.66 
slightly 

decreasing 
Increasing decreasing 

3 
Wholesale and retail trade; repair of motor 
vehicles and motorcycles 

14.97 increasing increasing increasing 

4 Transportation and storage 3.27 increasing increasing increasing 

5 Accommodation and food service activities 4.60 increasing increasing increasing 

6 Information and communication 1.65 increasing increasing increasing 

7 Financial, banking and insurance activities 7.23 increasing increasing increasing 

8 Public administration Activities 3.6 decreasing increasing decreasing 

9 Education and training 3.37 increasing increasing increasing 

10 Human health and social work activities 1.57 increasing increasing increasing 

Source: GSO and author’s calculation 

5. Conclusion 

From the above table, it can be seen that 7 out of 10 sectors would increase their 

contributions to the aggregate productivity growth. The total contribution of these sectors is 

about 36.6% in the period 2011-2017, expected to increase in the period 2018-2025. Three 

sectors may reduce their contributions. They are agriculture, forestry and fisheries; 

manufacturing and public administration due to their reduced labor shares. In order to take 

advantage of the IR 4.0 to increase the aggregate productivity growth, measures should be taken, 

focusing on the sectors which have advantageous to be developed in the digital age as well as 

have high or potentially high contributions to the aggregate productivity growth. The 

manufacturing sector will continue to be major contributors, but it is necessary to take strong 

measures to upgrade technological capacity, improve management and production to promote its 

productivity so that the sector will better perform its leading contribution task. The advantageous 

sectors such as high-tech agriculture, information technology, finance-banking, tourism, 

logistics, wholesale-retailing should also be boosted to innovate to increase productivities as well 

as their contributions to the aggregate productivity growth, step by step changing the 

contribution structure modernly and sustainably. The labor structure shift process will continue 

in the direction of industrialization and modernization. In addition to the flow of labor from 

agriculture to industry and services, the flow of labor from industry to services will be stronger 

in the coming time, contributing to the increase of the contribution of services sectors to the 

aggregate productivity growth. 
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Abstract: This study investigates the significant relationships between individual 

characteristics (including outcome expectation; perceived relevance of training; trainee ability) 

and transfer of technical training (TTT) in Vietnamese enterprises. Quantitative method was 

employed to examine how individual characteristics influence TTT. A self-completion 

questionnaire was administered to 185 employees in seven Vietnamese enterprises. All these 

employees received training from their enterprise. The findings of data indicated that three 

predicted individual factors have significantly influenced on TTT. The findings of this study also 

further suggested that in order to motivate trainee’s efforts to transfer, organisational changes 

should be conducted to offer bonus as well as perceived relevance of training succeeding 

training activities.  

Keywords: individual characteristics, outcome expectation; perceived relevance of 

training; trainee ability and transfer of technical training (TTT). 

 

1. Introduction 

The modern business environment is a highly competitive and global workplace for many 

organizations (Werner & DeSimone, 2011). Business managers are conducting new and advance 

strategies to face up to the turbulent environment and ensure success for their enterprise. A 

general subject of the most popular plans is a focus on human capital or knowledge and skills of 

employees as a key strategic resource for achieving and maintaining a competitive advantage. As 

business environment move in the area of the global marketplace, the demand to maintain a 

highly effective and skilled workforce becomes an important element for developing market 

share (Noe, 2013). Training is the keys to learning and developing human capital. Employee 

training is crucial for business organizations to improve both knowledge and skills for their 

employees. Therefore, organizations need to recognize that their training investment is producing 

dividends in terms of improved organizational performance such as increased productivity and 

profit, improved safety statistics and reduced errors(Salas & Cannon-Bowers, 2001).  
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Much of the debate about the training - organizational performance linkage has been 

focused around the concept of transfer of technical training (TTT) (Dirani, 2012; Massenberg et 

al, 2017). According to Baldwin & Ford (1988) transfer of training is defined as the application 

of knowledge and skills trained from training context to the job and its maintenance during a 

certain period of time. There have been a number of causes, but mainly because of the regularly 

cited failure of training programs in both education and business has not focused on  how 

training is applied to the workplace (Cheng & Ho, 2001). Therefore, it is necessary for research 

to find responses about transfer of training. 

In the past, research within the framework of the several training theories had been narrow 

and efforts have been made to improve models of transfer of training  within training theory 

areas (Blume et al., 2010). Such improvements have provided a motivation for beginning 

systematic empirical examinations (Yamnill & McLean, 2001). However current theoretical and 

conceptual understanding is still somewhat disconnected. Consequently, practical application of 

transfer of training in many business organizations is random and at times unfounded (Burke & 

Hutchins, 2007). Furthermore, although there has been significant interest in the literature about 

transfer of training; most of the cited transfer of training research has used samples from 

developed countries (Velada, Caetano, Michel, Lyons, & Kavanagh, 2007). There are very few 

studies using samples from developing countries, especially at the organizational level of 

analysis. Therefore, this study attempted to give an insight into what individual characteristics 

influencing of transfer of training for employees at the organizational level within a developing 

economy as Vietnam.  

Using a quantitative method, this study examines the individual characteristic influences 

on TTT in Vietnamese enterprises. Employee data from questionnaire surveys were used to 

identify the factors most strongly associated with TTT in Vietnamese Enterprises. Furthermore, 

the findings from this study suggest some major changes for improving the effectiveness of TOT 

in Vietnamese Enterprises. 

2. Implementations of transfer of technical training in Vietnamese enterprises  

2.1. The role of training in Vietnamese enterprises 

According to Unger, Rauch, Frese, & Rosenbusch (2011), human capital attributes (such as 

training, experience, knowledge and skills) have been argued to be a important resource for 

success in enterprises. This capital plays an even greater role in the future because of the 

constantly rising knowledge-intensive activities in most job conditions (Sclafani, 2008). 

Individuals will try to maximize their economic profits given their human capital. Therefore, 

highly trained individuals could not choose to become managers as entrepreneurship very well 

lead to reduced returns compared to other employment chances (Unger et al., 2011).  

According to Sclafani, (2008) the uniqueness of a worker's capabilities and skills is a 

significant requirement for achieving competitive advantage. Those holding the resource based 

view argue that sources are valuable when they facilitate an enterprise to perform strategies that 

improve exploit market opportunities and effectiveness. Consequently, the value of human 
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capital is essentially dependent upon its potential to contribute to the core competence or 

competitive advantage of the enterprise. 

It is argued that transitional economies rely heavily on human labor to maximize their 

effectiveness and meet their organizational goals (King-Kauanui, Do, & Ashley-Cotleur, 2006), 

so HR training becomes utilitarian in the organization strategy to keep up with economic and 

technological changes (Zidan, 2001). HR training and development programs have to be linked 

to the strategic business development goals of the enterprise (Brinkerhoff & Apking, 2001; 

Gilley & Gilley, 2003; Pham, 2009). Labour needs to be reviewed as a source to be trained and 

developed for the purpose of enhancing the productivity of enterprises (Zidan, 2001).  

Some researchers who conducted studies on training and development activities in 

different types of enterprise in Vietnam indicate a positive and significant relationship between 

training investment and enterprise performance (King-Kauanui et al., 2006). Although most 

Vietnamese enterprises have awoken to the link between employee training and business 

success, they are often disadvantaged by the shortage of necessary financial resources to conduct 

adequate training initiatives (Nguyen & Truong, 2007). Consequently, employees are left with 

little choice but to look for self-development through vocational training institutions, but these 

institutions often fail to meet the specific demands of labor market. According to Friedman 

(2004), this matter is much more marked in Enterprises.  

It seems that human resource development (HRD) did not receive intensive concern from 

Vietnamese enterprise’s managers in the past because they based their government allocations of 

labor to fulfill their staffing needs (Nguyen, 2011). Vietnamese Enterprises view training as an 

expense which will influence their profit levels, so financial investment in training and 

development was limited (King-Kauanui et al., 2006)  and only 62% of the respondents have a 

little budget for training (Nguyen, 2011). The result of this is a mismatch of skill with enterprise 

demand. In fact, about 25-40% of Vietnam’s 168,000 public servants, meet some “standard 

requirements” (Ngo, 2008). According to the CLS Project Manager, the majority of Vietnamese 

laborers have not been trained. The levels of soft skills, foreign language proficiency, teamwork 

skills, information technology skills and creativity are still limited. And many Vietnamese 

workers, although trained, but still not meet the requirements of business owners and take time to 

train again (Ngoc, 2018). As a result, The World Bank's survey indicated that, Vietnam's human 

resources quality reached only 3.79 points on a scale of 10, ranking 11th out of 12 countries 

surveyed in Asia. the quality of human resources in Vietnam is now only 3.39 out of 10 while 

some countries in the region such as Korea is 6.91, India is 5.76, Malaysia is 5.59 and Thailand 

is 4.94 (HL, 2017). 

In recent years, training and HRD has begun to receive more attention in Vietnamese 

organizations (Kamoche, 2001), but “Enterprises have fairly conservative policies with 

traditional welfare paternalism rather than formal human resource management practice” 

(Collins et al., 2012: 609). A study of Hakkala & Kokko, (2007) indicate that Enterprises 

undertook training to provide skilled labor in the same activity field and HRD is considered a 

means to provide employees with some kind of compensation. But local enterprises used less 
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international standards of human resource management policies than multinational corporations 

(MNCs) and joint venture (JVs) (Dowling et al., 2008). The training activity stopped at the level 

of spontaneous training and the lack of professionalism, or if having formal training, the 

individual needs still plays an important role (Ngo, 2008). Consequently, quality vocational 

training has not met the skill needs of the labor market, such as industrial working style or ability 

of working group. Only 34% of enterprises satisfied the quality of vocational training (Schwab et 

al., 2011).  

Data of The General Statistics Office of Viet Nam reported that over 47% of Vietnamese 

employees have no skills (Ngoc, 2018).  Most of them come from agricultural or rural areas with 

working habits of the small farm model such as arbitrary time, lack of skills, promoting 

individual initiative and sharing experience (Report of Ministry of Education and Training, 

2007).  

Therefore, training and transfer of training has become utilitarian in the enterprise strategy 

to keep up with technological and economic changes (King-Kauanui et al., 2006). The most 

effective avenue for enhancing performance and staying competitive in Enterprises is developing 

the skills of employees (Nguyen & & Bryant, 2004). 

2.2. Skill levels of employees 

According to Cung Tran, Deputy Director Research Institute Central Economic 

Management (CIEM), many Enterprises are ineffective business so the enterprise is the pillar of 

economic competition, but it has not attained international competitiveness (Thao, 2012). In fact, 

many Enterprises are active in fields that have a larger presence in multinational enterprises 

(MNEs) in these as petroleum, bank, chemicals, airline and agriculture (Hakkala & Kokko, 2007; 

Ngo et al., 2006). The competitive advantages of these MNCs are often related to productivity 

and technology (Bekkevold, Inge, Brubakken, Larssonand, & Sigvaldsen, 2003). Thus, they 

often lost market share, which may have led to a diminished ability to exploit economies of scale 

(Bekkevold et al., 2003). Moreover, Enterprises did not seem to be strongly affected by the 

presence of the foreign firms and there were stronger signs of productivity obtainment in private 

firms (Hakkala & Kokko, 2007).  

In a survey on the global competitiveness of the World Economic Forum (WEF) in 2008, 

respondents cited the matter of employee skills as one of the weaknesses of the Vietnamese 

economy (Phung & Do, 2009). Developing the training process is quite important, as 

Vietnamese Enterprises are likely hiring many employees who have a shortage of necessary 

skills. In fact, in an article analyzing the quality of employees in Enterprises, Vu (2012) 

indicated that difficult problems highlighted in post-equitized enterprises have forced them to 

implement such as arranging, retraining even cutting down of employees. These were done 

because of many unskilled employees to adapt with new working environment. The main cause 

leading to the above consequences is as employees’ income in former working environment ware 

ensured by government without from productivity (Nguyen, 2011). This leads to attach little 

value to Enterprises’ training and HRD in the past. As a result, the adaptability of Enterprises 

and their employees has been reduced, even annulled to new working condition as market 
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economy. Thus, it is asked that, if large Enterprises would continue to be equitized in future, 

how many employees belong to “downsizing” group and how many enterprises are broken up? 

(Vu, 2012) 

It is indicated that increasing productivity in using high-technology rapidly added needs for 

developing skilled employees to maintain a relationship between human capital strength and 

productivity achievement (UNIDO, 2011). In order to gain improved labor productivity, there is 

a strong need for incessant support to vocational training and transfer of trained skills 

mechanisms to the job as a response to the fast-changing labor market needs in industry, 

especially in the medium to high-tech industrial segment and higher wage bracket.  

The skill development process, through vocational training, is by description, a gradual 

progression which concerns a wide range of national institutions (both state and privately owned) 

and obtains payments over the long term (UNIDO, 2011). Nevertheless, the skilled labor needs 

of industry and enterprises are primarily immediate. They may not be able to ‘wait’ for the final 

result of skill development policies occurring in the future. Therefore, it is more important that 

skill training mechanisms are set in place and the impetus to skills upgrading and the effective 

transfer of trained skills to the workplace may come from enterprises’ training policies. These 

activities should continue to be aided through targeted support as individual characteristics 

including both trainee’s ability and dedicated motivation. 

3. The impact of individual characteristics on effective transfer of training: A review 

A considerable amount of literature has been published on TOT. These studies provide 

several theories and conceptual frameworks that have been used  to predict the factors that 

influence TOT. For example, Baldwin & Ford (1988) carried out a widespread review of the 

literature, identifying key trainee characteristic influences in the processes of pre-training, 

during-training and post-training. Since this time, significant interest has been generated in this 

area. Three years after Baldwin & Ford (1988) review, Ree & Earles (1991) expanded the 

theoretical model of TOT to include an emphasis on transfer motivation, which is predicted to be 

a key component to connect learning with individual performance change.  

Furthermore, a study by Holton et al. (2000) addressed three theories of human behaviour 

that may impact on transfer motivation, expectancy theory, equity theory and goal-setting theory. 

Expectancy theory is defined as “a momentary belief concerning the likelihood that a particular 

act will precede a particular outcome” (Yamnill & McLean, 2001: 197). According to this 

theory, certain behaviours will lead to desired performance goals or incentive awards. An 

individual’s effort will result in the achievement of desirable results. Regarding to Equity theory 

developed by Adams (1965), it considers motivation and job satisfaction as outcome of a 

comparison of an employee's perceived results and inputs to the results and inputs of a referent 

other. Equity theory implies that individuals want to be treated fairly in relation to others. People 

could react in one or all of three following methods when they feel distress from inequity: (1) 

employees could limit their inputs to a level they believe to be consistent with the results gained; 

(2) employees could meet with their managers to verbally discuss a better deal - meaning they 

will effort to find a balance between work and payment; (3) the distress of feelings of inequity 
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could cause some workers to quit the enterprise. However, when employees had feelings of 

inequity, managers still do not know how to communicate with them. Employees of a company 

seek equity in their job, so they may attend learning to achieve equity in relation to pay or other 

benefits. In this condition, training will occur and will be transferred to the workplace. Goal-

setting theory explains how and why these behaviours are facilitated or restrained in both the 

pre-training and post-training processes. These three theories help HRD professionals to better 

understand the factors supporting TOT.  

Although, a wide range of individual characteristics considered to impact on TOT have 

been proposed in the literature (Baldwin & Ford, 1988; Blume et al., 2010; Cheng & Ho, 2001), 

empirical explorations of ability, personality and motivational influences on training and transfer 

effectiveness are quite limited.  

Numerous particular studies had, however, supplied additional documents on the 

connections between learner ability and motivation factors with TOT. Devos et al. (2007) 

noted that trainees with high confidence levels were more motivated to use their training. 

Employees who had effective career planning and high job involvement would prefer to learn 

and transfer (Lim & Morris, 2006). Employee performance is a function of motivation, ability 

of employee and opportunity to perform (Boxall & Purcell, 2011). In addition, motivation to 

transfer and trainee ability have been found to be positively associated with TOT. These 

factors may be job function, job position (Lim & Morris, 2006),  performance outcomes 

expectations (Devos et al., 2007), learner’s locus of control (Chang & Ho, 2009), self-efficacy 

(Simosi, 2012), organizational commitment, training attributes, confidence and openness to 

change (Devos et al., 2007). 

It is clear that the trainee not only lies at the centre of the TOT process, their role in 

affecting the TOT has received a large amount of research attention. Particularly, there is an 

increasing concern relating to motivational factors and their influence on transferring training 

and skills to the job (Cheng & Ho, 2001). The assessment of the role of individual-related factors 

should be a vital component in developing TOT (Dirani, 2012).  

Motivation to TOT was defined as the employee’s effort to apply knowledge and skills 

leaned in training context to a real work situation” (Chiaburu, Van Dam, & Hutchins, 2010). 

Previous studies have indicated that motivational factors associated with personal desire and the 

abilities of an employee to learn and transfer are elements that bring about the trainee‘s effort to 

effectively transfer (Bates & Holton, 2004). Accordingly, in the TOT literature, there are several 

aspects that relate to the motivation to transfer, such as the perceived relevance of training and 

performance outcome expectancies (Devos et al., 2007).  These aspects were examined because 

it is likely that individuals with inadequate motivation are poor in mastering trained skills and 

subsequent transfer performance. For example, a study by Chiaburu et al. (2010) was conducted 

to test three motivational factors associated with transfer by conducting a questionnaire survey 

with 111 participants  in an organization in the Mid-Atlantic region of the United States. Their 

findings indicated that individuals with higher motivation to transfer were more likely to training 

cognitions that may effectively transfer the training into performance improvement than 

employees with lower motivational factors.  
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3.1. Performance outcomes expectancies 

Holton’s definition indicated that outcome expectancies are “the expectation that the 

changes in job performance will lead to valued outcomes” (Holton et al., 2000: 345). The 

perception of an obvious match between training-based increased performance and rewards 

suggests high outcome expectancies and this situation will imply a strong motivation to TOT. 

This means that, if trainees notice a “connection” between improved performance (resulting from 

applying their trained skills and knowledge) and rewards (e.g. wage increases, promotions, 

bonuses, status rewards), this may influence transfer effectiveness  (Velada et al., 2007). 

Rewards may contribute to effective performance when links between rewards and good 

performance are made (Wen & Lin, 2014). Trainees have a strong belief that the provision of 

organizational outcomes may be controlled to facilitate the application of trained skills to the 

workplace. When employees believe they may benefit from training, these employees will be 

willing to effectively learn and transfer trained skills to their job. Thus, organizations should 

clearly link performance with rewards and highlight the value of training. 

Additionally, Gegenfurtner et al. (2009) proposed numerous main elements for motivating 

employees to attend training courses and engage in TOT in the workplace, such as doing the job 

in a better way, improving professional competence and being useful in solving problems on the 

job. These scholars identified that the elements, which are associated with motivational factors, 

may be employed to explain the perceived relevance of training when making decisions about 

TOT. Xiao (1996) suggested that the outcomes obtained from training, including a wage 

increase, a bonus, or a promotion for accomplishing tasks in a more efficient way using the 

learned skills are mostly related to individual motivation to attend a training program at the 

workplace. 

3.2. Perceived relevance of training 

It is argued that the perceived importance of training impacts not only the motivation to 

learn but also the motivation to apply the newly acquired skills (Massenberg, Spurk, & Kauffeld, 

2015). According to McLean & McLean (2001), training realization is defined as the fulfilment 

of the trainee’s desires through the training gained. In a study relating to a positive training 

environment, Devos et al. (2007) noted that if a trainee believes new skills may not be used in 

the performance of their job, there is no incentive for them to effectively learn those skills. An 

employee who perceives their training is useful for their actual job performance will devote more 

time and effort to the training and the application of the new skills than an employee who 

considers the training to be invalid for improving new skills (Cheng & Ho, 2001). Particularly, 

individuals who perceived training as gaining a way to acquire job skills were more motivated to 

learn and obtained a higher level of immediate skill transfer.  

A study by Wen & Lin (2014) examined the effectiveness of training associated with 

employees’ attitudes toward the motivation to learn and transfer. The study surveyed 316 

employees from broad industries in Taiwan. The findings indicated there was a relationship 

between the trainee’s approach to career planning and job involvement. For example, if the 

trainee assumed there was value in the training for their career development, then the probability 



1346 

of behavioural adjustments were higher than for others who did not engage in the same level of 

career planning. According to Awais et al. (2013), when an individual believes that the 

knowledge and skills learned in the training context will result in a high likelihood of a salary 

increase, a promotion, or elevated feelings of satisfaction and self-worth, then their motivation 

related to training and transfer will also increase. As there is a relationship between the 

individual’s level and a related positive benefit, there may be an increased demand for training to 

improve performance.  

3.3. Trainee ability 

If motivation is essential for the development of skill levels, it may be debated that an 

individual’s ability to make an effort is an important antecedent for obtaining higher levels of 

cognition and understanding (Tracey et al., 2001). Ability is viewed as being a supporting aspect 

for training. Support for the impact of individual ability on the training area has long existed in 

the literature (Baldwin & Ford, 1988; Grossman & Salas, 2011). According to LePine, Colquitt 

& Erez (2000), if effective training is to occur, the trainee must have the cognitive ability to 

learn.   

Cognitive ability is considered to be one of the best elements of an employee‘s potential 

related to training, transfer and performance (Burke & Hutchins, 2007; Holton et al., 2007). 

Trainees with a higher cognitive ability to retain the learned knowledge, combined with higher 

levels of confidence, will easily understand complex content and successfully perform the skills 

acquired through training (Grossman & Salas, 2011).  

The aspect of cognitive ability is illustrated by a study by Bates and Holton (2004) that 

examined job-related workplace literacy skills of 1,079 employees in a state-level transportation 

department in the southern United States. The purpose of this study was to test whether 

employee job-related workplace literacy skill level influences the employee’s ability to transfer. 

The findings indicated that employees with low literacy levels had higher expectations of the 

training received, but they were less able to effectively transfer the new knowledge and skills 

because of their low literacy ability. Bates & Holton (2004) concluded that cognitive ability of 

an employee in relation to their job has a direct influence on the training process and their ability 

to transfer trained skills to the job. Furthermore, psychomotor and cognitive ability may reveal a 

capacity to understand the content of the training courses. Thus, if employees have a narrow 

cognitive capability to learn, their understanding of the contents taught in the training context is 

also limited (Pollock at el., 2002). When ability of an employee matches the requirements of 

training with job tasks, effective training and transfer may occur (Burke & Hutchins, 2007).  

Velada et al. (2007) have also suggested that three dimensions related to training 

effectiveness should be investigated to describe trainees’ cognitive ability, these being 

understanding the contents learned, identifying appropriate work situations and identifying ways 

to improve with practice. In addition, two main elements of training effectiveness were also 

mentioned in relation to cognitive ability, being able to remember the learned key topics 

(Gegenfurtner et al., 2009) and being able to use the new skills (Tracey et al., 2001). 
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Similar to cognitive ability, training retention has an impact on trainee performance due to 

its effect on intentional resource capacity (Chiaburu et al., 2010). The results of training retention 

are directly related to the generalization and preservation of training content on the job (Baldwin 

& Ford, 1988). Employees with a higher cognitive ability can be better equipped with knowledge 

and retain information learned during the training process. In a meta-analytic review of the 

transfer literature, the findings of (Blume et al., 2010) showed that there is a very strong 

relationship between training retention that employees retain the content after training and the 

transfer of closed-skills training. 

Another important aspect of transfer is the maintenance and application of training to a real 

work situation (Blume et al., 2010). Employees who learn and retain the skills and knowledge 

offered the training programs have a greater opportunity to be able to effectively transfer training 

to the job (Grossman & Salas, 2011). In addition to skill improvement, these trainees also have 

more information and knowledge to understand where and how their trained skills can be used to 

improve performance (Wen & Lin, 2014). The knowledge gained from training has a positive 

effect on transfer of training. Therefore, the ability of the trainees to retain the knowledge they 

have acquired in their training and to identify appropriate situations to apply their new skills on 

their job is an essential element of transfer of training. 

The trainee’s ability is also represented through performance self-efficacy. Self-efficacy is 

defined as “an individual’s general belief that he is able to change his performance when he 

wants to” (Holton et al., 2000: 346). Self-efficacy not only may have directive impact on choice 

of activities, but through expectations of final success, it may influence coping efforts once they 

are initiated (Bandura, 1977). Expectations of efficacy determine how much effort individuals 

need to expend and how long they need to persist in the face of difficulties and aversive 

experiences. 

The influence of self-efficacy on TOT has been broadly studied recently (Gegenfurtner et 

al., 2009; Velada et al., 2007). These studies applied social learning concepts to examine the 

effect of an individual’s belief in their ability to use trained skills on the job (Gegenfurtner et al., 

2009). Trainees with a high level of self-efficacy will apply substantial effort to pass targets at 

difficult levels and master new behavioral commands and levels of higher performance (Velada 

et al., 2007). In contrast, trainees with low self-efficacy will reduce their effort to meet 

challenging situations (Grossman & Salas, 2011).  

For example, based on a meta-analytic review of the relevant literature, Colquitt, LePine & 

Noe (2000) found performance self-efficacy to be an important predictor of both training 

outcomes and learning motivation. Some other researchers following their review also confirmed 

a positive relationship between performance self-efficacy and TOT, either directly or indirectly, 

through trainee motivation. A study by Chiaburu & Marinova (2005) found that performance 

self-efficacy is positively related to pre-training motivation, which, in turn, significantly predicts 

TOT. Research by Velada et al. (2007) proposed that performance self-efficacy partly 

contributes to TOT through its effect on motivation. Chiaburu et al. (2008) found similar 

assumptions after studying the importance of performance self-efficacy in transfer effectiveness. 
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Hence, it seems that the level of self-efficacy has significant implications on the facilitation of 

transfer of training. 

Moreover, research has indicated that the combination of self-efficacy and expectancy 

theory may impact on the motivation to learn and TOT (Gegenfurtner et al., 2009). This means 

that it is important for employees to believe that they may learn and master the training material 

and expect that there will be several benefits from the learning which can be applied to their job. 

In summary, the extant literature on TOT suggests that trainees must have confidence in their 

ability to apply competencies and persevere with challenging tasks. When individuals feel 

confident in their ability to apply their newly acquired skills, the outcomes of transfer of training 

are more effective than with those with low perceived self-efficacy. 

According to Velada et al. (2007) and Lim & Morris (2006), some attributes of new skill 

application are also examined to describe trainees’ performance self-efficacy influencing TOT. 

These attributes are being able to apply new skills, being confident to use new skills, using new 

skills in complex work situations, overcoming obstacles to use the new skills and doing well in 

activities with lots of information remembered.  

Although the literature on transfer of training has increased and led to the identification of 

three individual factors influencing on transfer of training (including outcome expectation; 

perceived relevance of training; trainee ability), there are significant gaps in the empirical 

literature. Moreover, most of the cited transfer of training research has used samples from the 

United States (Velada et al., 2007). There are very few studies using samples from developing 

countries, especially at the organizational level of analysis. Collected data in empirical studies has 

only been focused from one organization. Thus, the findings in these studies may not be 

generalized to other organizations. Therefore, this study will try to narrow these gaps in the 

literature. This means that the study also seeks to examine the relationships amongst these concepts 

and TTT at the organizational level in developing nations as Vietnam; i.e., how do the factors 

influence TTT and what changes should be made to improve this activity. Figure 1 further explains 

how theoretical foundations are examined and integrated to resolve the above gaps.  

 

Figure 1: Conceptual Framework of Individual Impacts on TOT in Enterprises 
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Specifically, this study addressed the following research questions: 

RQ1. What are the key individual characteristic factors that impact on the transfer of 

technical training in Vietnamese enterprises? 

RQ2. What are the major changes that could improve technical training effectiveness in 

Vietnamese enterprises? 

4. Methodology 

Neuman (2011) suggested that quantitative studies are regularly assumed to be suitable for 

investigating relationships between several independent variables and a dependent variable in the 

context of social study and the quantitative approach is the most appropriate to see the large 

picture on a particular social topic. It is recommended as a useful way for better understanding 

what a selected number of participants think about a provided theme. Thus, this study employed 

a quantitative approach to examine the influence of individual factors (obtained from studies in 

developed countries) on TTT in Vietnamese Enterprises.   

Previous TTT research has confirmed the importance of performance outcome 

expectations, perceived relevance of training and the trainee’s ability as a key concept to be 

examined, as these have a direct impact on the effectiveness of transfer of training (Baldwin & 

Ford, 1988; Holton et al., 2000). However, this finding has been established for employees 

trained in the workplace in developed countries, it is not clear whether these relationships hold 

true for employees trained in developing countries, such as Vietnam. The present research seeks 

to validate and extend the findings that motivation factors to learn and transfer as well as the 

ability of employees in Vietnamese Enterprises may impact on their TTT by investigating the 

following hypotheses:  

H1. Outcome expectation has a positive and significant influence TTT in Vietnamese 

Enterprises. 

H2. Perceived relevance of training has a positive and significant influence TTT in 

Vietnamese Enterprises 

H3. Trainee ability has a positive and significant influence TTT in Vietnamese Enterprises 

Implications for the measurement of influences of individual characteristics have been 

adapted from the previous literature on TTT on the job. A total of twenty-one items derived from 

the literature review were used to test to explore the participants’ level of agreement on each 

dimension associated with the target participants’ TTT and three items used for the dimensions 

of TTT were adapted from Chiaburu et al. (2010), Velada et al. (2007) and Xiao (1996).  

After conducting the pilot survey no problems were found with the wording or the clarity 

of the questions that may result in participant misunderstandings. Thus, the main survey was 

conducted with a sample size of 185 respondents drawn from seven Vietnamese Enterprises. All 

respondents who had been technical trained on the job were approached through a 

Questionnaire-based survey at their enterprises.  
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The Statistical Package for the Social Sciences (SPSS - version 21) was used to analyse the 

data including four phases: reliability testing, descriptive statistics, exploratory factor analysis 

and multiple regression analysis.  

5. Results 

5.1. The normality of the data  

According to several scholars, in multivariate analysis, the most important assumption is 

normality which refers to the form of the distribution of the data for individual variables as well 

as its correspondence to a normal distribution (Burns, 2000; Hair et al., 2010; Tabachnick & 

Fidel, 2013).  

In order to measure the normality of the data, one technique is to test the value of the 

skewness of items of the survey questionnaire (Hair et al., 2010). Muthén and Kaplan (1985) 

recommended that the skewness statistic should range between -1.50 and +1.50 for a normal 

distribution. After checking the sample distribution using statistical techniques of mean, standard 

deviation and the skewness using SPSS, the skewness values of the items ranged from -1.388 to 

+0.348. This means that the skewness scores were diminutive on each item, indicating that the 

distribution of the data was normal (the skewness falls between +/-1.5). As a result, this data is 

suitable for additional statistical analyses, including exploratory factor analysis with principal 

axis extraction and a rotation of the promax method and multiple regression analysis (Hair et al., 

2010; Tabachnick & Fidel, 2013). 

5.2. Reliability analysis 

Employee responses to items in the questionnaire were checked for reliability using 

Cronbach’s alpha which measures the internal consistency of responses and the correlation 

between one particular scale with other scales that aim to measure the same phenomenon (Hair et 

al., 2010). In the present study, the researcher conducted reliability analyses on all 21 items of 

individual characteristics and 3 items of TTT. The alpha for these scales was high, with 0.893 

(items of individual characteristics) and 0.753 (items of TTT), which indicates that the scales 

were highly reliable. The researcher examined each of the items in turn to classify whether the 

Cronbach’s alpha for the scales as a whole would be improved by the deletion of an item. Thus 

all 24 items were maintained in the overall analysis.  

5.3. Employee evaluation of the statements relating to individual characteristics  

To provide a better understanding of the extent of employee behavioural intentions and 

their perception of each individual characteristic, the mean values of the 21 statements relating 

particularly to individual characteristics were calculated (see Table 1). As shown in Table 6.3, of 

the 21 items in the individual characteristics dimension, the mean values fluctuate from 3.39 to 

4.42. In particular, item 3 had the highest average rating (4.42). For this item, 172 employees 

(93%) strongly agreed/agreed that “I am looking forward to using the new training on the job”, 

while 12 employees (6.5%) were undecided (see Figure 2). However, the item that had the 

lowest average rating was Item 10. One hundred and three employees (55.7%) strongly agreed or 
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agreed that “I have received a promotion for accomplishing tasks in a more efficient way”. In 

addition, the standard deviations for this dimension are in the interval of 0.514 and 1.114. This 

means that employees have quite different perceptions about this element. 

 

Figure 2: Agreement level of respondents to individual characteristic items 

5.4. Multivariate analysis 

Prior to using multiple regression analysis, exploratory factor analysis (EFA) is frequently 

used to calculate the complex interrelations amongst factors (Hair et al., 2010). This approach 

gives a foundation for subsequent statistical analysis. The purpose of conducting EFA is to 

summarise and describe the data through a decreasing number of variables to be used for the 

statistical analysis. This may provide enhanced information that is associated with the structure 

of the research data.  

5.4.1. Exploratory Factor Analysis  

The first stage in principal axis extraction analysis with promax rotation is to conduct the 

KMO Measure of Sampling Adequacy and Bartlett’s test of sphericity. The acceptability of the 

factor is confirmed when the KMO score ≥ 0.6 and sig. ≤ 0.05 (Hair et al., 2010). The results 

from Table 1 demonstrate that the data matrix is appropriate to perform factor analysis. The 

KMO measure of sampling adequacy was .839 which falls in the range of very good and 

Bartlett's test of sphericity had a value of 1683.845 (p < 0.001). Additionally, all factor 

loadings are greater than 0.45. Thus, it can be confidently said that the sample size is suitable 

for factor analysis. 

After considering the factor loading results of the 21 items in relation to individual 

characteristics, three factors were extracted to explain 52.34% of the total variance. Moreover, 

Cronbach's alpha of the extracted items was from 0.72 to 0.89 which surpasses the suggested 

level of 0.60 (Hair et al., 2010). This shows that there is a high degree of interior consistency. 

Thus, the reliability statistics of the study instrument have been proven and three identified 

factors were extracted: Factor 1, Trainee ability (11 items; Factor 2, Outcome expectation  
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(5 items); Factor 3, Perceived relevance of training (the last 5 items) (see Table 1). From this 

finding, an improved understanding of the individual characteristics associated with TTT is 

gained. 

Table 1: Individual Characteristics Factor Analysis  

   KMO and Bartlett's Test 

I KMO Measure of Sampling Adequacy 

Approx. Chi-Square 

 Bartlett's Test of Sphericity                        Sig. 

  .839 

1683.845 

.000 

II Dimensions of individual characteristics 
  Factor Loading 

Mean SD F1 F2 F3 

1 Able to apply new skills    .682   

2 Identifying appropriate situations to use skills 3.92 .616 .678   

3 Understanding training contents  3.92 .714 .620   

4 overcome obstacles to use new skills  3.91 .611 .619   

5 Confident to use new skills  3.95 .665 .616   

6 Remember the key topics  4.06 .595 .582   

7 Able to use new skills  4.09 .555 .578   

8 Doing well in complex activities  3.95 .662 .573   

9 Accomplish the job better  4.16 .554 .570   

10 Improve with practice and frequency of use.  3.89 .545 .559   

11 Used the new skills in complex work situations   3.89 .667 .557   

12 Received a bonus  3.48 1.114  .879  

13 Received a wage increase  3.64 1.013  .751  

14 Received a promotion  3.39 1.011  .746  

15 Be praised for using the trained skills  3.77 .836  .703  

16 Committed to apply what learned  4.11 .744  .518  

17 Looking forward to use the new skills  4.42 .638   .723 

18 Improved the professional competence 4.35 .572   .563 

19 Being useful in solving problems  4.23 .621   .485 

20 Opportunities to use the skills  4.14 .666   .456 

21 Doing the current job better 4.30 .514   .453 

III 

Initial Eigenvalues   6.796 2.534 1.661 

% of Variance Explained (Total = 52.342)   33.02% 11.61% 8.18% 

Cronbach's Alpha   .883 .857 .715 

  Extraction Method: Principal Axis Factoring.  

 Rotation Method: Promax with Kaiser Normalization. N = 185 

Factor 4, Effective transfer of training, explained 67.02% of the total variance. While the 

loading value of item 1 was very high (> 0.8), the other two items did not have high loading 

values (<0.07). This factor consists of three variables which are associated with the effectiveness 

of applying newly acquired skills on the job (see Table 2).  
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Table 2: Factor Analysis of Training Transfer Effectiveness 

 

I 

KMO and Bartlett's Test 

KMO Measure of Sampling Adequacy 

Approx. Chi-Square 

Bartlett's Test of Sphericity                                    Sig. 

.680 

132.954 

.000 

II Dimensions of training transfer effectiveness 
Factor loading 

F10 

1 Performance has improved  .807 

2 Able to work faster  .694 

3 Effectively incorporated new skills  .635 

 

III 

Cronbach's Alpha .753 

Initial Eigenvalues 2.011 

% of Variance Explained (Total = 67.024) 67.02% 

Extraction Method: Principal Axis Factoring.  

 Rotation Method: Promax with Kaiser Normalization. N = 185 

5.4.2. Multiple regression analysis: Testing the research hypotheses 

Furthermore, a series of multiple regression analyses were conducted to provide a greater 

understanding of the study objectives. Linear regression analysis is a technique used to identify 

the relationship between independent variables and a dependent variable. In this case, multiple 

regression analysis is employed to calculate and explain the linear relation between predictor 

variables, such as Trainee ability, Outcome expectation and Perceived relevance of training. 

If the variance inflation factor (VIF) is lower than 10 which is calculated as the inverse of 

tolerance value, there is no multicollinearity (Hair et al., 2010). Thus, with VIF values of < 1.1 

for all individual variables, multicollinearity was not a problem in relation to the multiple 

regression analysis (see Table 3). In addition, the value of 0.299 for Adjusted R Square indicates 

that 29.9% of the variance of the dependent variable may be explained by the three proposed 

factors. The significance value of the F-test is less than 0.01, which shows that it is meaningful 

from a statistical perspective.  

All of the potential explanatory variables were significantly related to the dependent 

variable (p < 0.001). While the trainee ability variable had a high beta coefficient (β = 0.4, t = 

6.44), the beta standardized coefficients of the other two factors, outcome expectation (t = 4.55) 

and perceived relevance of training (t = 3.44) were lower than 0.3. These results indicate that 

individual characteristic factors had a positive and significant impact on TTT (F = 27.193, R2 = 

0.311), with trainee ability having the largest influence on TTT, followed by outcome 

expectation and perceived relevance of training.  As a result, these findings suggest that 

hypotheses H1, H2 and H3 were supported by the data. 
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Table 3: Linear Regression: The Influence of Individual Characteristics on TTT 

Model Summary 

R Square (R2) 

Adjusted R Square ( Adjusted R2) 

F  

Sig. 

.311 

.299 

27.193 

< .001 

Independent variables Beta T-value Sig. VIF 

Trainee ability 

Outcome expectation 

Perceived relevance of training 

.400 

.281 

.213 

6.444 

4.546 

3.442 

< .001 

< .001 

.001 

1.010 

1.002 

1.008 

Dependent Variable: effective transfer of training 

6. Discussion 

Based on past studies in this area (Baldwin & Ford, 1988; Dirani, 2012; Facteau et al., 

1995; Velada et al., 2007), a structural model was established. From this model, it was 

hypothesized that there are positive and significant relationships between trainee ability; 

outcome expectation; perceived relevance of training and the effectiveness of TTT.  

Overall, the findings from the quantitative data analysis indicate that all three individual 

variables (trainee ability; outcome expectation; perceived relevance of training) play important 

roles in predicting the effectiveness of TTT in the workplace. The standardised betas in the linear 

regression analysis of individual factors indicate that trainee ability (β =.400) had the strongest 

impact on the effectiveness of TTT followed by outcome expectation (β =.281) and perceived 

relevance of training (β =.213). These findings shed some light on the interaction between 

motivational factors and trainee ability and how this may impact the effectiveness of TTT. The 

results suggest that employees are more likely to think about how their training will be used in 

the workplace when they feel motivated, confident and interested in obtaining knowledge and 

skills which may lead to improved TTT. 

It should be noted that trainee ability is the most significant factor impacting on TTT in 

Enterprises. This finding is not entirely surprising, as employees with high levels of self-efficacy 

and cognitive ability have been found to be more likely to complete more difficult and complex 

tasks (Simosi, 2012). This finding supports several existing studies (e.g. Chiaburu et al., 2010; 

Wen & Lin, 2014) that highlight the importance of self-efficacy in TTT.  

The findings from this research also reinforce the empirically-based findings of previous 

research by Velada et al. (2007), who indicated that when employees are confident in their 

abilities to transfer training or when they maintain learning content, it is possible to confirm that 

they have engaged in TTT in the workplace. The results also support the findings of Blume et al. 

(2010) to confirm that trainee ability had a very strong relationship with the transfer of closed-

skills training. 
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In addition, when there is adequate motivation, employees are willing to improve new 

skills and subsequent transfer performance. Many employees believe that if they perform well, 

their managers will acknowledge them, thus they are willing to attend training programmes to 

improve their skill levels. When the perceived levels of outcome expectation and relevance of 

training are at a high level, this will encourage trainees to improve their TTT to the job. This 

conclusion also supports the study results of Cheng & Ho (2001), who found that there are 

positive relationships between outcome expectation, perceived relevance of training and TTT. 

The findings from this study indicate that TTT may be promoted if the employees have a clear 

indication of the expected results from the training. Thus, this study offers further evidence of 

the role of motivational characteristics relating to levels of transfer effectiveness in the context of 

training. 

It is clear that very little of the past research has examined the role of individual 

characteristics (Tracey et al., 2001) in the context of TTT. These studies have grouped several 

individual factors together as a combined assessment of individual support. Relating to the view 

of Cheng & Ho (2001) that numerous individual support forms can have significant relationships 

with TTT, this study extends previous research by examining whether the three forms of 

individual characteristics impact TTT. As a result, the study reveals that there are significant 

relationships between trainee ability, outcome expectation, perceived relevance of training and 

the effectiveness of TTT. From these findings, it may be suggested that when employees are 

motivated and have a belief in their capabilities, these are important elements that encourage 

them to improve TTT in the workplace. These results also indicated that trainee ability is a 

stronger influence on TTT than the two motivational variables. This suggests that if the 

motivation to learn and transfer is adequate, employees who have more ability are more likely to 

improve TTT. 

Major changes need to improve TTT in Vietnamese enterprises 

Based on the findings of the quantitative analysis in this study, it may be argued that in 

order to maximize returns on investment in training, organizational changes need to focus on all 

three individual characteristic of TTT. Due to the link between individual characteristics and 

TTT, the determinants of employee motivation to learn and transfer are important in developing 

organizational training programmes. It is critical that employees perceive training as being 

relevant to their jobs. Organizational effort is required to not only ensure that skills training 

programs are designed to meet specific requirements, but also that trainees perceive the training 

as relevant. This means that the benefits of training should be emphasized to employees to 

increase the perceived value of training courses. Employees should be seen as capable of making 

their own decisions about attending training programs. When employees are motivated to 

participate in training, they are more likely to make a greater effort to transfer this training to the 

workplace and use their newly acquired skills on the job.  Thus, it is important to understand that 

the presentation and marketing of training courses by the enterprise must be considered as 

essential tasks of the HR department arranging the training programmes.  
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Outcome expectation (wages, promotions and bonuses) is a significant factor influencing 

TTT. Therefore, enterprises may increase employee perceptions of training usefulness by 

ensuring that the relevance of training is clearly connected to opportunities for increasing salary, 

bonuses and their work position.  

Finally, enterprises must promote TTT by carefully considering the individual ability of an 

employee when recruiting.  In particular, enterprises may benefit from aligning their selection 

practices with the aims of their training courses. As trainee ability is found to be a significant 

factor related to TTT in this current study, enterprises can enhance the effectiveness of TTT by 

selecting employees who are motivated to receive additional training. Enterprises need to 

develop an integrated HR policy with a focus on recruitment, training, incentive systems, career 

development and establishing a clear link between training, performance and rewards. This will 

create an environment that will encourage the participation of employees in TTT.  

7. Conclusion  

Based on the findings of the quantitative data analysis, the present study investigated the 

three key individual factors (trainee ability; outcome expectation; perceived relevance of 

training) that significantly impact on TTT in enterprises. Furthermore, from the findings of the 

study, it is evident that enterprises need to increase their effort to improve the quality of TTT at 

the work place. Enterprises should develop HRD policies that include selection, training, salary 

system and career development to create a clear link between training, performance and rewards 

to increase the effectiveness of TTT of their employees. 

 

REFERENCES 
 

Awais, B.M. Mohamed, B.M. Pandiyan, K.S.V. and Aini, O.A. (2013), 'Transfer of 

training: does it truly happen? An examination of support, instrumentality, retention and learner 

readiness on the transfer motivation and transfer of training', European Journal of Training and 

Development, 37(3), 273-297. 

Baldwin, T.T. Ford, J.K. and Blume, B.D. (2009), 'Transfer of training 1988–2008: An 

updated review and agenda for future research', International review of industrial and 

organizational psychology, 24, 41-70. 

Baldwin, T.T. and Ford, J.K. (1988), 'Transfer of training: A review and directions for 

future research', Personnel Psychology, 41(1), 63-105. 

Bandura, A. (1977), 'Self-efficacy: toward a unifying theory of behavioral change', 

Psychological review, 84(2), 191. 

Bates, R. and Holton, E.F. (2004), 'Linking workplace literacy skills and transfer system 

perceptions'. Human Resource Development Quarterly, 15(2), 153-170. 



1357 

Blume, B.D. Ford, J.K. Baldwin, T.T. and Huang, J.L. (2010), 'Transfer of training: A 

meta-analytic review', Journal of Management, 36(4), 1065-1105. 

Boxall, P. and Purcell, J. (2011), Strategy and human resource management (3rd ed.) New 

York: Palgrave Macmilan. 

Burke, L.A. and Hutchins, H.M. (2007), 'Training transfer: An integrative literature 

review', Human Resource Development Review, 6(3), 263-296. 

Chang, M.M. and Ho, C.M. (2009), 'Effects of locus of control and learner-control on web-

based language learning'. Computer Assisted Language Learning, 22(3), 189-206. 

Cheng, E.W.L. and Ho, D.C.K. (2001), 'A review of transfer of training studies in the past 

decade', Personnel Review, 30(1), 102-118. 

Chiaburu, D.S. and Marinova, S.V. (2005), 'What predicts skill transfer? An exploratory 

study of goal orientation, training self-efficacy and organizational supports', International 

Journal of Emerging Markets Training and Development Journal, 9, 110-123. 

Chiaburu, D.S. Van, D.K. and Hutchins, H.M. (2010), 'Social support in the workplace and 

training transfer: A longitudinal analysis', International Journal of Selection and Assessment, 

18(2), 187-200. 

Colquitt, J.A. LePine, J.A. and Noe, R.A. (2000), 'Toward an integrative theory of training 

motivation: a meta-analytic path analysis of 20 years of research', Journal of Applied 

Psychology, 85, 678-707. 

Conway, J.M. and Huffcutt, A.I. (2003), 'A review and evaluation of exploratory factor 

analysis practices in organizational research', Organizational Research Methods, 6(2), 147-168. 

Devos, C. Dumay, X. Bonami, M. Bates, R. and Holton, E. (2007), 'The Learning Transfer 

System Inventory (LTSI) translated into French: internal structure and predictive validity', 

International Journal of Training and Development, 11(3), 181-199. 

Dirani, K.M. (2012), 'Professional training as a strategy for staff development: A study in 

training transfer in the Lebanese context', European Journal of Training and Development, 

36(2/3), 158-178. 

Facteau, J.D. Dobbins, G.H. Russell, J.E. Ladd, R.T. and Kudisch, J.D. (1995), 'The 

influence of general perceptions of the training environment on pretraining motivation and 

perceived training transfer', Journal of Management, 21(1), 1-25. 

Gegenfurtner, A. Veermans, K. Festner, D. and Gruber, H. (2009), 'Motivation to transfer 

training: An integrative literature review', Human Resource Development Review, 8(3), 403-423. 

Grossman, R. and Salas, E. (2011), 'The transfer of training: what really matters', 

International Journal of Training and Development 15(2), 103-120. 



1358 

Hair, J. Anderson, R. Tatham, R. and Black, W. (2010), Multivariate Data Analysis (7th 

ed.), Upper Saddle River, NJ: Pearson Prentice Hall. 

HL (2017), Human resources in Vietnam is only 3.39 out of 10 points, retrieved on April 

9th 2018, from <https://laodong.vn/xa-hoi/chat-luong-nhan-luc-viet-nam-hien-chi-dat-339-tren-

10-diem-579840.ldo> 

Ho, R. (2006), Handbook of Univariate and Multivariate Data Analysis and Interpretation 

with SPSS: CRC Press. 

Holton, E.F. Bates, R.A. Bookter, A.I. and Yamkovenko, V.B. (2007), 'Convergent and 

divergent validity of the learning transfer system inventory', Human Resource Development 

Quarterly, 18(3), 385-419. 

Holton, E.F. Bates, R.A. and Ruona, W.E.A. (2000), 'Development of a generalized 

learning transfer system inventory'. Human Resource Development Quarterly, 11(4), 333-360. 

LePine, J.A. Colquitt, J.A. and Erez,A. (2000), 'Adaptability to changing task contexts: 

Effects of general cognitive ability, conscientiousness, and openness to experience', Personnel 

Psychology, 53(3), 563-593. 

Lim, D.H. and Morris, M.L. (2006), 'Influence of trainee characteristics, instructional 

satisfaction, and organizational climate on perceived learning and training transfer', Human 

Resource Development Quarterly, 17(1), 85-115. 

Massenberg, A.C. Spurk, D. and Kauffeld, S. (2015), 'Social support at the workplace, 

motivation to transfer and training transfer: a multilevel indirect effects model', International 

Journal of Training and Development, 19(3), 161-178. 

Massenberg, A.C. Schulte, E.M. and Kauffeld. S. (2017), 'Never too early: Learning 

transfer system factors affecting motivation to transfer before and after training programs', 

Human Resource Development Quarterly, 28(1), 55-85. 

McLean, G.N. and McLean, L. (2001), 'If we can’t define HRD in one country, how can 

we define it in an international context?', Human Resource Development International, 4(3), 

313-326. 

Minh, N. (2018), Is the quality of Vietnamese labor force really alarming? retrieved on 

April 4th 2018, from <http://www.vnmedia.vn/kinh-te/201804/chat-luong-nguon-lao-dong-viet-

nam-co-thuc-su-dang-bao-dong-599397/> 

Neuman, W.L. (2011), Social Research Methods: Qualitative and Quantitative Approaches 

(7th ed.), Pearson Boston: Allyn & Bacon  

Noe, R.A. (2013), Human resource management: gaining a competitive advantage (8th 

ed.), New York, NY: McGraw-Hill/Irwin. 

Pollock, E. Chandler, P. and Sweller, J. (2002), 'Assimilating complex information', 

Learning and Instruction, 12(1), 61-86. 



1359 

Ree, M.J. and Earles, J.A. (1991), 'Predicting training success: Not much more than g', 

Personnel Psychology, 44, 321-332. 

Salas, E. and Cannon-Bowers, J.A. (2001), 'The science of training: A decade of progress', 

Annual Review of Psychology, 52(1), 471-499. 

Salas, E. Tannenbaum, S.I. Kraiger, K. and Smith-Jentsch, K.A. (2012). 'The science of 

training and development in organizations: What matters in practice', Psychological science in 

the public interest, 13(2), 74-101. 

Simosi, M. (2012), 'The moderating role of self‐efficacy in the organizational culture-

training transfer relationship', International Journal of Training and Development, 16(2),  

92-106. 

Tracey, J.B. Hinkin, T.R. Tannenbaum, S. and Mathieu, J.E. (2001), 'The influence of 

individual characteristics and the work environment on varying levels of training outcomes', 

Human Resource Development Quarterly, 12(1), 5-23. 

Van, V.B. and Sudhipongpracha, T. (2015), 'Exploring Government Budget Deficit and 

Economic Growth: Evidence from Vietnam's Economic Miracle', Asian Affairs: An American 

Review, 42(3), 127-148. 

Velada, R. Caetano, A. Michel, J.W. Lyons, B.D. and Kavanagh, M.J. (2007). 'The effects 

of training design, individual characteristics and work environment on transfer of training', 

International Journal of Training and Development, 11(4), 282-294. 

Vu, N. P. 2012. Training Human resource: advantages and disadvatsges, Vietnam: E.talent. 

Wen, M.L.Y. and Lin, D.Y. (2014), 'Trainees' characteristics in training transfer: The 

relationship among self-efficacy, motivation to learn, motivation to transfer and training 

transfer', International Journal of Human Resource Studies, 4(1), 114-129. 

Xiao, J. (1996), 'The relationship between organizational factors and the transfer of 

training in the electronics industry in Shenzhen, China', Human Resource Development 

Quarterly, 7(1), 55-73. 

Yamnill, S. and McLean, G.N. (2001), 'Theories supporting transfer of training', Human 

Resource Development Quarterly, 12(2), 195-208. 

 



1360 

 

 

THE COMMITMENT OF HOUSEHOLD HELPERS  
TO HOUSE OWNERS: RESEARCH IN HANOI 

Nguyen Nam Phuong 
National Economics University, Vietnam 

namphuong14964@yahoo.com 
Vu Thi Uyen 

National Economics University, Vietnam 
uyenvu75@gmail.com 

 

 

Abstract: This paper examines the commitment of household helpers to house owners 

mainly based on research in Hanoi. Its objective is aimed at finding out the circumstance of 

helper’s commitment and which factors influencing. To do so, both quantitative and qualitative 

analysis methods are used to draw factors affecting the commitment. Descriptive statistics and 

correlated regression analysis are used to point out the factors that affect the cohesion of 

household workers with homeowners. Besides secondary data from newspapers, researches, 

reports from GFCD and ILO, primary data are collected from survey handed out to 161 

household helpers and in-depth interview with ten helpers in Hanoi. The results of research 

indicate that there are four factors affecting the commitment including: income; assigned job; the 

owners’ care, trust and treating; and opinion on helper as an occupation. This study concludes 

that commitment of household helpers are heavily impacted by both the within the employment 

relationship and the influence from the outside; the current commitment level of helpers is not 

high; to improve the commitment in the future the combined effort from both parties should be 

taken into account. House owners should use helpers legally, respect and actively make good 

relationships with them; Household helpers should pay attention to update legal knowledge, 

social understanding to improve job awareness, occupation and life and develop themselves. In 

addition, job placement centres and labour management agencies should communicate through 

sharing and discussion, have suitable ways in which messages can be incorporated into 

applicable policies and regulations. That leads to facilitate proper custody of the housekeeper. 

Keywords: household (domestic) helpers/worker, house owners, commitment. 

 

1. Introduction 

Along with the current globalization and international economy integration trend, the ratio 

of women participating in social economic activities has been rising dramatically partly to 

increase household income and to raise their own social status. This leads to a rising demand for 

household helpers so that the house owner can put their mind into their work without worrying 

about job - life balance. Household helpers account of a major part in the global labour force and 

tend to increase continuously in every country. Particularly, household helpers make up of  
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4 - 10% labour force in developing countries, 1 - 2.5% in developing countries. With their 

specific role and importance, household helpers have become an important part in non-official 

workplaces.  

Due to the growth of socio-economy, housemaid job is recognized as an occupation and is 

easily able to change their workplace and the house they’re working in, is increasingly equal in 

the employment relationships. This also contributes to the movement and searching for new jobs 

by household helpers. This creates new problems for house owners as it stretches the gap 

between supply and demand for helpers. Moreover, household helpers have recently had 

intolerant behaviours such as child abuse, disrespecting the elderly, stealing from the owners, 

leading to not only owner’s mentality and finance but also create instability, slowing social 

growth. Once the bonding between two parties increase, the relationships between them get 

better, more stable, reduce any negativity between two sides. Therefore, researching on the 

commitment between household helpers and house owners is vital in terms of modifying the 

relationship, minimizing potential problems during working, balancing supply and demand for 

household helpers. These researches should receive more attention from society. However, most 

problems between helpers and owners are mainly the worker’s abilities, how to finish their work, 

their understanding of the law on helpers’ usage are not prioritize. That’s why this paper has 

analysed impact factors in the commitment of house helpers to house owners within Hanoi area, 

from which propose several realistic recommendations for solving problems to promote the 

development of this new occupation. 

2. Literature review 

2.1. Theories on the commitment of household helpers to owners 

To understand in-depth the relationship between the employees and the owners, workers’’ 

mentality and needs should not be left out as their expectations, satisfaction and gratification 

leads to their commitment to the owners. If their owners cannot satisfy the minimum needs of 

their workers, for example, the wage isn’t high enough to make up for the labour basic needs, 

there is no guarantee that they will stay with the current owner. This is based on Maslow’s 

hierarchy of needs: 

Maslow’s hierarchy of needs suggests that the labour needs take the shape of a pyramid: 

- Physiology needs: including needs such as clothing, transport, housing and other personal 

needs. During work, if owners cannot provide such basic needs for the labour then the 

employee’s commitment to staying on work is probably at the lowest. 

- Safety needs: This need is presented both physically and mentally. Human being wishes 

to stay safe from all dangers. This need motivates actions during emergency instants such as 

wars, natural disasters. Labour working in a safer environment can be expected to commit more 

than those in less protective ones. 

- Social needs: the need to socialize with other people to express and accept mutual 

affections, care and cooperation. Failure to satisfy this need may lead to major mental illness. If 
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owners produce a friendlier environment through bonding games and talking, the labour force’s 

commit could also improve. 

- Respect needs: The need for social positions, being respected and loved by other people 

because of their own achievement. Most of workers, when joining a new organisation, have 

certain self-esteem and want others to respect them and their achievements. 

- Self-actualization needs: Employees always want to express themselves and to do what 

they want. In other words, this is the need to use one’s ability, power to validate oneself. 

Nowadays, with a growing economy, people’s needs continuously increase, they want to be 

respected and express themselves within a community better, proving they are valuable for the 

organisation.  

ERG theory by Clayton Alderfer mentioned frustration-regression. This process suggests 

that when higher level need is unfulfilled, a person may regress to lower level need that is easier 

to satisfy. In reality, managers apply this in form of raising labour’s wage based on their skill 

level or the number of tasks they have done. This encourages employees to hone their 

knowledge, skills and professional development. 

J.Stacy Adams’s equity theory (1965) approved that individuals do not only care about the 

total return for the work they have done but also about other’s returns as well. Inputs such as 

effort, experience, educational level and talent are compared with outputs like salary/wage, raise, 

recognition and other factors. When people realise that there is a difference between their input-

output compared with others, there is bound to be tension. This tension introduces motivation 

because people have to fight for what they believe to be fair and equal. Employee’s motivation is 

impacted by relative and absolute rewards. When employees acknowledge an inequality, they 

would act upon this to fix it. This could result in a better or worse productivity, higher or lower 

quality, increase absence or voluntary resignation.  

However, equity theory hasn’t made clear of several problems. For example, how do 

employees choose other to make a comparison? How do they determine the inputs and outputs? 

How they collect and compare each other’s inputs and outputs to make a conclusion? When and 

how these factors change over time? On the other hand, unfairness is only relative and subjective 

to everyone and their relationship with the community or organisation. Despite of unknown 

issues, equity theory is still supported by researches because it provides valuable insights on 

motivating labour force.  

2.2. Vietnamese and international researches on the commitment of household helpers 

to house owners. 

Kovach’s model (1987) suggested motivation factors: (1) Interesting jobs: challenges 

creativity and opportunity to express one’s ability; (2) Full appreciation of work done: showing 

the acknowledgement towards a well-completed assignment; (3) Work responsibility: employees 

can control and responsible for the job, are encouraged to contribute ideas; (4) Job security: no 

need to worry about keeping the current occupation; (5) Good wage: meaning the employees got 
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paid accordingly to their work results, good enough to afford the living and open up opportunity 

for a bonus or a raise.  

Allen and Meyer’s three component model (1991): One of the most popular commitment 

models is Allen and Meyer’s three component model, that is: affective commitment (they choose 

to stay because they have strong affection for the job and voluntarily stay because they want to); 

continuance commitment (the fear of the cost employees cannot afford once leaving the job); and 

normative commitment (reflects one’s obligation to the organisations). 

Yasmin’s research (2011) proposed four factors influence commitment: (1) Recognition, 

including both official and unofficial recognition; (2) Career development, which is a lifelong 

series of activities that contributed to a person’s career, establishment, success and fulfilment; (3) 

Balance between work and personal life; (4) Benefits, either financial or non-financial when 

choosing to stay with the organisation. 

DonggenWang & Jiukun Li (2009), a model of household time allocation taking into 

consideration of hiring domestic helpers: A topic on analysing the balance in responsibility 

between family members and household helpers. The model can be used to analyse the impact of 

helpers on allocating time for family members to do chores. In addition, it can also be used to 

reflect on governmental policies on minimum wages and wage adjustment in employment 

contracts.  

Tran Thi Hong (2011) researched on domestic helpers at major cities in Vietnam and found 

out problematic contractual contents such as wages, working time, holiday permissions that 

domestic helpers get.  

Ha Thi Minh Khuong (2012), in associate with International Labour Organisation (ILO), 

The Ministry of Labour - Invalids and Social Affairs and Institute for family and gender studies 

(part of Vietnam’s academy of social sciences) have researched Hanoi and Ho Chi Minh City (2 

biggest cities in Vietnam) on the current situation of domestic helpers and how legal policies are 

carried out. This is later based on by governmental institution to make up new decree on 

guidance to carry out Law on labour about domestic helpers.  

Ha Kien Tan (2015) surveyed 304 office workers in Binh Duong from 10/2014 to 5/2015 

to find out that there are five factors influential to the commitment of oneself to their 

organisation: income and benefits, opportunity to learn and progress professionally, relationships 

with colleagues, higher managers’ attention, working environment and condition, job’s feature.  

Nguyen Thi Phuong Dung et al (2012) and the paper “Factors that impact on Can Tho 

office workers’ commitment” used Muhiniwari’s measurement (2009) concluded that committed 

office workers are motivated by mutual share of knowledge and benefits. Two new additional 

factors in this model during this research were personal difference and work environment. These 

2 variables have also been pointed out in Dung Kim Tran and Araham’s research (2005). 

Dependant variables put in this model are: Allen and Meyer’s definition of commitment (1990), 

independent variables relationships between employees, mission orientation, welfare, 

encouragement, environment, working condition, organisational culture.  



1364 

“Assessing domestic helpers’ capability in Hanoi area” (by student’s scientific research – 

National Economic University, 2014) assessed and analysed house owner’s expectation and 

realistic capability of helper. The topic did not only investigate the difference between owners’ 

desire to use helpers and the helpers’ reality but also analyse in-depth the gap between ability 

factors in ASK model. The purpose of the study was to propose new ideas on how to improve 

helpers’ performance.  

“Assessing the need to understand the Law on labour 2012 by Hanoi’s helpers” (by 

student’s scientific research – National Economic University, 2015). The authors measured, 

looked into the reality of understanding and assessing the desire to understand any related law on 

labour by the helpers in Hanoi area.  

Researches have pointed out some of the factors that influence the commitment of helpers 

to house owners, in which income plays an important role. The income level must be kept fair 

both on the inside and outside, satisfactory and good enough to attract and hold helpers on to the 

owners with their contribution. In recent years, with good helpers, they are not only rewarded 

with good payment but also other benefits such as bonus, soft wage based on performance, 

holiday, … to motivate and increase helpers’ commitment. Apart from that, other factors such as 

work condition, assigned tasks, owners’ care and treating, the understanding of law, the balance 

between work and life and occupation point of view by the helpers also play essential roles in the 

commitment between house helpers and house owner.  

3. Research methodology 

Data source for research are both primary and secondary data. Secondary data are collected 

from newspapers, researches, reports from organizations such as Centre for Gender Studies, 

Family and Community Development (GFCD) and the International Labour Organization (ILO). 

Primary data are collected from survey handed out to 161 household helpers working, living and 

staying with house owners in four districts in Hanoi (Hai Ba Trung, Ha Dong, Cau Giay, Tu 

Liem). The survey is carried out in three months (from January to March 2018) through direct 

survey and leaving surveys at job centres, in-depth interview with ten helpers under the form of 

face to face communication, asking their opinion on ideas about policies related to them.  

Data are processed and preliminary put together under certain criteria through statistical 

analysis T method. Moreover, the research listed the frequency with variables input correlation. 

After validating measurements and categorising into variable groups, authors check the 

correlation between independent variables with each other and independent with dependent 

variables. Afterwards, variables which are not correlated with dependent variables are 

eliminated, the authors then regress multivariate by Enter method. Along with doing so, 

ANOVA and hyperlinks testing through VIF coefficient are carried out. The Sig. value of 

ANOVA testing showed if there is a difference in variance between variables in the model, 

which also test to see if the linear regression model can be generalized and applied overall. In 

addition, to ensure the more accurate data, while doing interviews, authors used speed-writing 

and recorded the importance in the helpers’ answers.  
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Variables definition: 

Independent variables including: (1) Income; (2) Work condition; (3) assigned tasks; (4) 

The owners’ care and treating; (5) Understanding the law on labour; (6) Time allocation for work 

and life; (7) Perception on helper as an occupation to investigate the commitment by helpers in 

Hanoi area. Moderators: demographic and social variables such as: age, gender, education level 

and work experience.  

Dependent variables: commitment of helpers to house owners are measured with 3 

contents: affective commitment, continuance commitment and normative commitment.  

Variable measured by Likert five levels: 1-disagree to 5-totally agree.   

Table 1: Defining variables in the model 

 Variable content Variable definition 

1 Income (INC) The income levels the effort (INC 1) 

The income is higher than the market (INC 2) 

The income is good enough to afford the living (INC 3) 

Apart from wage, helpers also receive other financial income (INC 4) 

2 Work condition 
(WC) 

 

Are provided with their own bed room and good room condition (WC 1) 

Dine with the owner (same table, same time) (WC 2) 

Tools are provided by house owner, easy to use for assigned tasks (WC 3) 

The house’ temperature, lightning, noise, airiness (WC 4)  

3 Assigned Jobs (AJ) The amount of job assigned accorded to the deal, enough and doable (AJ 1) 

The job isn’t complicated, hard to deal with (AJ 2) 

The job doesn’t produce stress, pressure (AJ 3) 

The job allows helpers to learn and get on well with the modern world (AJ 4) 

4 The owners’ care, 
trust and treating 
(CTT) 

The owner’s family cares, trusts and considers to be a part of the family (CTT 1) 

Owners provide necessity for everyday life (CTT 2) 

Owners regularly allow to leave for hometown, buy presents and clothes as gifts for the family 
(CTT 3) 

Owners’ help with complicated jobs, assisting in finishing them (CTT 4) 

5 Understand Law on 
Labour (UL) 

Knowing the minimum wage for household helpers according to the law in Hanoi’s area (UL 1) 

Knowing the owners must pay more for extra hours according to the law (UL 2) 

Knowing the number of day off in the week, month (UL 3) 

6 Time allocation for 
life and work (TA) 

Regularly contact with family, relatives and friends to update their lives, showing love and care 
towards them (TA 1) 

Regularly participate in outside activities such as Helpers community (TA 2) 

Allowing some time in the day for themselves and friends (rest, eating, ...) (TA 3) 

7 Opinion on helper as 
an occupation (OO) 

Seeing helpers as still a low level occupation (OO 1) 

Seeing helpers as a good occupation with stable life and income (OO 2) 

Need serious consideration before moving (OO 3) 

Seeing this occupation not as a temporary job and seriously consider to be an important job (OO 
4) 

8 Commitment level 
(CL) 

Love and want to stick with this occupation for a good while (AC 1) 

Love the owners’ family member and consider them the second family for them (AC 2) 

Satisfied with the salary, care, trust and treating provided by owners’ family (CC 1)  

Job satisfaction at the current house they’re working in (CC 2) 

Able to balance between personal life and work (CC 3) 

Would stay with the current family despite better wage offer elsewhere (NC 1) 

Would feel like creating difficulties for the house owner if resign (NC 2) 

Source: Synthesis of the authors from theoretical and related studies 



1366 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Model and hypothesis on factors influence the commitment  

between house helpers and house owners 

Source: Synthesis of the authors from theoretical and related studies 

Hypothesis H1: When income increases, commitment also increases. 

Hypothesis H2: If work condition is improved, commitment also improves. 

Hypothesis H3: Helpers are more likely to commit to their work if they are more satisfied 

with their jobs. 

Hypothesis H4: Helpers are more likely to commit when the house owners care, trust and 

treat them well. 

Hypothesis H5: The understanding of law would affect the commitment of helpers with the 

owners. 

Hypothesis H6: If helpers allocate time for life and work effectively they are more likely to 

commit to the owners. 

Hypothesis H7: Helper’s opinion on this occupation affects their commitment.  

Demographic 

Socioeconomic  

Income  

Living, working condition 

Assigned jobs 

Owners’ care 

Understanding laws on labour 

Life-work time allocation 

Opinion on helper as an 
occupation 

Commitment 
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4. Research results 

Household helpers’ demographic features are diversified: 

Household helpers in Vietnam in particular and over the world in general are mainly 

female, male helpers only account of a small percentage (2.5%) and mostly are drivers and 

gardeners. The majority of helpers are 40 years old and above, while people 25 - 40 are also 

relatively high in number. This means the average age of helpers is gradually decreasing. With 

people 25 years old and above, 90% of them have married, 14.3% of which have divorced or 

widowed. Household helpers mainly do not have high educational level, mostly finished 

primary and secondary school (62.7%). Helpers usually have 1 - 3 years of experience 

(61.5%), those with 5 years or more account of 24.2%. Household helpers in Vietnam were 

formerly not considered to be a profession but in the recent 10 years have been noticed and 

acknowledged widely.  

Commitment level of helpers to owners tends to decrease: 

According to the survey, only 18% of answers think it takes serious consideration before 

resigning, changing to new house and changing is usually tiring and troublesome. The rest either 

don’t know or agree with this. Besides, during in-depth interview, 6/10 interviewees said they 

have moved over 3 times and expressed that it is normal.  

“Nowadays helpers quitting is normal. Go to a job centre and you’ll immediately find a 

new house, not this one then the other one, there is no short for jobs…” (Nguyen Thi Xuyen, 46 

years old, Tu Liem, Hanoi). 

In terms of interest in the job and the family, only 21.7% helpers actually like it enough to 

commit with this profession for a long time. The number who has not decided goes up to 67.7% 

while the rest of them don’t like it or have strong commitment to it. In addition, the answers to 

the love for family members and consider the house owner to be the second family takes the 

similar percentages.  

In terms of commitment based on satisfaction with maintaining factors such as wage, care, 

trust and treating by the house owners; the job and working condition; the life-work balance and 

comfortable. The result suggests that helpers aren’t satisfied with the maintaining condition that 

they are receiving. Because of this, their motivation to commit is reduced. Wage and care, trust, 

treating from the house owner are 23% not happy with and 49.1% neutral or don’t have any 

comment. There is only 28.6% feel comfortable and balanced between their life and work, 

55.9% neutral or don’t have any comment. Lastly, the percentage of people happy with the 

assigned job and working, living condition is as low as 15.5% and 76.4% feel normal or not sure 

about it.  

In terms of normative commitment, the average score is about 3.08 -3.16, which shows that 

helpers aren’t entirely satisfied with the maintaining factors, ultimately lead to the long-term 

commitment with the house owner. In truth, the percentage of staying in spite of better wage 

offer elsewhere is only 6.8%, haven’t decided or staying because of any binding or affection with 
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the current family is 39.8%, not willing to stay (53.4%). This is proof that helpers are always 

ready to move to a new, better job with higher payment.  

Examining the average commitment score for helpers, the result is 3.03/5, with the range 

from 2.55 - 3.25 points meaning that the commitment by helpers based on the suggested criteria 

isn’t high. 

The helpers’ commitment is going downward. The trend could cause certain consequences 

so it’s important to find out the factors affecting the commitment and necessary to find out some 

methods to improve the helpers’ commitment issue on Hanoi area in particular and in Vietnam in 

general. 

Deeper analysis and testing research’s theory using Sig. coefficient, we have:  

+ Hypothesis H1: Sig. coefficient from testing T with variable “Income” (INC) has value 

of 0.00 < 0.05. Therefore, theory H1 is accepted, income does have impact on helpers’ 

commitment, increase in payment will lead to increase in commitment. 

+ Hypothesis H2: Sig. coefficient from testing T with variable “Working condition” (WC) 

has value 0.546 > 0.05. So we have neither the sufficient evident to support theory H2 or any 

concrete proof for the connection between working condition and commitment with house 

owner.  

+ Hypothesis H3: Sig. coefficient from testing T with variable “Assigned jobs” (AJ) has 

value 0.00 < 0.05. Theory H3 is accepted, there is a positive correlation between assigned job 

and commitment as the more satisfied the helpers are with their finished job, the better the 

commitment they are to the house owner. 

+ Hypothesis H4: Sig. coefficient from testing T with variable “Care, trust, treating” (CTT) 

has value 0.00 < 0.05. Theory H4 is also accepted and proved that the house owners’ care, trust, 

treatment towards the helpers positively affect the commitment, the better the attitude of the 

house owner, the better the commitment.  

+ Hypothesis H5: Sig. coefficient from testing T has value 0.433 > 0.05 also means that 

variable “understanding law” (UL) has no linear correlation with variable “Commitment level” 

so the understanding of the law does not necessarily influence the helpers’ commitment.  

+ Hypothesis H6: Sig. coefficient from testing T with variable “Time allocation” (TA) has 

value 0.184 > 0.05. Therefore we don’t have evident to prove theory H6, so we cannot support 

that allowing time to balance between life-work would benefits the commitment between helpers 

and owners. 

+ Hypothesis H7: Sig. coefficient from testing T with variable “Occupation opinion” (OO) 

has value 0.024 < 0.05. Theory H7 is then accepted. If helpers have positive point of view on 

their occupation, they would be more committed to the owners.  

The final results have identified four factors affect the commitment of household helpers 

on different level. According to the analysis result, we have two types of regression coefficients: 
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unstandardized regression coefficient (coefficient B) and standardized regression coefficient 

(coefficient Beta). Standardized regression coefficient showed that variable CTT and has the 

biggest while OO has the smallest impact on commitment level. In this research, the authors will 

use unstandardized regression coefficients for analysis and the regression model is: 

Commitment = -0.177 + 0.244INC + 0.208AJ + 0.396CTT + 0.106OO 

First, on income and other income factors don’t have high average score, the lowest value 

is 3.01/5 corresponding to “The income is good enough to afford the living” and the highest 

value is 3.17/5 also means “Apart from wages, helpers also receive other financial income”.  

Helpers’ income includes their salary/wage and other bonuses. Other bonuses can be either 

financial or artefacts which can be converse into money, they usually receive them during 

holiday, traditional Tet holiday, visiting their family in hometown or bonuses for finishing the 

job well. However, these bonuses according to helpers aren’t regular or a lot (average value of 

3.17/5). Several of them said they rarely or hardly receive any financial income apart from their 

salary. Others said they never receive any bonuses at all even when they have worked with the 

current house owners for a long time or when they are wealthy. This is why their incomes can 

mostly be shown through their wages/salary. Meanwhile, the helpers’ wages are mostly from 3.5 

to under 5 million VND (67.7%) and 79.5% of them thought this wage is not or barely enough to 

help them afford the living. A lot of the house helpers are from the countryside, they moved to 

the city to help their family with finance, especially those struggling with their lives such as 

having ill family member, loss of man of the family, debt, … So with the wage they are 

receiving, they feel like it’s not enough to cover their living. On the other hand, due to impactful 

modern lifestyle, their spending also increases dramatically, hence the insufficient salary.  

In terms of labour income competitiveness and fairness, only 32.3% of them thought the 

wage they are receiving is good enough for their efforts. The rest of them aren’t willing to 

answer and thought they deserve more. 

“I’ve been working for a while, mainly babysitting and cooking, cleaning. Sitting these 

kids is hard but the salary is low, I haven’t received a raise in a while …” (Nguyen Thi Sam, 54 

years old, Tu Liem, Hanoi). 

Analysing correlation, we can see Sig. coefficients of every variables take value 0.000 < 

0.005 so we can conclude with 99% certain that the helpers’ commitment are related to every 

income factors. In addition, correlation coefficient of variables take value between 0.520 - 0.654 

showed that these factors have tight relation with the helpers’ commitment. Pearson correlation 

coefficient of variable Income 1 has the highest value of 0.654 proved that the deserving in 

payment has the highest impact on commitment. When they feel like they deserve more than what 

they are receiving, they will feel dissatisfied and their commitment with the house owner decline.  

From the relationship above, we can see that the income (income and wage evaluation) 

directly impacts commitment. Meanwhile, helpers’ wage evaluation survey in Hanoi area did not 

produce positive result, making negative impact on their commitment.  
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Moreover, the demand for helpers in major cities gradually increases, making them stand a 

higher value, creating more jobs and competitions. Subsequently, their wages are diversified and 

increased greatly. Better payment would create comparisons and impact commitment and 

moving mentality.  

Second, with 4 variables for factor “Assigned jobs”, we have mean from 2.7-3.27, which 

expressed the helpers’ neutral point of view or without firm opinion towards it. This is to show 

that the helpers mostly have unbiased attitude towards their tasks. 

The highest average is 3.27/5 with comment “The job allows helpers to learn and get on 

well with modern lifestyle”. Most helpers shared that they are from the countryside with very 

low educational level so what they are doing help them a lot in raising their value. Others feel the 

opportunity is normal or don’t feel the value that the job brings at all. 

“Modern yes but since I mainly stay indoors, rarely go outside, getting on with life is only 

okay…” (Hoang Thi Van, 47 years old, Tu Liem, Hanoi) 

This is to show the difference in awareness between helpers in acknowledging values that 

their job brings. 

In terms of statements “The amount of job assigned accorded to the deal, enough and 

doable”, the average score is 3.04/5, while statement “The job isn’t complicated or hard to deal 

with”, the score is 3.07/5 in which 85.7% is not complicated and completely normal while the 

rest 14.3% thinks they are hard to finish. This is because nowadays, the job they are doing isn’t 

hard and the amount of work handed to them is manageable. The requirement for the jobs are 

also lowered, along with the improving acknowledgement, helpers can finish complex jobs faster 

and easier. Most complicated jobs nowadays involved with taking care of the elderly, the sick 

ones and babysitting. These tasks have higher requirement, demand more skills and experience.  

Although saying that their jobs aren’t complicated or hard to deal with and the amount of 

work receiving is manageable, helpers still shared that some of the tasks are quite pressuring or 

inhibiting. The average score for statement “Job doesn’t produce stress, pressure” is 2.7/5, with 

42.2% did not agree, 11.2% agree and the rest undecided or neutral. A lot of them when asked 

say the job they are tasked with make them stress, angry or sometimes pressuring such as 

babysitting, Babysitting does not require only experience, skills but also patience. Babysitting 

without their parents nearby is even more hardship and pressuring, making them really tired and 

aggressive.  

“I’ve done a lot of things as a helper. In general, babysitting is the most difficult and 

stressful one. Sometimes they are so naughty and we can’t coax them, make us even more angry 

…” (Do Thi Diep, 52 years old, Hai Ba Trung, Hanoi) 

We can see that the Sig. coefficient of all the variables take value 0.000 < 0.005 so we can 

conclude with 99% certainty that helpers’ commitment are relational with the jobs they are 

assigned with. The correlation coefficient of variables in 0.580 - 0.628 portrays a tight 

relationship between these variables and helpers’ commitment. Pearson correlation coefficient of 
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variable AJ3 has the highest value of 0.628 means that job without complication has the most 

significant impact on helpers’ commitment. In reality, the aggression or pressure about the job 

makes the helpers feel dissatisfied and decrease in job motivation and their overall commitment.  

The “assigned jobs” factor is the measurement of the current job tasked for house helpers. 

After examining, this factor also affects helpers’ commitment.  

Using the overall research model, we can see that this factor directly proportional with 

helpers’ commitment. Regression coefficient value of variable AJ with respect to commitment is 

0.208. Which means under no changes in other factors, factors related to jobs increase by 1 unit 

then the commitment would increase by 0.208 and vice versa, if they decrease by 1 then 

commitment decrease by 0.208.  

In detail, house helper’s work environment is usually as small as the house or bigger, the 

market, the supermarket, the park or the kindergarten. It’s because of such small working space 

that would influence the mentality of the helpers. Staying indoors for too long with 

uncomfortable work factors would make them feel stressful and pressuring as the analysis above, 

leading to decrease in job commitment as stated.   

Third, the care, treatment of the owner of the house is on a medium level. The values 

oscillate between 3.07 - 3.33 in the range from 2.61 - 3.40, which suggests that the helpers would 

assess the care, treatment of their house owner at medium level or undecided about it.  

Statistically, only 26.7% of them are trusted, cared and considered to be a part of the 

family by owners’ family, the rest either do not agree with the statement or thought the level of 

care is neutral, they aren’t trusted or cared by family members. A lot of them felt that this 

prevents them from being closer and more committed to the family owners. With the reality that 

there are a lot of problems surrounding the declining helpers’ commitment make a lot of 

household owners feel alerted and further reduce it.  

“At the beginning the family held my ID and stay alerted with me. Maybe they are afraid of 

something, cannot trust me yet. While their treatment with me is okay …” (Nguyen Thi Man, 55 

years old, Hai Ba Trung, Hanoi) 

Besides, 57.8% of the answers said they only sometimes receive gifts and are allowed to 

visit their families, 18.6% of them said they rarely or even never receive or allowed to do so.  

The daily care, treatment by house owners are presented through providing necessities, 

helping with struggles, personal problems are also on medium level. They thought their house 

owner’s treatment towards them is at basic level and there aren’t any encouraging on their 

commitment.  

We can see that Sig. coefficient of every variables are 0.000<0.005 so we can infer with 

99% that the commitment level is positively correlated with factors on care, trust and treatment 

of the house owners. Along with that, correlation coefficient of variables between 0.658-0.727 

proved that these factors have relatively strong impact on commitment. Pearson correlation 

coefficient of variable CTT1 has the highest value (0.727) which means that “family members 
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care, trust and treat helpers like a part of the family” is the most impactful factors towards the 

bonding between 2 parties.  

The CTT variable measure the much the house owner care, trust and treat the helper and 

with the result from the research, this factor plays the most important role in improving helpers’ 

commitment.  

The model proposed have shown a positive correlation between the 2 and proved to be the 

most vital factor. With regression coefficient of 0.396, which means if variables in this factor 

increase or decrease by 1 then commitment also increase or decrease by 0.396 respectively.  

This influence is visible. Trust is the core value to create a solid bond. According to 

Maslow’s hierarchy of needs (1943), human being right after the basic needs to eat, sleep, 

safety,… (physiology and safety needs) would long for affection, communicate, make friends, 

cared and loved, … (social needs). The treatment, caring tells the owners’ affection with the 

helpers. When the helper receives the care, affection from the house owners, they will like the 

family, the work and intend the stay with the family longer. 

Forth, on Occupation opinion, average score is about 2.47 - 3.15. The average for 

statement “seeing helpers as still a low occupation, helpers are tied and obey the house owners” 

only reach 2.47/5, within 1.81 - 2.60 range showing that they do not agree with this statement. 

Other variables are between 2.61-3.40, so helpers tend to either assess it as medium or 

undecided, wondered about the question. 

In reality, helpers have always been considered to be a formal occupation and helpers are 

aware of that. Therefore, helpers do not consider their occupation to be low level and only obey 

house owner at a reasonable level (59%). However, there are still people not decisive with their 

answers (35.4%), and the rest still look down on their job (5.6%). 

“There’s no such thing as a low occupation, every job is genuine working. Helpers 

nowadays are much easier, no need to obey rigorously like it used to, …” (Tuan Van Tran, 38, 

Hai Ba Trung, Hanoi. 

With “Helper is a good occupation with stable income and life”, the average is 3.03/5. 

Only 19.2% of the answers agreed with this and 80.8% didn’t approve or didn’t have any 

comment. Some of the answers admitted that being a helper earns better than working in the 

countryside or at another job. Despite the good income, they still don’t think it’s a good 

profession option. One of the interviewees talked: 

“I had to do this because the situation required. Earning a lot of money but you don’t feel 

like it. Vietnamese women like to stay at home, take care of their husbands, their kids, do the 

house works …” (Ngoc Thi Nguyen, 45, Hai Ba Trung, Hanoi) 

Some helpers said that their family and the people around them do not consider helper to 

be makeshift, they have taken it much more seriously (27.3%), a majority of the opinions 

wondered and were not decisive with their answers (59.6%) and the rest has the opposite opinion 

(13%). This is to show that this occupation has gradually been respected.  
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For those opinions on moving to different family, the average score on “Moving from one 

family to another is troublesome and need serious consideration before deciding” is 2.75/5. In 

particular, 44.1% did not agree with this comment, 37.9% has neutral point of view, and only 

18% thought this is true. So for helpers, moving for them isn’t a big deal.  

The Sig. coefficient of variables are all 0.000<0.005, so we are 99% sure that the house 

helpers’ commitment are correlated with their opinion about their job. Besides, the correlation 

coefficient of variables within 0.352-0.511value range signified that this group of factor affects 

house helpers’ commitment, although it has the lowest influential among all the other factors. 

Pearson correlation coefficient of variable OO2 (Helpers is a good profession, help bringing in 

stable income and life) has the correlation with the commitment with value 0.511. 

Opinion on the job represents the factors belong to the perception by the helpers in 

particular and society in general. The author put this factor in the model because the perception 

on this occupation by society has been changed for the past few years. These changes can be 

impactful towards helper’s commitment, as it was proven by the OO variable. 

The degree of impact is shown through the research model. Through the model, OO 

variable has positive correlation with the commitment by helpers. However, this factor has the 

smallest influence among the 4 factors in the model. The regression coefficient is 0.106 means as 

long as other factors remain intact, if opinion on occupation factors either increase or decrease 

by 1 unit then the commitment is increased or decreased by 0.106 unit. 

When the demand for helpers rise, their value also goes up, opens up new job opportunity 

making the helpers enhance their awareness on the job. Helper as an occupation is recognized 

and respected. Along with a stable income, helpers tend to commit to their jobs even more. For 

some people, however, these factors aren’t important, they have psychological barrier such as 

taking care of the family, leaving hometown,… negatively affect their commitment to their jobs.  

5. Conclusion and recommendation 

From the research, we may conclude that the commitment of house helpers is heavily 

impacted by both the within the employment relationships and the influence from the outside. 

There are four main factors which related to helpers’ commitment level: Income; assigned jobs; 

the care, trust and treatment of the house owner and their point of view about this occupation. 

Through this research we can also see current state of helpers in Hanoi area. The model 

suggested that the income and how helpers are cared, trusted and treated by house owner are 

significant for their commitment, while in reality they do not speak highly of these factors. 

Therefore, we can infer that the current helpers’ level of commitment is not high. Apart from 

that, commitment level is also affected by other psychological, social - awareness factors. New 

methods should be taken into consideration to encourage and raise the commitment level for 

house helpers. In order to do so, there should be a combined effort from both parties to increase 

social awareness.  

For house owners (employer): using helpers legally, respecting and actively making good 

relationships with them would lead to necessary changes to their wage/salary, care, trust and 

treatment towards helpers as well as the amount of work and the works themselves. 
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For household helpers (workers) should pay attention to update legal knowledge, social 

understanding to improve job awareness, occupation and life, develop themselves through self-

studying knowledge, skills, job ethics, openly talk about their opinions or comments on potential 

disagreement with their house owners.  

In addition, the cognitive communication of the housekeeper on the stability and cohesion 

of the work is important. The facilitator needs to know and understand the role and value of 

cohesion and the disadvantages of moving behind diverse employment opportunities. Media 

content should convey meaning and relevance to the value of engagement and the disadvantages 

of moving to avoid the role of attachment in the process of engaging in domestic work. The main 

responsibility for communication is with the homeowner, job center, labor authority, etc. 

However, the host must be skillful in presenting the communication message in the negotiation 

process and co-operation. For job placement centers, labor management agencies should 

communicate through sharing and discussion, should have good ways in which messages can be 

incorporated into applicable policies and regulations. That leads to facilitate proper custody of 

the housekeeper. 
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Abstract: The quality of real estate management services is closely related to the quality 

of people’s life who living in the condominium. The operation management services of the 

condominium will provide essential services to ensure the comfort of people's lives, such as 

common area sanitation, operation of machinery systems such as elevator, backup generator, 

water pump, general electric light, security, protection, car park.... This study assessed the 

quality of condominium operation management services in Hanoi by finding the differences 

between the quality of service experienced by residents in comparison with their initial 

expectations. The service quality scale is based on the SERVQUAL model of Parasuraman et al., 

which adjusted the criteria to suit the real estate management filed in Vietnam. This study has 

shown that the service quality gaps is negative in all criteria for evaluating the quality of 

condominium operation management services. Based on that finding the author show the causes 

of these gaps and propose some recommendations to overcome them. 

Keywords: quality, condominium operation management services, real estate management 

services 

 

1. Introduction 

Vietnam is in the process of urbanization, especially in big cities such 

as Hanoi. Urbanization is taking place very quickly. The number of people concentrating on 

living and working in Hanoi is increasing and therefore demand for housing is also increasing. In 

the process of urbanization, condominium is an essential kind of housing because of its 

advantages such as convenience, the integration of many amenities in one space, price and area 

meet the needs. Currently, in the big cities in Viet Nam, especially in Hanoi, the condominium 

market is continuing to thrive. 

For all the people when going to live in the condominium, one of the most important 

factors that they concern about is the quality of the operation management services of the 

building. They are management jobs related to operations and services which are provided to the 

building and residents living there. According to Circular 02/2016 / TT- BXD "Promulgating the 

regulation on using management of condominiums", the building’s operation management 
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services include "the management and maintenance of elevator system machines, water pumps, 

generators, fire alarms, fire extinguishers, and other equipment under common ownership, and 

common use of the buildings, security services cleaning service, care of flower gardens, 

insecticides and other services to ensure the normal operation of the condominiums". These are 

all essential services for the daily life of the people. Therefore, if the quality of the condominium 

operation management services is good, the residents in the apartment will enjoy many benefits, 

whereas if the service quality is not good, the residents in the apartment will suffer many 

disadvantages, which directly affect the quality of their lives. 

Along with the development of the metropolis, the demand of the people for the comforts 

of daily life is increasing. Therefore, people living in the condominium also have higher 

requirements with the quality of operation management services in their homes. However, at 

present many condominiums in Hanoi still have conflicts among residents with investors, and 

managers of the building because of the building management services that residents are 

provided. The cause of this situation is the mismatch between the actual service and the quality 

expected by the people, corresponding to the commitment of the investors or service 

providers. Therefore, the research on the problem of "improving the quality of condominium 

operation management services in Hanoi in the process of urbanization" will help assess 

management services quality of condominiums in Hanoi; find out the true cause of the gap 

between the services quality of the actual and expected. Base on that finding, this research will 

propose some discussion and recommendations to enhance operation management 

service quality of apartment buildings in Ha Noi, limit the conflicts, disputes, complaints arising 

in the future. 

2. Theoretical framework 

2.1. Content of the condominium operation management services  

According to Circular No. 10/2015 / TT-BXD, "Regulations on the training and upgrading 

of professional knowledge on operation management of condominiums", 

"Condominium operation management services are works that control, maintain the operation of 

equipment system, provide security service, environmental sanitation, risk management and 

guidance on the use of condominiums for owners and users of the condominiums". 

Thus, the management services of the condominium can be divided into the main activities 

as follows: 

a. Operation of equipment in common area, serving directly to the daily life of people in 

the apartment. 

The equipment usually includes: elevators, electric lighting, fire extinguishers, water 

pumps, general air conditioning systems, or air conditioners in common areas, backup 

generators. 

According to the current regulations, for apartment buildings with or without elevators, but 

hire an operation management company, the management services must be carried out by the 
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operation management company. The owners and users of apartments are not allowed to rent 

separate services suppliers to perform the operation management activities. The condominium 

operation management company may sign a contract with the service-providing unit for the 

operation management of the condominium but shall have to bear responsibility for the operation 

management according to the contents of the contract which has been signed with the 

condominium management. 

The operation and management companies must be established accordance with the 

Law on Enterprises or the Law on Cooperatives and have professional sections such as 

technology, services, security, sanitation and environment. Employees of the management 

and operation units must meet professional requirements and have certificates of training and 

fostering professional knowledge on operation management of condominiums (Law on 

Housing, 2014). 

b. Maintenance of collective ownership property, including maintenance of common 

equipment of the condominium 

The collective ownership property of the condominium under Article 100 of the 2014 Law 

on Housing, including: "The remaining area of the condominium outside the private area and 

communal houses of the condominium; Space and system of bearing structure, technical 

equipment used in the condominium include frame, column, load-bearing wall, wall of the 

building, wall dividing the apartments, floor, roof, terrace, corridors, stairs, elevators, escape 

routes, litter cages, technical boxes, electric supply, water supply, gas supply systems, 

communication, radio, television systems, drainage, sump, lightning rod, fire-fighting and other 

parts not belonging to the ownership of apartment owners; The technical infrastructure outside 

but connected to the condominium, except technical infrastructure used for public purposes or 

subject to handover to the State or assigned to the investor for management under the contents of 

the project have been approved; Public constructions in condominium areas which are not built 

for business or must be handed over to the State according to the approved project's contents, 

including common ground, flower gardens, parks and other constructions defined in the contents 

of approved housing construction investment projects." 

In addition to the control and exploitation of common equipment for daily life of the 

residents, condominium’s managing units also have responsibility for maintaining equipment to 

keep them in the best performing state. For that purpose, the equipment should be checked 

regularly by technicians, promptly detect the damage, repair or replace them if necessary. 

c. Provides general services for residents living in condominiums 

These services include the protection and hygiene of common areas such as lounges, stairs, 

corridors, patios, and outside areas of the building, garbage collection, garden care, kill insects, 

car park, and other services depending on the agreements of contract signed with residents of the 

condominium. 
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2.2. Criteria for measuring the quality of condominium operating management services 

For service quality researchers, the SERVQUAL model of Parasuraman et al (1985) is 

considered as a classic model for measuring the quality of services. Assessment model 

SERVQUAL service quality of Parasuraman et al consist of 5 

criteria: reliability, assurance, tangibility, responsiveness and empathy. Each criterion is used to 

determine the customer's expectations for the service, and then to measure customer perceptions 

of service quality provided. Parasuraman et al., (1988) demonstrated service quality modeling as: 

Quality of Service = Perception - Expectation. Up to now, SERVQUAL is considered the most 

popular method for measuring service quality. 

Based on Parasuraman's SERVQUAL service quality assessment criteria, applied for 

condominium operation management services, the author concretizes the following criteria for 

assessing the quality of condominium operation management services: 

1. Reliability: 

- Services are provided as sufficing as the initial commitment 

- Services are provided on the quality committed 

- Services are provided on time committed 

- Residents are informed in advance if there are inconveniences in using the service 

2. Assurance 

- Service staffs have a friendly attitude to the residents 

- Service staffs are in good manners and polite 

- Service staffs are knowledgeable about what they are doing 

- Service staffs can answer questions from the residents 

- Service staffs are trusted by the residents 

3. Tangibility 

- Service staffs have appropriate work clothes 

- The condominium has good security 

- Elevators, generators, water pumps, and equipment of public areas are in well-run 

- The condominium has good hygiene 

- The condominium meets fire prevention and fighting standards (with fire extinguishers, 

fire alarms work well, firefighting equipment are checked periodically, fire prevention training is 

organized) 

4. Empathy 

- Service staffs understand the needs of the residents 
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- Service staffs are interested in each resident 

- Service staffs treat each resident equally 

5. Responsiveness 

- Service staffs are always willing to help residents 

- Service staffs respond quickly to the requirements of the residents 

- Service staffs always spend time for the residents 

3. Research Methodology 

3.1. Method of collecting information 

To assess the quality of condominium operation management services in Hanoi, the author 

has used the questionnaire. The survey was carried out through two forms: an online survey 

(send a google doc questionnaire via email and facebook messenger to people who living in 

condominium in Hanoi) and direct investigation (by going to the condominiums to interview 

residents directly and record answers for the questionnaire). Total number of questionnaires 

answered was 300. 

The questionnaire is divided into three main sections. Part I includes personal information 

of the person being investigated. Part II includes the information on condominium operation 

management services, which questions divided into the service providing unit; service price; 

expectations; and actual perception of service quality. Part III includes questions about the 

management board of the condominium building. 

In addition, the author did in-depth interviews with 1, or 2 people in every condominium to 

find out more about the aspirations and assessments of people on the issues related to the 

building operation management service and find out reasons for the dissatisfaction (if any) of 

residents with the quality of existing operation management services in each apartment complex. 

3.2. Information processing methods 

Data collected through the survey was entered in to excel, encoded and processed on excel 

and SPSS 22. The quality of condominium management service was measured by the difference 

in mean of actual perception and the expectation of service quality. 

4. Assessing the quality of condominium operation management services in Hanoi 

Based on information collected, the author provides aggregate data on the average value of 

the criteria for assessing the condominium operation management services quality in Hanoi (on a 

scale from 1- very poor to 5- very good). The quality of condominium operation management 

services quality according to the SERVQUAL scale is the result of the difference between 

the actual perception and expectation of service quality evaluated by the residents. This result is 

expressed by the difference between the mean of the actual perception and the initial expectation 

of service quality which shown in the following table: 
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Table 1. Mean Value of the Gap between Perception and Expectations for the criteria measuring 

Condominium Operation Management Services Quality  

No Criteria 
Expectation 

(E) 

Perception 

(P) 
P - E 

  I. Reliability:       

1 Services are provided as sufficing as the initial commitment 3.81 2.96 -0.85 

2 Services are provided on the quality committed 3.74 3.15 -0.59 

3 Services are provided on time committed 3.83 2.94 -0.89 

4 Residents are informed in advance if there are inconveniences in using the service 3.80 3.20 -0.59 

  II. Assurance    

5 Service staffs have a friendly attitude to the residents 3.94 3.26 -0.69 

6 Service staffs are in good manners and polite 3.93 3.24 -0.69 

7 Service staffs are knowledgeable about what they are doing 3.87 3.35 -0.52 

8 Service staffs can answer questions from the residents 3.76 3.44 -0.31 

9 Service staffs are trusted by the residents 3.74 3.24 -0.50 

  III. Tangibility    

10 Service staffs have appropriate work clothes 3.72 3.35 -0.37 

11 The condominium has good security 4.02 3.24 -0.78 

12 Elevators, generators, water pumps, and equipment of public areas are in well-run 4.02 3.07 -0.94 

13 The condominium has good hygiene 3.81 3.09 -0.72 

14 The condominium meets fire prevention and fighting standards  3.98 3.00 -0.98 

  IV. Empathy    

15 Service staffs understand the needs of the residents 3.59 3.04 -0.56 

16 Service staffs are interested in each resident 3.33 3.00 -0.33 

17 Service staffs treat each resident equally 3.69 3.21 -0.48 

  V. Responsiveness    

18 Service staffs are always willing to help residents 3.76 3.06 -0.70 

19 Service staffs respond quickly to the requirements of the residents 3.52 2.94 -0.57 

20 Service staffs always spend time for the residents 3.44 3.04 -0.41 

(Source: author's survey) 

The table above shows that all the expectations of residents resulting from service 

provider’s commitments on management and operation service quality of the condominium are 

from reasonable to good (over 3 to 4 points). Particularly, the criteria of security and general 

equipment of the condominium are expected to be good (4.02 points). In addition, the 

expectation of service tangibility is the criterion getting highest expectation. Besides, reliability 

and assurance are criteria also have high expectation. 

At the same time, table 1 shows that the actual perception quality of condominium 

management service was lower than the initial expectation (average value is from 2.94 to 3.44, 

which means that from the "poor" level to "reasonable" level). There are no criteria for a “good” 
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average rating. In particular, the criterion "Service staffs respond quickly to the requirements of 

the residents" and" Services are provided on time committed" have the lowest average 

rating. The criterion has the highest average rating is "Service staffs can answer questions from 

the residents". 

The assessment results of the operation management services quality calculated by 

subtracting the mean of initial expectations for the mean of actual perception, get negative value 

for all criteria. This means that the mean value of the actual perception is lower than that of the 

initial expectation for the quality of service received. 

The biggest gap in service quality is in the criteria "The condominium meets fire 

prevention and fighting standards". The following big gap in service quality is the "Elevators, 

generators, water pumps, and equipment of public areas are in well-run" criteria. Two of the 

remaining criteria of Visibility, which are "good security", and "good hygiene" also have 

big gap. Thus, visibility is the criteria group has the highest expectation mean value, but also is 

the group has the biggest gap in service quality. 

Reliability is the following criteria group has big gap between perception and expectation 

of service quality. Besides, the criteria get the smallest service quality gap are "Service staffs can 

answer questions from the residents" and "Service staffs are interested in each resident". 

The cause of the gaps mentioned above mainly due to the service providers do not pay 

proper attention to the services quality. There are still condominium buildings have not been 

fully provided with services according to the original commitments. Service staffs are not really 

been trained professionally, many of them do not have certificates of training in management 

and operation condominiums. The result is the specific requirements of residents have not been 

well understood by the service providers. Professional ethics have not been taken care of by the 

service providers. Many service supply units of the condominium are only interested in car park 

service, as it is a revenue-generating service, while the security issue is not yet cared about. 

Thus, there are some condominium buildings that have property theft. Some apartment 

buildings have not been properly invested in equipment of the building such as fire prevention 

system or backup power systems ... Many condominium buildings do not organize fire 

prevention training. 

5. Discussion and Recommendations 

The investigation shows that the quality of management and operation service of 

condominium buildings in Hanoi are not high. There are gaps between the actual perception 

and the initial expectations about service quality of the residents. In particular, the poorest 

service quality that people rated was reflected in the visibility of the service, such as the 

quality of operation of common machinery and equipment, fire protection systems, security 

and hygiene of the apartment building. In addition, providing service adequately as 

committed is also an issue that needs to be solved. In order to improve the quality of 

condominium operation management services in Hanoi in the coming time, the author 

propose some recommendations as follows: 
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- Developing service providing processes, service quality standards, and strengthen inspection, 

assessment and supervision of the providing processes of condominium management services 

In order to ensure good quality of condominium operation management services, the 

service providing process must first be standardized. The development of the service providing 

process not only facilitates the process of delivering services in a logical way, but also ensures 

coordination between the components in the process. The process also serves as a basis for 

monitoring service delivery. Looking at the process, the supervisor can detect errors that arise 

from any stage in the process of service delivery of his unit. In the area of condominium 

operation management, the process should be documented and the implementation should be 

documented in a process manual to facilitate management and control. 

Inspection, assessment, and monitoring of process implementation and service quality 

standards should be carried out regularly. The service providers themselves and the people using 

the management service at the condominium buildings are the direct participants in the process 

of evaluating and supervising the implementation of the service. 

- Improving the qualification of staffs providing services 

One of the top requirements when it comes to improving the quality of condominium 

operating management services is to improve the qualification of service delivery staffs. First of 

all, based on the service quality standards committed and determined, service providers also need 

to set specific requirements for each job position. Based on that, the service provider can select 

people who are suitable with the requirements of service quality of their units. 

In order to improve the quality of the condominium management and operation services, 

service providing units need to find ways to improve the capacity of their staff including skills, 

professional knowledge, ethical behavior of the employees. 

In addition, each service providing unit should clearly inform each employee of the service 

quality standard, clear incentives and penalties policy. This helps to motivate employees to 

improve the quality of service, while limiting possible errors from service staffs. 

- The Ministry of Construction promulgates a standard system of quality of operation 

management services for condominiums 

If a standardized system for the quality of operation management service is built and 

issued, it will become an important criterion for standardizing a minimum level of service quality 

and determine the level of service quality corresponding to each condominium segment. Based 

on this standard system, service providing units will have a basis for developing service quality 

standards for their companies in accordance with the law and conditions of the company. People 

living in condominiums also have a basis for evaluation and monitoring the providing of 

operational management services by the service provider. 

- Issuance of quality assurance certificates for the operation management services of 

condominiums, as a criterion for evaluating the quality of service providing units 

Many countries in the world have issued certificates of quality assurance for the 
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operation management service of condominiums. If the service providing unit has this 

certificate, it will have more prestige and competitiveness compared to other units. However, 

to achieve the quality assurance certificate, it is necessary to undergo strict examinations to 

bring the true value of the certificate.  

- Completing the legal documents related to the management of the use of condominiums, 

and the regulations on the practice certificate of condominium operation management… to 

gradually develop the market providing condominium management services healthily 

competition 

Developing a market for professional property management services is a goal that both 

state agency and the real estate market look forward to. With a healthy and high competitive 

market, current problems will be solved basically. No longer monopoly status in the market will 

help people have more choices. Besides that, service providing units and investors are required 

to improve the quality of their property management services in order to survive and develop in 

the long run. 
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Abstract: The purpose of this research is to identify the determinants of future profitability of 

Vietnamese food manufacturing companies, as measured by their return on assets (ROA) one year 

ahead. The data were collected from audited publicized financial statements of 45 food manufacturing 

companies listed on Hanoi Stock Exchange (HNX) and Ho Chi Minh City Stock Exchange (HoSE) 

from 2006 to 2017. The results of running fixed effect model with clustered robust estimation show 

that 5 factors have statistically significant effects on future profitability: Long-term investment, capital 

structure, dividend, firm size and past profitability, with past profitability being the only factor with 

positive influence. The results, however, did not provide any evidence for statistically significant 

relationships between other potential factors such as intangible assets, earnings structure, capital 

intensity, market concentration and future profitability. 

Keywords: financial forecasting, food manufacturing companies, future profitability, listed 

companies, return on assets. 

 

1. Introduction 

From a business enterprise perspective, financial forecasting should be appreciated as it 

helps the firm to prepare for opportunities as well as challenges in future. Careful and 

comprehensive financial forecasting makes possible future business shocks more predictable and 

less damaging to the firm as it has better preparation, while a firm without sufficient attention to 

financial forecasting will probably have to rely more on spontaneous and erratic solutions, hence 

more exposure to risks and volatile performance. Therefore, firms should spend enough 

resources on financial forecasting as long as they wish for successful financial strategy and 

business performance in future.  

Among various aspects of financial forecasting, future profitability is of great importance 

as the widely assumed ultimate goal of any business enterprises is to maximize benefits of 

stakeholders, especially their owners. As investors always require a certain level of profitability 

that can compensate for their perceived risks, only sufficiently profitable firms can survive the 

highly competitive business environment today while those incurring losses over and over again 

are threatened by potential takeovers or have to leave the industry. Assuring profitability is thus 

an essential requirement for financial management efficiency. Unfortunately, due to 
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everchanging conditions of the macroeconomy and industry climate, it is never easy to secure 

highly positive future profitability as one may expect. One of the reasons for such fact is that 

future profitability is simultaneously affected by many factors, some of which are frequently 

examined but the findings may not be unanimous among studies while the others are not much 

studied yet or even cannot be observed. This is especially true for developing countries as 

Vietnam, where the literature on financial forecasting and determinants of future profitability is 

still so poor. Consequently, more studies on influential factors of firms’ future profitability in the 

context of developing economies need to be conducted to identify those factors and their effects 

so that firms can perceive the underlying forces of their future profitability and take appropriate 

actions to deal with them. Particularly, the internal factors should be emphasized as they are 

obviously more controllable than the external factors from firms’ perspective. 

In this study, the food manufacturing industry of Vietnam is chosen to be examined because of 

its substantial contribution to the economy in many senses. As a link in value chain of the economy, 

food manufacturing firms consume the products of agriculture, forestry and fishery industry as its 

input, and its output feed the whole population. Big food manufacturing firms also take chances of 

globalization by having their products exported more and more every year, which considerably 

increases international cash inflows for our country. In addition, the industry plays a positive role in 

reducing unemployment rate due to its labor-intensive nature. Food manufacturing companies 

contribute greatly to government’s budget with their tax payments as well. Therefore, the assurance 

of domestic food manufacturing industry’s profitability can benefit may stakeholders in the 

economy. Nonetheless, in recent years many changes of the global and domestic economy lead to 

unavoidable challenges for the industry: More threat of foreign competitors due to economic 

globalization, more exposure to foreign markets’ shocks due to international business expansion, 

more requirement to improve operating system due to the fourth technological evolution, not to 

mention the impacts of other domestic social and political events, which makes the business 

environment of food manufacturing industry more volatile and its profitability less predictable. As a 

result, our research is conducted to identify the determinants of Vietnamese food manufacturing 

companies’ future profitability with focus on internal factors as an attempt to help those business 

enterprises improve their overall financial forecasting and have more effective financial planning to 

deal with future difficulties and assure future lucrativeness. 

2. Literature review 

2.1. Studies in foreign countries 

According to previous studies, several internal factors have been detected to have impacts 

on future profitability of businesses, including long-term investment, capital structure, firm’s 

size, dividend, accruals and corporate governance, even though the findings regarding those 

factors may differ among studies. 

 Long-term investment 

In theory, long-term investment drives long-term growth and has a trade-off relationship 

with short-term profitability. A firm which focuses on short-term profit maximization may tend 
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to decrease its investment in long-term projects, but consequently it will have less innovation and 

become obsolete in future, with lower long-term growth and less sustainability of business 

success. In contrast, a firm which focuses too much on long-term projects may not spend enough 

resources on daily business, hence less short-term profit, less cash flows and more exposure to 

bankruptcy risk in short run. 

The negative relationship between long-term investment and short-term future profitability 

has been documented by Fairfield et al. (2003), Richardson et al. (2003) and Dickinson and 

Sommers (2011). Specifically, those studies show that change of net operating assets has negative 

correlation with return on assets (ROA) of the next period. Abarbanell and Bushee (1997) used 

earnings per share of the next year - EPS(t+1) as a proxy for future profitability and also find that 

increases of asset investment compared to industry average has negative impact on EPS(t+1), 

which indicates that over-investment only hurts firms’ future profitability. In addition, Li (2004) 

complements that the negative effect of over-investment is even more serious in case firm’s 

investment capacity is less restricted (i.e a firm has high free cash flows and low leverage). 

However, findings of some recent studies actually contradict with the above conclusion. Yoo 

and Kim (2015) found that assets growth measured by difference between natural logarithm of 

ending total assets’ book value and that of beginning total assets’ book value has significant and 

positive relationship with ROA one year later. This is one of very few studies of future 

profitability’s determinants in the context of Asian countries. Meanwhile, Espinosa (2015) showed 

that long-term investment has no statistically significant relationship with ROA of the next year. 

 Capital structure 

Capital structure can affect firm’ profitability in future years via long-term debt. On one 

side, long-term liabilities are sources of interest expenses in several consecutive years, which 

reduce the firm’s future profit. One the other side, financial leverage can potentially boost the 

firm’s future profitability as long as the firm is financially strong enough. However, overuse of 

debt surely leads to high bankruptcy risk. If the firm suffers from losses, overuse of financial 

leverage only makes its business result even worse (lower future profitability). Hence, the effect 

of financial leverage on future profitability can be either positive or negative, depending on 

financial strength of the firm. 

Stierwald (2009) found that the ratio of debt to assets positively impacts future ROA. 

Similarly, Dickinson and Sommers (2011) provides empirical evidence of positive influence of 

debt/equity ratio on return on net operating assets (RNOA) one year later. In contrast, Yoo and 

Kim (2015) discovered a negative and significant relationship between debt/assets ratio with 

ROA of the next year in case of Korean companies during economic recession. The findings of 

these studies confirm the above argument that the impact of financial leverage on future 

profitability depends on the context of the firm’s operation. 

In some empirical cases, the relationship between current capital structure and future 

profitability is not clearly defined. For example, Evans et al. (2017) found that interest expense 

has negative effect but increase of long-term debt in current year has positive effect on ROE of 
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the next year. Espinosa (2015) did not find any statistical evidence for a relationship between 

current debt/assets ratio and future profitability either.  

 Intangible assets  

Common intangible assets include resources owned by firms but do not have physical 

substance such as goodwill, patent, copyrights, etc. Some resources are not recognized by most 

accounting standards as intangible assets yet but still considered as intangible or intellectual 

assets according to researchers’ opinion, such as research and development (R&D) expense, 

brand, leadership skills, labor expertise, etc. These assets may contribute a lot to a firm’s 

competitive advantages and and are the source of firm’s surplus profit. Firms with more 

investment in intangible assets and more efficiency of intangible assets utilization can create 

more value for stockholders (Moradi et al., 2012; Shiri et al., 2012; Volkov and Garanina, 2007; 

Anagnostopoulou, 2008; Eberhart et al., 2004; Shih, 2013). Such positive effect is attributable to 

total intangible assets as well as to each separate component of them, such as patent (Hall et al., 

2005), HRM (Huselid, 1995; Hanson, 1997), brand (Barth et al., 1998), goodwill (Chauvin and 

Hirschey, 1994). Aside from that, Gamayuni (2015), Megna and Klock (1993) and Garger 

(2010) also confirm intangible assets as one of the underlying reasons for the positive difference 

between market value and book value of firms.  

As intangible assets may be sources of firm’s surplus profit, they must have a certain role 

in forecasting firm’s profitability in sense that an increase or decrease in firm’s intangible assets 

should impact firm’s profitability in next periods. Nonetheless, those above studies only examine 

the relationship between intangible assets and financial performance in the same period without 

considering their impact on future performance. There are less studies on the role of intangible 

assets in financial forecasting. Donelson and Resutek (2012), Eberhart et al. (2004) documented 

the positive impact of current R&D investment on future performance. Czarnitzki and Kraft 

(2010) also empirically proved that patent significantly and positively influences future return on 

sales. In contrast, Dickinson and Sommers (2011) documented a negative relationship between 

current R&D plus current patent’s amortization expense and RNOA for the next 5 years, which 

was explained by the long-term investment nature of R&D (the positive effect of R&D cannot be 

observed during just a few next years). 

 Dividend 

On one side, it is believed that firms only increase their dividend if they are confident that 

their future profitability is sufficient to maintain such new level of dividend payment. Hence, 

dividend payment and especially dividend increase are often regarded as a positive signal of firm’s 

confidence about its future profitability (Lintner, 1956; Miller and Modigliani, 1961; Bhattacharya, 

1979; John and Williams, 1985; Miller and Rock, 1985). In other words, dividend has a positive 

role in forecasting firm’s profitability. On the other side, more dividend means less retained 

earnings (ceteris paribus), which may indicate that the firm has less investment opportunities in 

future, thus its future profitability may be lower (or it may have to rely on external financing, 

which causes additional financing cost and that also negatively affects future profit). 

So far, empirical studies on the profitability forecasting role of dividend provide different 
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results. Nissim and Ziv (2001) discovered positive relationship between increase of current 

dividend and change of profit over the next 2 years. A later research by Zhou (2006) also 

concludes that firms with higher dividend payment tend to have better future performance. 

Recently, Evans et al. (2017) find that the size of cash dividend payment has positive 

relationship with ROE of the next year. Lee et al. (2012) found such positive relationship less 

significant as change of dividend in a year only has weak correlation with profit of the next year 

and no correlation with profit of 2 years later, but dividend change does have significant and 

positive relationship with profitability of the next year during post-1997 crisis period. This is one 

of very few studies of dividend’s role in forecasting firms’ profitability in the context of 

developing countries. 

In contrast, Freeman (1983) documented a negative relationship between dividend and 

future profitability. DeAngelo and Skinner (1996), Benartzi et al. (1997), Grullon et al. (2002) 

did not find empirical evidence for any positive relationship between those factors either. 

Following the approach of Freeman (1983), Grullon et al. (2005) denied the positive relationship 

between dividend and future profitability found by Nissim and Ziv (2001) as the model 

employed by the latter was deemed inaccurate. After making adjustment to the model, Grullon et 

al. (2005) actually found a significant and negative correlation between current dividend and 

future ROA. 

 Firm size 

Bigger firms may enjoy the benefit of economies of scale – That is when firm size 

increases, the average operating expenses will decrease, hence higher profitability. However, if 

firm size exceeds the optimal level, diseconomies of scale will come into effect: complicated 

organizational structure and high operating expenses will cause profitability to decline. 

Therefore, in theory the influence of firm size on expected profitability can be either positive or 

negative. 

In general, previous studies do not concentrate much on the effect of firm size on 

profitability. The firm size factor is integrated in their analysis models as a control variable just 

to avoid technical issues of modelling. The measure of firm size also differs among studies. 

Evans et al. (2017) measure firm size as natural logarithm of total assets, while Stierwald (2009) 

instead uses the number of employees, and both found a significant and positive effect of firm 

size on future ROA. However, Czarnitzki and Kraft (2010), Yoo and Kim (2015) documented 

negative effect of firm size on future profitability, which can be explained by specific context of 

their research. Espinosa (2015) instead did not find any evidence for relationship between firm 

size (measured as decile ranking of natural logarithm of total assets) and future profitability. 

None of these studies consider firm size’s influence as the center of their research content. 

 Earnings structure 

Many previous studies have separated earnings into cash component and accrual 

component and investigate the effect of each component on predicting future profitability. 

Basically, the cash component is the proportion of earnings which is already collected as cash 
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during the current business period and can be estimated as cash flows from operating activities, 

while the accrual component is the earnings proportion which is yet to be collected in cash 

during current period and only expected to be collected in future. Somehow, the value of 

accruals can be estimated via the difference between operating income and operating cash flows 

of the same period. 

Sloan (1996) conducted a pioneering research on the profit predictability of cash and 

accrual components and found positive effects of both components on ROA of one year later, but 

the effect of accrual component is less persistent due to subjectivity of its recording. Therefore, 

higher proportion of accruals in earnings structure indicate less persistent earnings in future. 

Later studies by Xie (2001) and Ball et al. (2016) reconfirm this result. In addition, Oei et al. 

(2006) and Balkrishna et al. (2007) took further step in examining the effect of accruals by 

separating them into smaller components and investigating each component’s persistence as a 

condition of forecasting profitability. Richardson et al. (2005) found that as the reliability of 

accruals decrease, future profitability becomes less persistent, due to diminishing marginal rate 

of return of additional investments and inaccuracy in accounting of accruals. Kean and Wells 

(2006) separated forecasted ROE in 3 different ways and documented that accruals have less 

persistent effects on future profitability in all 3 ways. 

 Capital intensity 

Basically, capital intensity refers to how much a firm’s business relies on capital (i.e 

investment in fixed assets in practical sense). Capital intensity can also be interpreted as how 

much capital (or fixed assets) contribute to output value of the firm. It is believed that capital 

intensity somehow indicates barriers of market entry, as higher capital intensity means more 

requirement of capital, PPE, which is a big challenge for small firms to enter the market, thus 

current firms in the industry are less threatened by potential newcomers and can better assure 

their profitability. In a highly capital-intensive industry, companies with more capital sources 

and more efficient utilization of fixed assets can outperform their competitors and earn profits. 

Till now, studies on the impact of capital intensity on future profitability are still very 

limited. Czarnitzki and Kraft (2010) measured capital intensity by the ratio of fixed assets to 

number of employees and found a significant and positive impact of capital intensity on future 

profitability. In contrast, Dickinson and Sommers (2011) documented a significant and negative 

effect of capital intensity, as measured by the ratio of depreciation and amortization expenses to 

net sales, on RNOA of the next 5 years. They explained that firms which had overinvestment in 

fixed assets (thus have high depreciation and amortization expenses) but did not exploit full 

capacity of those assets would have their profitability declined. 

 Market concentration 

Market concentration refers to how market shares are divided among firms in the same 

market or industry. In a highly concentrated market, a small number of big firms seize most of 

the total market, thus they can enjoy high profitability while smaller firms and new firms 

struggle to increase market shares and profitability. In contrast, low level of market 
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concentration means market shares are divided quite equally among many firms, and no firm is 

so big compared to the others (in terms of market share). 

Some studies took market concentration into account as an industry-level factor when 

forecasting future profitability. However, most of them did not find statistical evidence for 

impact of such factor on future profitability. Islam and Nishiyama (2015) found a negative 

relationship between market concentration as measured by Herfindahl index and commercial 

banks’ profitability, which is similar to the theory, but such correlation is statistically weak. 

Chavarín (2015) also used Herfindahl index to represent market concentration but did not find 

any statistically significant effect of market concentration on profitability either. The study by 

Ahmad and Matemilola (2013) is one of very few to have discovered a significant (and negative) 

effect of market concentration on profitability, however a different proxy was used to represent 

market concentration instead of the frequently used Herfindahl index. 

 Past profitability  

A lot of previous studies documented the impact of past profitability on future profitability, 

which is known as mean reversion of profitability over time. Profitability’s mean reversion has its 

root from economics theory. Accordingly, in a competitive market, profitability of different firms in 

the same industry tends to revert to the industry average. In other words, if a firm has particularly 

high profitability in past period, its profitability in the following period(s) will tend to decline, and 

vice versa. The reason is competitive forces in the market: Firms with lower profitability will learn 

from the winners to improve their performance in the next periods, while firms with poor 

performance may have to leave the market or be taken over and only stronger firms can survive and 

stay in the game. As a result, extraordinarily high profitability is hard to maintain for a long time. 

Firms with overtly high lucrativeness will have declined profitability in the next period, while the 

others will have their profitability improved in future. Consequently, profitability of different firms 

tends to move or revert towards the average level of the industry, hence the term “mean reversion”. 

Profitability’s mean reversion implies that past profitability and future profitability are 

correlated, thus to some extent future profitability can be predicted based on past profitability. Allen 

and Salim (2005), Fama and French (2000), Freeman et al. (1983) examined mean reversion of 

firms’ profitability in relation with future profitability prediction. Their findings confirm the 

existence of mean reversion in reality. Specifically, in the US, Fama and French (2000) found that 

the reversion pattern of ΔRNOA is non-linear as the reversion rate is higher when firm’s profitability 

is far below industry average. In the UK, Allen and Salim (2005) however did not find such a strong 

non-linear pattern of profitability’s mean reversion. Freeman et al. (1983) also discovered mean-

reverting trend of ROE and shows that past change of ROE is strongly correlated with its change in 

future. In addition, Sloan (1996), Richardson et al. (2004), Li (2004), Dickinson and Sommers 

(2011), Nissim and Ziv (2001), Grullon et al. (2005) and Zhou (2006) also integrated profitability’s 

mean reversion in their models of estimating forecasting future profitability and all documented the 

existence of profitability’s mean reversion with different patterns and at different levels, even though 

this was not the emphasis of their studies. 
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2.2. Studies in Vietnam 

Until now, studies of financial forecasting and profitability prediction are still very limited. The 

only notable research was the one by Nguyen Thi Uyen Uyen and Tu Thi Kim Thoa (2015) on the 

earnings predictive power of operating cash flows of listed companies on HoSE from 2008 to 2012. 

They found that each separated component of firms’ cash flows and accruals has an informative role 

in earnings prediction, but the accumulated cash flows and accruals do not. Nonetheless, the study 

actually focuses on cash flow prediction rather than earnings forecast, as future profitability was not 

one of their research objectives. Besides, Vu Xuan Nam et al. (2013) and Nguyen Quoc Oanh (2014) 

both forecasted sales for certain types of firms, using different methods, but neither of them went for 

profitability prediction. Other studies just concentrated on forecasting economy-level or industry-

level profitability rather firm-specific profitability. 

In fact, there is no study of influential factors of future profitability of Vietnamese 

companies yet. Studies in the past mostly just focused on forecasting basic financial indicators as 

sales or cash flows by applying common forecasting methods as exponential smoothing or 

regression model without necessary adjustment for typical requirement of profitability prediction 

(for example integration of profitability’s mean reversion into model). Besides, their research 

scope even occasionally does not expand beyond a single firm. Those limitations show that 

identifying determinants of firms’ future profitability in order to improve profitability prediction 

is still a big research gap that needs to be fulfilled in Vietnam, particularly as there are not so 

many similar studies in other developing countries as well. 

3. Research methodology 

3.1. Research approach 

 This study applies qualitative and quantitative approaches. The qualitative approach is 

employed for literature review on determinants of future profitability in order to summarize the 

factors that have been confirmed to affect companies’ future profitability by previous 

international research, their measurement and their effects, as well as to find out the research gap 

in the context of Vietnam and propose recommendations to improve future profitability based on 

results of quantitative analysis. The quantitative approach is used to assess financial performance 

and profitability of Vietnamese food manufacturing industry in recent years and most 

importantly, to estimate the effects of future profitability determinants. 

3.2. Data and sampling 

This study uses secondary data collected from audited annual financial statements of 

Vietnamese joint-stock food manufacturing companies publicly listed on Hanoi Stock Exchange 

(HNX) and Ho Chi Minh city Stock Exchange (HoSE) from 2006 to 2017. These companies 

form a representative sample of Vietnamese food manufacturing industry as they make up for a 

large part of the market. 

3.3. Data analysis method 

Compare-and-contrast method is used to review the findings of previous studies to determine 

the potential influential factors of future profitability as well as their measurement and impacts. 
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Based on that, relevant factors are selected for analysis, their proxies are constructed and integrated 

into analysis model as independent variables. In addition, this method is also applied to compare the 

results of this study with results of previous research to find out if there are any differences between 

Vietnamese context and other countries’ context that divert the effects of those factors. 

Econometric method is applied to identify the determinants of future profitability of 

Vietnamese food manufacturers and measure their effects, using the secondary collected data. 

Following previous studies, linear regression model for panel data is employed to empirically 

estimate the effects of those factors.  

In the regression model, the independent variable used to represent future profitability is 

ROAi,t+1 – Return on assets one year ahead, as suggested by Fairfield et al. (2003), Yoo and 

Kim (2015), Grullon et al. (2005). However, there is an adjustment here. In those studies, 

operating income might be used as the numerator of ROA, but in this study the net profit after 

tax is used instead. That is because operating income does not take into account financing 

expense, thus it is not directly affected by firm’s capital structure, while the after-tax profit is. 

Since in this study capital structure is included as a potential determinant of future profitability 

and its proxy is integrated in the model as one of the explanatory variables, it is logical to use 

after-tax earnings rather than operating income to analyze how capital structure affects firm’s 

profitability in future. 

8 potential influential factors are analyzed and each of them is represented by an 

independent variable. Firstly, to represent long-term investment, variable ΔLTAi,t is used and 

calculated as the change of long-term assets of firm i during year t, following Fairfield et al. 

(2003). However, adjustment is made during the calculation by excluding all short-term 

components of firm’ assets and only true long-term assets are considered here, unlike the case of 

previous study (Fairfield et al. (2003) actually did not exclude all short-term items when 

calculating growth of long-term assets). Annual long-term asset change is then deflated by 

average total assets of the same year to get rid of the size effect (Fairfield et al., 2003). 

Secondly, capital structure is represented by variable ΔLTDi,t, which is measured as change 

of long-term debt of firm i during year t, as suggested by Evans et al. (2017). Short-term debt is 

not taken into account as it has short maturity and is unlikely to affect financial performance of 

the following years. Long-term debt change is then deflated by average total assets (instead of 

average equity as in the original work by Evans et al. (2017)), as literature shows that average 

total assets are used more commonly. Mathematically, ΔLTD/Equity and ΔLTD/Total assets are 

correlated and both represent capital structure so they can be used interchangeably (Their 

economic implications are the same). 

Thirdly, intangible assets are represented by variable ΔIAi,t, which is measured as change 

of intangible assets’ book value of firm i during year t and deflated by its average total assets of 

the same year. Although literature suggests other accounting items as patent value or R&D 

expenses as possible proxies, the data of those items are not available in the publicized financial 

statements of companies in this research. As a result, total intangible assets’ book value is used 

as an attempt to substitute those unobservable items. 
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Fourthly, dividend payment is represented by variable Divi,t, which is calculated as the 

dividend payout ratio of firm i in year t, as suggested by Zhou (2006). Specifically, it is the ratio 

of cash dividend payment to after-tax profit. 

Fifthly, earnings structure is proxied by variable Accri,t, which is the amount of accruals of 

firm i in year t, divided by contemporaneous average total assets, as suggested in notable works 

on accruals by Sloan (1996) and Richardson et al. (2005). The formula to calculate Accruals is 

adopted from those studies as follows: 

Accruals = (ΔCA - ΔCash) - (ΔCL -ΔSTD - ΔTP) – Dep 

Where CA, Cash, CL, STD, TP and Dep respectively mean current assets, cash and cash 

equivalents, current liabilities, short-term debt, taxes payables and depreciation (plus 

amortization – if any). The notation Δ implies annual change of those items. 

Sixthly, firm size is represented by variable lnTAi,t, which is the natural logarithm of 

average total assets of firm i in year t. This proxy is used frequently in previous studies to reflect 

the effect of firm size, for example those by Espinosa (2015), Evans et al. (2017). 

Seventhly, capital intensity is represented by variable CapInti,t, which is computed as the 

ratio of depreciation and amortization expenses of firm i in year t, divided by the company’s net 

sales of the same year, as suggested by Dickinson and Sommers (2011). 

Eighthly, market concentration is proxied by variable Herft, which is the Herfindahl-

Hirschman Index of food manufacturing industry in year t, following works by Islam and 

Nishiyama (2015) and Chavarín (2015). This index is calculated as the sum of squares of all 

firms’ market share in each year. Herfindahl-Hirschman index ranges from nearly 0 to 1. The 

closer it is to 0, the lower market concentration level, while Herfindahl-Hirschman index of 1.0 

implies monopolistic market structure. 

Ninthly, past profitability is represented by variable ΔROAi,t, which is computed as change 

of return on assets of firm i in year t compared to year (t-1), as suggested by Jackson et al. 

(2017), Fama and French (2000), Khalaj and Zabihi (2016), Demmer (2015). However, in this 

study the numerator of ROA is net profit after tax, unlike previous studies which employed net 

operating assets. This adjustment is justified by the fact that capital structure is integrated in the 

model as an influential factor of profitability and after-tax profit reflects capital structure’s effect 

better than operating profit, as explained before. 

All variables are summarized in table 1. 

Table 1. Variables in the regression model 

 Factor Variable Measurement 

Dependent 
variable 

Future profitability ROAi,t+1 After-tax earningsi,t+1/ Average total assetsi,t+1 

Independent 
variable 

Past profitability ΔROAi,t After-tax earningsi,t/ Average total assetsi,t 

Long-term investment ΔLTAi,t 
(Ending book value of long-term assetsi,t - Beginning 
book value of long-term assetsi,t)/Average total assetsi,t 
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 Factor Variable Measurement 

Capital structure ΔLTDi,t 
(Ending book value of long-term debti,t - Beginning 
book value of long-term debti,t)/Average total assetsi,t 

Intangible assets ΔIAi,t 
(Ending book value of intangible assetsi,t - Beginning 
book value of intangible assetsi,t)/Average total assetsi,t 

Dividend Divi,t Dividendi,t / After-tax Earningsi,t  

Earnings structure Accri,t Accrualsi,t / Average total assetsi,t 

Firm Size lnTAi,t Natural logarithm of average total assetsi,t 

Capital Intensity CapInti,t (Depreciation + Amortization expenses)i,t / Net Salesi,t 

Market concentration  Herft Sum of squares of all firms’ market share in each year 

The regression model used to estimate the determinants of future profitability is as follows: 

ROAi,t+1 = α0 + α1*ΔROAi,t + α2*ΔLTAi,t + α3*ΔLTDi,t + α4*ΔIAi,t + α5*Divi,t + α6*Accri,t 

+ α7*lnTAi,t + α8*CapInti,t + α9*Herft + ui,t  (1) 

Two panel-data regression methods are employed to estimate the coefficients: Random 

effect model (REM) and Fixed effect model (FEM). Hausman test is then used to determine 

which model is fit for the data. Breusch-Pagan test is subsequently used to check for 

heteroskedasticity and autocorrelation in the model. If the model suffers from heteroskedasticity 

and autocorrelation, clustered robust estimation will be used as the remedy. 

Based on literature review, the hypothesized sign of each regression coefficient is shown in 

table 2. 

Table 2. Hypothesized signs of regression coefficients 

Variable Coefficient Hypothesized sign 

ΔROA α1, β1 +/- 

ΔLTA α2, β2 +/- 

ΔLTD α3, β3 +/- 

ΔIA α4, β4 + 

Div α5, β5 +/- 

Accr α6, β6 - 

lnTA α7, β7 +/- 

CapInt α8, β8 +/- 

Herf α9, β9 - 

4. Results and Discussion 

4.1. Overview of Vietnamese food manufacturing industry 

From 2006 to 2017, the food manufacturing industry of Vietnam has shown signs of 

development. The number of listed food manufacturing companies on HNX and HoSe increased 

from 29 firms in 2006 to 44 firms in 2017. However, the profitability of Vietnamese food 

manufacturers is not always consistent, as ROA and ROE of the industry fluctuated over time, as 

shown in figure 1. 
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Figure 1. Average ROA and ROE of Vietnamese listed food manufacturing companies 

from 2006 to 2017 

Source: Calculated based on data from financial statements of Vietnamese listed food 

manufacturing companies from 2006 to 2017 

 From 2006 to 2012, the industry’s profitability was stable but not much improved. In 

2013, both ROA and ROE increased sharply and hit their peaks since 2006 (ROA was nearly 

40% and ROE was more than 70%). However, both ratios plummeted just one year later and 

reached the lowest levels since 2006, as ROA and ROE in 2014 were below 10%. The industry 

seemed to recover soon as its profitability increased in 2015, evidenced by ROA and ROE 

approximately equal to pre-2013 statistics. In 2017 both ROA and ROE declined slightly 

compared to previous years. 

4.2. Analysis of future profitability determinants 

4.2.1. Descriptive statistics 

Table 3. Descriptive statistics of variables of model (1) and (2) 

Variable 
Number of 

observations 
Mean Std. Dev. Min Max 

ROA 471 0.087105 0.096126 -0.31724 0.721875 

ΔROA 448 -0.0024 0.092423 -0.56983 0.646511 

ΔLTA 453 0.065089 0.160812 -0.98667 1.113589 

ΔLTD 468 -0.05903 0.536246 -6.35882 0.474873 

ΔIA 456 0.004394 0.021295 -0.06217 0.134292 

Div 469 0.962802 8.148982 -2.34222 173.0036 

Accr 446 0.044636 0.213905 -0.91338 1.213539 

lnTA 471 13.48255 1.568124 8.853665 18.09833 

CapInt 462 0.026197 0.027332 0 0.407452 

Herf. 471 0.106908 0.014225 0.0749 0.1271 

Source: Calculated based on data from financial statements of Vietnamese listed food 

manufacturing companies from 2006 to 2017 
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The mean value of ROA is positive, indicating that food manufacturing companies 

generally have positive profitability and good financial performance over the studied period. 

However, some firms still had very low and even negative profitability for certain years, as the 

minimum observed ROA is -31.72%, even though such bad scenario did not happen very often. 

Mean ΔROA is negative but not much different from 0, indicating that the upward and 

downward fluctuations of ROA seemed to balance each other over time. This may also imply 

mean-reverting characteristic of profitability as explained before. If profitability of a firm 

increases tremendously in a certain year, which means its ΔROA is highly positive in that 

year, its profitability will tend to decline the following year(s) due to competitive forces in 

the market, so its ΔROA in the following year(s) may be negative, which offset the increases 

of ROA before. 

ΔLTA has positive mean value, showing that in general food manufacturing firms tend to 

increase their long-term investment in comparison with total assets. However, the proportion of 

long-term investment differ a lot among firms and over years, as some firms have highly positive 

ΔLTA (maxΔLTA = 1.11) while the others in fact diminish their long-term investment at certain 

time (minΔLTA = -0.99 < 0). 

ΔLTD has negative mean value, implying that in general companies of food manufacturing 

sector tend to decrease long-term borrowing rather than increase it. The relative change of long-

term debt also differs among firms. 

 ΔIA has low but positive mean value. That means overall food manufacturing companies 

tend to invest more in intangible assets relative to total assets little by little. The minimum and 

maximum values of ΔIA are obviously lower than those of ΔTA because for food manufacturing 

firms intangible assets do not necessarily make up for a large proportion of total assets as 

tangible assets and current assets. 

Variable Div has mean value of 0.96, which means cash dividend payment is very common 

among manufacturing firms during 2006-2017 and those companies tended to distribute most of 

after-tax profit to stockholders rather than retaining it for future investment. Surprisingly, the 

minimum value of Div is negative and its maximum value is higher than 1, which means some 

firms still paid dividend even though they incurred losses and some firms could pay a dividend 

amount higher than after-tax profit. These firms must have used other sources rather than after-

tax earnings to pay dividends. 

The value of accruals on average is positive and small compared to total assets, as the 

mean value of Accr variable is only 0.045. However, its range is wide: Minimum value of 

accruals is -0.91 and their maximum value is 1.21 (Accruals are even higher than total assets), 

indicating that earnings structure and earnings quality of each firm in each year t are very 

different. There are firms huge loss (thus their rate of accruals to assets are deeply negative) and 

also firms with too much tied up in receivables (thus their rate of accruals to assets are highly 

positive). Either way, it is generally not good for the business. 

lnTA ranges from 8.85 to 18.10, reflecting the differences in terms of size among firms. 
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The mean value of lnTA is 13.48, which approximately lies at the center of such range, 

indicating that the probability distribution of firm size is generally symmetric. 

The value of variable CapInt ranges from 0 to more than 40%, implying that asset structure 

may vary among firms and over years. However, its mean value is only 0.026, which means on 

average depreciation and amortization expenses make up for just 2.6% of net sales. The fact that 

CapInt’s mean value is much closer to its minimum than its maximum may indicate that most 

firms in this industry have low rate of fixed assets to total operating assets (thus low depreciation 

and amortization expenses compared to sales). Therefore, the food manufacturing industry 

turned out to be not as capital-intensive as one may expect. 

Finally, the Herfindahl-Hirschman Index ranges from 0.07 to 0.13, which is quite close to 

0 and far below 1. This implies that the market of food manufacturing companies has very low 

level of market concentration. 

The descriptive statistics somehow reflect the probability distribution of the variables. In 

general, most of the them seem to have symmetric probability distribution, except for CapInt. 

However, the sample size can be considered as large enough (>400) so the law of large number 

can be evoked instead of testing for normality distribution of each variable. 

4.2.2. Regression estimation results 

Firstly, correlation matrix is constructed to check for linear correlation among independent 

variables of model (1), as shown in Table 4. 

Table 4. Correlation matrix of independent variables in model (1) 

 ΔROAt ΔLTA ΔLTD ΔIA Div Accr lnTA CapInt Herf 

ΔROAt 1         

ΔLTA -0.1367 1        

ΔLTD -0.0395 -0.0052 1       

ΔIA -0.1404 0.2261 0.0672 1      

Div -0.0262 -0.0181 0.0037 -0.012 1     

Accr -0.026 0.0776 0.0592 0.1123 -0.0216 1    

lnTA -0.0575 0.0602 0.1064 0.0245 0.0452 -0.0731 1   

CapInt 0.1099 -0.2554 0.0193 0.0059 -0.0115 -0.0694 0.1234 1  

Herf 0.0416 -0.0935 -0.1717 -0.0212 0.026 -0.0815 0.1651 -0.0221 1 

Source: Calculated based on data from financial statements of Vietnamese listed food 

manufacturing companies from 2006 to 2017 

All the correlation coefficients are very low and even the highest one is only 0.2261. 

Therefore, model (1) does not suffer from strong multicollinearity. 

Next, the results of running REM and FEM to estimate regression coefficients of model (1) 

are respectively shown in appendices A-1 and A-2. Hausman test is then used to choose between 

REM and FEM. Result of Hausman test indicates that FEM is the better choice because p-value 

= 0.0355 < 0.05, as shown in appendix B. 



1399 

Subsequently, Modified Wald test is used to check for groupwise heteroskedasticity. The 

result of this test is shown in appendix C-1. The p-value is so small (very close to 0), indicating 

that the model suffers from heteroskedasticity. In addition, Wooldridge test is also used to check 

for autocorrelation in panel data, with results displayed in appendix C-2. The p-value of this test 

is also very small (close to 0), indicating that the model suffers from first-order autocorrelation 

too. To correct for both heteroskedasticity and autocorrelation, the clustered robust estimation 

developed by Arellano and Bond (1991) is employed to re-estimate the coefficients. 

The final result of running FEM with clustered robust estimation for model (1) is shown in 

table 5. 

Table 5. Estimation result of model (1), using FEM with clustered robust estimation method 

 Coef. Std. Err. t P>t 

ΔROA 0.0833387* 0.0421341 1.98 0.054 

ΔLTA -0.041603* 0.0229135 -1.82 0.076 

ΔLTD -0.0114543** 0.0049386 -2.32 0.025 

ΔIA -0.0846216 0.1781904 -0.47 0.637 

Div -0.0009092*** 0.000096 -9.47 0.000 

Accr -0.0313484 0.0259725 -1.21 0.234 

lnTA -0.0332293*** 0.0111223 -2.99 0.005 

CapInt 0.1286605 0.2469333 0.52 0.605 

Herf -0.1784182 0.2922402 -0.61 0.545 

cons 0.5547933*** 0.1414549 3.92 0.000 

***, ** and * denote significance level of 1%, 5% and 10% 

Source: Calculated based on data from financial statements of Vietnamese listed food manufacturing 

companies from 2006 to 2017 

According to the results, the coefficients of variables ΔROA, ΔLTA, ΔLTD, Div and lnTA 

are statistically significant while those of ΔIA, Accr, CapInt and Herf are not. Hence, past 

profitability, long-term investment, capital structure, dividend and firm size have empirical 

impacts on food manufacturing firms’ future profitability as measured by return on assets one 

year ahead. 

Model (1) can now be expressed as follows: 

ROAi,t+1 = 0.5547933 + 0.0833387*ΔROAi,t – 0.041603*ΔLTAi,t – 0.0114543*ΔLTDi,t – 

0.0009092*Divi,t – 0.0332293*lnTAi,t + ui,t   (1) 

4.2.3. Discussion of regression results 

The coefficient of variable ΔROAi,t is positive (α1 = 0.00833387) and is statistically 

significant at 10% (p-value = 0.054). Hence, change of return on assets of previous year has 

positive relationship with return on assets one year ahead. Note that this result does not necessarily 

mean ROA of year t and ROA of year (t+1) are positively correlated, as it is the change of ROA(t) 

that was used in the model instead of ROA(t) itself, thus it does not contradict with literature on 
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mean reversion of profitability. This result actually indicates that if firm has more improvement of 

profitability in the previous year, the expected profitability of the next year will be even higher (for 

example, suppose firm X’s ROA in 2009 is different from its ROA in 2008. If the gap between 

these two ROAs becomes bigger, which means the company enhances its profitability more and 

more in 2009, the predicted ROA in 2010 will be higher, ceteris paribus). This somehow signals 

sustainability of food manufacturing companies’ profitability improvement: An improvement of 

profitability in the past may help to assure profitability in future. 

The coefficient of variable ΔLTAi,t is negative (α2 = –0.041603) and is statistically 

significant at 10% (p-value = 0.076): Increasing long-term assets in a year tends to lower 

profitability of the next year, which is similar to the findings of Fairfield et al. (2003), 

Richardson et al. (2003), Dickinson and Sommers (2011). The negative correlation implies that 

Vietnamese food manufacturing firms’ investment in long-term assets during 2006-2017 was not 

efficient. These investments require huge amount of capital, hence considerable financing cost 

but their return was not enough to cover the cost, so profitability declined. 

The coefficient of variable ΔLTDi,t is negative (α3 = –0.0114543) and is statistically 

significant at 5% (p-value = 0.025). This result is different from conclusion of Evans et al. 

(2017) but similar to that of Yoo and Kim (2015). For Vietnamese food manufacturers, using 

more long-term debt causes profitability of one year ahead to decline. This result indicates that 

financial leverage was not employed efficiently and the weight of long-term debt in capital 

structure seemed to exceed the optimal point. It can also be inferred that the return of 

investments financed by debt was not sufficient to cover the additional financing cost. 

The coefficient of variable Divi,t is negative (α3 = –0.0009092) and is statistically 

significant at 1% (p-value ≈ 0.0000). This result is opposite to what Nissim and Ziv (2001) and 

Evans et al. (2017) discovered but similar to the findings of Penman (1983) and Grullon et al. 

(2005). It seems that for Vietnamese food manufacturing industry, dividend payment does not 

always positively predict future profitability. In fact, the above descriptive statistics show that 

firms in this industry had very high payout ratio during the period of research, so there is no 

surprise that they must rely a lot on external financing, and again when the marginal return of 

future investment cannot cover the marginal financing and operating cost, the profitability will 

decrease. This is just an additional evidence for that. 

The coefficient of variable lnTAi,t is negative (α3 = –0.0332293) and is statistically 

significant at 1% (p-value ≈ 0.005). This result is different from that of Evans et al. (2017) and 

Stierwald (2009) but was shared by Czarnitzki and Kraft (2010) and Yoo and Kim (2015). Firm 

size has negative effect on performance of Vietnamese food manufacturers, indicating the 

existence of diseconomies of scales of manufacturing industry in Vietnam. It can also be inferred 

that investments in total assets of those firm were overall inefficient. 

Besides, the coefficients of other independent variables (ΔIA, Accr, CapInt and Herf) have low 

significance levels, even though their signs are basically the same as expected. Therefore, the result 

does not show any statistically significant relationships between change of intangible assets, accruals, 

capital intensity, market concentration (as measured by the above independent variables) and future 
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profitability. Assuming that these variables are reliable proxies for the underlying factors, in can be 

inferred that investment in intangible assets did not really contribute to firm’s future profitability, as 

this type of assets only makes up for a small proportion of manufacturing firms’ asset structure, and 

that the potentially negative effect of accruals is somehow offset by the positive effect of profitability 

improvement in previous period. Furthermore, capital intensity as measured by the rate of 

depreciation and amortization expenses to net sales does not determine future profitability, because 

in case of food manufacturing companies in Vietnam these expenses are rather small compared to 

sales and can be easily absorbed by high net sales. Finally, the Herfindahl-Hirschman Index does not 

statistically affect future profitability, as the food manufacturing industry in Vietnam always has very 

low level of market concentration. The market structure is largely stable for all the time so it can 

hardly be one of the reasons for fluctuations of future profit. 

5. Conclusion 

This study was conducted to identify the determinants of future profitability of Vietnamese 

listed food manufacturing companies. Via employment of fixed effect model with clustered 

robust estimation, 5 factors are detected to have statistically significant effects on profitability as 

measured by return on assets one year ahead: Long-term investment, capital structure, dividend, 

firm size and past profitability. Except for past profitability, these factors have negative 

influences on future profitability of Vietnamese listed food manufacturing companies. The 

results, however, did not provide any evidence for statistically significant relationships between 

intangible assets, accruals, capital intensity, market concentration and future profitability. 

These findings imply that to assure future profitability, Vietnamese food manufacturing 

companies need a more efficient investment strategy for both long-term assets and total assets, 

which balances the benefit and cost of expansion. It also indicates that firms should lower their 

long-term debt ratio and plow back more earnings to approach a more optimal capital structure 

where they are more financial independent. 

One of the limitations of this research is that it did not consider the effects of influential 

factors for longer period into future, for example 2-5 years ahead. It did not consider the impacts 

of those factors on other common proxies for future profitability such as ROE(t+k) or EPS(t+k) 

either. Therefore, some research gaps still exist and are open for further studies. 
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Appendix A 

Estimated model: ROAi,t+1 = α0 + α1*ΔROAi,t + α2*ΔLTAi,t + α3*ΔLTDi,t + α4*ΔIAi,t + 

α5*Divi,t + α6*Accri,t + α7*lnTAi,t + α8*CapInti,t + α9*Herft + ui,t 

1. Random effect model (REM) 

 Coef. Std. Err. z P>z [95% Confidence Interval] 

ΔROA0 0.1166947 0.0383005 3.05 0.002 0.0416271 0.1917623 

ΔLTA -0.0206595 0.0253394 -0.82 0.415 -0.0703239 0.0290048 

ΔLTD -0.016611 0.0067156 -2.47 0.013 -0.0297733 -0.0034488 

ΔIA -0.1034707 0.1781421 -0.58 0.561 -0.4526229 0.2456814 

Div -0.000973 0.0004185 -2.33 0.02 -0.0017932 -0.0001528 

Accr -0.015446 0.0181673 -0.85 0.395 -0.0510533 0.0201614 

lnTA -0.0097936 0.0047713 -2.05 0.04 -0.0191453 -0.000442 

CapInt 0.4644902 0.175575 2.65 0.008 0.1203694 0.808611 

Herf -0.6277807 0.2753211 -2.28 0.023 -1.1674 -0.0881613 

_cons 0.2727691 0.0632456 4.31 0 0.1488099 0.3967282 

2. Fixed effect model (FEM) 

 Coef. Std. Err. t P>t [95% Confidence Interval] 

ΔROA0 0.0833387 0.0372772 2.24 0.026 0.0100204 0.1566571 

ΔLTA -0.041603 0.0253812 -1.64 0.102 -0.0915239 0.0083178 

ΔLTD -0.0114543 0.0066296 -1.73 0.085 -0.0244936 0.0015851 

ΔIA -0.0846216 0.1736142 -0.49 0.626 -0.4260937 0.2568505 

Div -0.0009092 0.0004058 -2.24 0.026 -0.0017074 -0.0001111 

Accr -0.0313484 0.0181833 -1.72 0.086 -0.0671121 0.0044153 

lnTA -0.0332293 0.0071278 -4.66 0 -0.0472485 -0.0192101 

CapInt 0.1286605 0.1952684 0.66 0.51 -0.2554019 0.5127229 

Herf -0.1784182 0.2885057 -0.62 0.537 -0.7458639 0.3890274 

_cons 0.5547933 0.0887431 6.25 0 0.3802495 0.7293371 
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Appendix B 

 

Hausman test to choose between REM and FEM 

 (b) (B) (b-B) sqrt(diag(V_b-V_B)) 

ΔROA0 FEM REM Difference S.E. 

ΔLTA 0.0833387 0.1166947 -0.033356 . 

ΔLTD -0.041603 -0.0206595 -0.0209435 0.0014557 

ΔIA -0.0114543 -0.016611 0.0051567 . 

Div -0.0846216 -0.1034707 0.0188491 . 

Accr -0.0009092 -0.000973 0.0000638 . 

lnTA -0.0313484 -0.015446 -0.0159024 0.0007618 

CapInt -0.0332293 -0.0097936 -0.0234357 0.0052952 

Herf 0.1286605 0.4644902 -0.3358297 0.0854584 

_cons -0.1784182 -0.6277807 0.4493625 0.0862196 

chi2(9) = (b-B)'[(V_b-V_B)^(-1)](b-B) = 17.97 

Prob>chi2 = 0.0355 

 

Appendix C 

 

1. Modified Wald test is used to check for groupwise heteroskedasticity in fixed effect 

regression model 

H0: sigma(i)^2 = sigma^2 for all i 

chi2 (44) = 8534.56 

Prob>chi2 = 0.0000 

 

2. Wooldridge test is also used to check for autocorrelation 

H0: no first-order autocorrelation 

F(1, 42) = 41.240 

Prob > F = 0.0000 
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Abstract: This study used the Hedonic price model to examine of some factors influencing 

on residential property price. Data were collected from 450 residential properties in urban areas 

of Hanoi city, Vietnam. Empirical results show that some major factors have significantly 

influenced on property price, including: Location; Plot area; The size of facade; Gross floor 

area; Legal status of property; Street type; Security; Accessibility to district center and park. 

Keywords: Hedonic price method; Residential property; Property value. 

 

1. Introduction 

The real estate properties play a crucial role in the economy of a nation and the various 

stakeholders (individuals and corporate). According to Abidoye and Chan (2016), this class of asset 

contributes to the gross domestic product of a nation, whereas some stakeholders  store their wealth 

in real estate, making the value of real estate properties to be of great importance to its holders. 

However, Chau and Chin (2002) mentioned that real estate property serves as consumption (owner-

occupier) and investment (investors) goods to its holder. Real estate property is complex in nature 

with its own many characteristics likely characteristics of durability, heterogeneity, and spatial fixity, 

which influence its value (Sirmans, Macpherson, & Zietz, 2005). Similarly, Taltavull de La Paz 

(2003) supposed that real estate property is a multi-dimensional product, and there are many factors 

influencing its value are equally of different kinds. Besides, real estate property value is an essential 

aspect of property markets worldwide and determined by a variety of factors and the determination 

of those factors is a significant part of property valuation (Ge & Du, 2007). 

Numerous studies have reported that value of a real estate property is influenced by several 

independent attributes, namely internal and external attributes [for instance: (Bowes & 

Ihlanfeldt, 2001; Dziauddin & Idris, 2018; Ferlan, Bastic, & Psunder, 2017; Gwamna, Yusoff, 

Zahari, & Ismail, 2015; Selim, 2011; Tse & Love, 2000)]. That is, the impact of these attributes 

on property price is not only attributes of property but also external factors. Moreover, the 

different stakeholders have differently assessed values of residential property, which relied on a 

variety of context study. Thus, this establishes the motivation for the present study.  
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Moreover, some factors, like real disposable income, the consumer price index, 

unemployment rate, real mortgage rates, equity prices and the housing stock, have evidences 

impacting on residential real estate price (Abelson etal., 2005).  

The objective of this paper is to identify the attributes that influence residential property 

value from the literature and evaluate the identified attributes. This is to show the property 

attributes that are highly significant to property value formation. The findings of this current 

study may be informed about the critical attributes that influence the value of residential 

properties in Hanoi, Vietnam. Therefore, this research adopts hedonic price model on the level of 

significance of residential property value determinants in urban areas of property market in 

Hanoi, Vietnam. 

2. Literature review 

Some studies can be found in the literature with the objective of examining an influence of 

varied factors on the value or price of residential properties. Residential property, like other real 

estate, has both intrinsic and extrinsic values. Those studies conducted in different parts of the 

world have reported that property value is determined by some sets of attributes which have been 

categorized into several groups (see for instance: Ab Rashid, Mohd, and Abdullah (2018); 

Abidoye and Chan (2016); Kauko (2003); Oloke, Simon, and Adesulu (2013); Tse and Love 

(2000); amongst others).  

Specially, Chau and Chin (2002) mentioned that the classification of these attributes are 

locational, structural and neighborhood factors.  This has the same views of other scholars such 

as (G. Babawale, Koleoso, & Otegbulu, 2012; Gwamna et al., 2015). Wong et al. (2002) 

mentioned that residential property attributes are classified into three classes, specifically, 

location attributes (access to social and economic facilities), structural traits (floor area, floor 

height, etc.) and neighborhood characteristics. Besides, Wen et al. (2005) had defined property 

value determinants grouped into three categories with detail characteristics of structure (7 items), 

neighborhood (7 items), and location (3 items), respectively.  

In another view, Choy, Mak, and Ho (2007) identified that residential real estate value can 

be established to be a function of some sets of attributes and these attributes are inherent 

attributes, accessibility, neighborhood characteristics, and environmental quality. Ab Rashid et 

al. (2018) concluded that there are four (4) main factors that give an effect to the property price, 

namely: structural, location, environment and neighborhood preferences.  

In terms of market, there have several factors influencing on price of residential property 

that are being listed in the real estate market. Joshua Adegoke (2014) stated that the features of 

residential property as well as its environment should therefore exert greater influence on the 

forces of demand and supply which will dictate the market value of a property. Specifically, 

Mitchell (1993) identified six macro-economic factors as influencing residential house prices in  

real estate market of New Zealand such inflation, real disposable income, real interest rates and 

consumer confidence etc. Tsatsaronis and Zhu (2004) had proved that house prices generally 

depend on inflation, the yield curve and bank credit and mortgage markets etc. 
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Briefly, from the literature review of past studies on residential property value 

determinants, it can be seen that the attributes that affect property value are classified into three 

broad groups – locational, structural and neighborhood factors.  

In the next parts of this section, a review on the literature that employs hedonic regression 

model for residential property valuation is shortly presented.   

Hedonic price model (HPM, hereafter) is based on Lancaster (1966)’s consumer theory. 

Since this theory has been extended to the residential market by Rosen (1974), HPM has become 

widely used as an assessment tool and for real estate market and urban analysis.  

The regression of residential property prices on a variety of property specific and 

neighborhood descriptors evaluates their marginal contribution, also called implicit or 

hedonic prices (Selim, 2011). Strikingly, Sirmans et al. (2005) had reviewed 125 studies that 

have adopted the HPM to measure the influence of property characteristics on property 

values. The authors suggested the attributes that appeared often in the literature in terms of 

their number of appearances, number of positive impact, number of negative impact and the 

number of times not significant. 

In general, the price of a heterogeneous residential properties could be expressed by a 

HPM which embraces a bundle of property characteristics:  

Pi = Xi β +εi  (1)  

where, P residential property prices, β coefficient matrix, X set of independent variables 

and ε, error term. Independent variables are the characteristics of the property embodies. The 

partial derivatives of the price with the respect to constituent variables provide information on 

the marginal willingness to pay for an additional unit of each characteristics of property 

(Malpezzi, 2002).  

The HPM is a very useful scientific tool, with wide spread advantage and use; however, 

there are some matters of underlying theoretical importance in using HPM, these includes:  

Firstly, the choice of functional form of HPM has been a major concern because there is a 

little guidance from present economic theory (Xiao, 2017). There are several basic functional 

forms like linear, semilogarithmic and logarithmic forms that can be applied to HPM (Ebru & 

Eban, 2011); however, the most common functional form has recommended in the hedonic 

literature is the semilogarithmic form (Goodman & Thibodeau, 1995; Malpezzi, 2002); 

Another issue frequently associated with the hedonic price model is the misspecification of 

variables and data collection (Chau & Chin, 2002). Specially, we can use a variety of property 

prices such as transaction price, asking price or listing prices, which depends on available data. 

Moreover, each residential property has always two components including land and building. 

Thus, it is considered carefully to choose the attributes of land and building as well as their 

values. Lastly, HPM will face with some problems, namely: multicollinearity, outlier, 

heteroskedasticity (Ebru & Eban, 2011). 
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While there are some theoretical issues related to HPM, some of which have been 

discussed above, in fact hedonic models have been applied in every permanently inhabited 

region of the globe (Malpezzi, 2002). However, according to Chau and Chin (2002),  Ridker and 

Henning (1967) were credited as the pioneers who applied the hedonic price approach in 

residential properties; after that, numerous studies have utilized this technique to examine the 

relationship between attribute preference and the price of properties (see more: G. K. Babawale 

and Adewunmi (2011); Burhan, Kazunori, and Mohd Diah (2013); Gillard (1981); Selim (2011); 

Sirpal (1994); Walden (1990), amongst others). Joshua Adegoke (2014) pointed out that research 

in the last decade has routinely highlighted several factors influencing residential property 

values. Nevertheless, most of these studies were inclined towards real estate markets in the West, 

America and Europe in particular and only a few were conducted in the East, such as in Hong 

Kong, Taiwan and Japan [as reported by Chau and Chin (2002)]. In Vietnam, there are few 

studies applied HPM to find factors affecting property price, as listed in table 1. 

Table 1. Some studies of residential property for price determinants in Vietnam using HPM 

Authors Location 
Residential 
Properties 

Findings (some factors influencing on price) 

Huu Phe and Wakely 
(2000) 

Hanoi Housing 
Parcel of land, the distance to the center of the city, floors, 
location. 

Kim (2007) 
Hanoi and 
HCM, city 

Housing Legal of housing  

Kato and Nguyen 
(2010) 

Hanoi 
Residential 
property 

 Location, number of floor, road ratio,  

Tran and Nguyen (2011) HCM 
Residential land 
use 

Location, distance to the road, distance of the property to the 
city center, land area and house area. 

Luc (2014) Hanoi 
New housing 
(apartment)  

Location, neighborhood, structural attributes 

Chung, Kim, and Cho 
(2014) 

HCM  Apartment  

(+): land prices, projects by foreign developers, swimming 
pools, and proximity to international schools, parks, the new 
town, and downtown;  

(-):  age of the buildings and distance to downtown 

Huynh (2015) HCM  Apartment 

(+): project land size, housing unit size, and apartment 
grade;  

(-): building age, floor area ratio (FAR), and distance to 
downtown. 

Vuong (2016) Can Tho city Housing  
Distance to market center, social infrastructure, natural land 
features and legal state of the houses 

(Bui, 2017) HCM 
residential 
property 

Frontage, Area, Number of floors, District, Street, Pink book 
- Red book. Basement or not. Hotel, Townhouse.  

Ha and Phung (2017) 
District 6, 
HCM  

residential 
property 

Land area; House area; Location; Street; Distance to Central 
Business District (CBD); 

Le and Nguyen (2017) 
Tien Du 
district, Bac 
Ninh 

Residential land 
use 

Location; CBD; Width of facade; and Security 

Seo, Chung, and Kwon 
(2018) 

HCM Apartment  
 high-rise towers, foreign development, proximity to main 
roads, and shopping malls. 
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To sum up, there are numerous studies on residential property price determinants in other 

countries. In Vietnam, while residential property price determinants have been intensively 

studied and analyzed in other provincial areas, few studies for residential property price 

determinants in Hanoi are available. Noticeably, in terms of residential property types, while 

most previous studies have focused on analyzing housing (apartments) price determinants based 

on locational classifications, this study started by examining the question of residential property, 

in particular residential land use in real estate market of Hanoi city, which is experiencing rapid 

economic growth.  

3. Methods 

3.1. Data Collection 

The survey research approach was adopted for this study and the authors have decided to focus 

on Hanoi city as the case study area for this research. A comprehensive list of residential property 

value determinants in Vietnam was generated from previous studies conducted in the study area. In 

light of the findings of the reviewed studies in Vietnam, the questionnaire was designed and there 

was a total of 16 attributes that influence residential property value in Hanoi city.  

Face to face questionnaires are conducted by interviewers from March to August 2018. A total 

of 470 responses were collected evenly across the districts but, following a review of data quality and 

missing response elements, 450 samples were finally selected. Basing on the basis of HPM, 

multivariate analysis was used to examine the influential factors on price of residential properties.  

Moreover, the pattern of market values of residential property in Hanoi city varies from 

one area to another, so the various classes of residential property areas can be identified three 

zones, including: (i) Center areas; (ii) Sub-center areas; (iii) Outer center areas. This designation 

of residential classification would be useful for the purpose in the analysis of result. Thus, the 

residential property prices are analyzed on the basis of the three zones.  

 

Figure 1. Zoning system used in residential property prices analysis 

Center 

areas 

Sub-center 

areas 
Outer 

center 

areas 
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3.2. Variables for Hedonic Regression Model 

The model contains 17 variables, which are presented in Table 2, and we use in this study 

semi-logarithmic form for the models. More specifically, natural logarithm of the residential 

property price is treated as dependent variable. The model can be formulated:  

Ln (P) = Xi βi +εi      (2)  

Where, P is residential property prices, which is dependent variable; β coefficient matrix, 

X set of independent variables and ε, error term. Additionally, ordinary least square method is 

employed in estimating HPM.   

Table 2. Variable Descriptions for Hedonic Price Modeling 

Categories Variables Code Unit 
Expected 

sign 

  Residential property price (Depentdent) Ln (Resprice) Mil. VND/m2  

Residential property 
characteristics 

Plot area Landarea Numeric (m2) + 

The size of facade Widthfacade Numeric (m2) + 

Gross floor area GFA Numeric (m2) + 

Legal Redbook 
1 if available, 

and 0 otherwise 
+ 

Neighborhood 
characteristics 

Street type Streettype Numeric + 

Street characteristics (business or 
residence) 

Strcharacteristics Numeric + 

Safety/ Security Security Numeric + 

Environmental condition Envconditon Numeric + 

Electricity & water supply Elec_watersupply Numeric + 

Quietness Quietness Numeric + 

Accessibilities 

Time taken to the city center Discitycenter Numeric (min) - 

Time taken to the district center Disdistrictcenter Numeric (min) - 

Time taken to the nearest park Dispark Numeric (min) - 

Time taken to travel work  Diswork Numeric (min) - 

Time taken to the nearest bazaar Disbazaar Numeric (min) - 

Time taken to the nearest school Disschool Numeric (min) - 

To consider factors affecting residential property in this study, we use the following four 

models. While Model 1 is represented for Whole areas (added variable “District”), the rest 

Models is shown for three Zones. The general structure of residential property prices model can 

be formulated as follows: 

(1) Model for Whole areas:  

Ln (Resprice) = β0 + β1Distrist + β2Landarea + β3Widthfacade + β4GFA + β5Redbook + 

β6Streettype + β7Strcharacteristics + β8Security + β9Envconditon + β10Elec_watersupply + 

β11Quietness + β12Discitycenter + β13Disdistrictcenter + β14Dispark + β15Diswork + β16Disbazaar 

+ β17 Disschool + ε  
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(2) Model for three Zones (having general structures):   

Ln (Resprice) = β0 + β1Landarea + β2Widthfacade + β3GFA + β4Redbook + β5Streettype + 

β6Strcharacteristics + β7Security + β8Envconditon + β9Elec_watersupply + β10Quietness + 

β11Discitycenter + β12Disdistrictcenter + β13Dispark + β14Diswork + β15Disbazaar + β16 

Disschool + ε  

4. Result  

4.1. Descriptive Statistics 

The Table 3 shows that features of residential property in this sample in terms of location 

and legal. In the survey, most of property were in sub- center areas, following by outer center 

areas and center areas. The majority (70.9%) of property had land certificates (Redbook).  

Table 3.  Residential property choice change among zones in Hanoi city 

Residential zones 
Redbook 

Total 
No Yes 

Center areas 
Count 28 77 105 

% within District 26.7% 73.3% 100.0% 

Sub-center areas 
Count 73 161 234 

% within District 31.2% 68.8% 100.0% 

Outer center areas 
Count 30 81 111 

% within District 27.0% 73.0% 100.0% 

Total 
Count 131 319 450 

% within District 29.1% 70.9% 100.0% 

Source: Authors’ calculation.  

 The Figure 2 describes that ranking price of property in three zone areas. Specially, the figure 

represents that the large proportions of highest price (upper 200 million VND/m2) in center areas, 

while the reasonable price of properties (below 100 million VND/m2) is majority in the rest areas. 

 

Figure 2. Property price distribution obtained from sample data 
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Table 4 shows descriptive statistics results of variables, including: minimum, maximum, 

mean and standard deviation of the dependent and independent variables. 

Table 4. Descriptive Statistics Results 

Variables N Minimum Maximum Mean Std. Deviation 

LnResprice 450 1.98 6.80 4.1535 .86775 

GFA 450 3.0 800.0 147.516 111.1222 

Redbook 450 0 1 .71 .455 

Landarea 450 8.0 600.0 98.289 93.9767 

Widthfacade 450 2.00 30.00 7.5144 5.48514 

Streettype 450 .00 3.00 1.4844 .58639 

Strcharacteristic 450 1.00 2.00 1.6222 .48537 

Security 450 1.00 3.00 1.3133 .52301 

Environment 450 1.00 3.00 1.3356 .55103 

Elec_watersupply 450 1.00 3.00 1.2389 .43142 

Quietness 450 1 3 1.55 .712 

Discitycenter 450 .0 90.0 25.728 15.3788 

Disdistrictcenter 450 .0 60.0 11.815 6.7449 

Dispark 450 .0 45.0 9.421 5.9219 

Diswork 450 .0 120.0 19.421 8.7882 

Disbazaar 450 .0 25.0 6.572 4.0524 

Disschool 450 .0 90.0 3.907 7.5224 

District 450 1 3 2.01 .693 

Valid N (listwise) 450     

Source: Authors’ calculation.  

4.2. Regression Results 

In this paper, four separate hedonic regression models were delineated to analyses critical 

factors influencing residential property across the Hanoi market area. The location attribute (here 

is variable namely “District”) was first added in Model 1 and later removed for different zones 

(in three rest models) and the model validity was checked with different statistical tests.  

 Table 5. Results of the estimation of hedonic residential price functions 

Variables 
Model 1 

(Whole area) 

Model 2 

(Center areas) 

Model 3 (Sub- center 
areas) 

Model 4 

(Outer center areas) 

(Constant)     

District -.332*** - - - 

Landarea -.337*** .079 -.451*** -.505*** 

Widthfacade -.084* -.045 -.077 -.143 

GFA .096* -.053 .131 .117 

Redbook .105** .300** .153** -.071 
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Variables 
Model 1 

(Whole area) 

Model 2 

(Center areas) 

Model 3 (Sub- center 
areas) 

Model 4 

(Outer center areas) 

Streettype -.075* -.012 -.017 -.335*** 

Strcharacteristic -.056 -.276** -.022 .165 

Security .073 .050 -.003 .407*** 

Environment .005 -.151 .093 -.163 

Elec_watersupply -.058 -.181 -.074 -.084 

Quietness -.011 -.143 .063 -.126 

Discitycenter -.039 -.168 .021 -.083 

Disdistrictcenter -.165*** -.107 -.238*** -.073 

Dispark .004 -.015 -.041 .195* 

Diswork .004 .130 .014 -.010 

Disbazaar -.013 -.156 -.015 .061 

Disschool -.015 -.002 -.033 -.009 

Adjusted R Square .427 .196 .276 .310 

Durbin-Watson 1.892 1.938 1.747 2.018 

F Model 20.649*** 2.581* 6.553*** 4.098*** 

N (Number of data) 450 105 234 111 

Note: (* p<.05, **p<.01, ***p<.001; Standardized Coefficients)  

Source: Authors’ calculation.  

Table 5 shows several factors indicating statistically significant associations with 

residential property price of the whole areas and the three zones: Location; Plot area; The 

size of facade; Gross floor area; Legal status of property; Street type; Security; Accessibility 

to district center (time taken to the district center); and Accessibility to the park (Time taken 

to the nearest park).  

The results pertaining to the Whole areas show that the variables that significantly 

influence property price and have expected signs are Gross floor area, Redbook and 

Accessibility to district center.  We found that property prices in center zone were not affected 

by Gross floor area, which are similar results in the work studied by Kato and Nguyen (2010). 

Further, we found that Accessibility to workplace, bazaar, and school do not affect property price 

in the. However, the opposite is true for Accessibility to district center. Moreover, property 

prices were not affected by other variables.  

The results show that only do legal status and feature of street influence on prices of 

property in the center areas. The reason is that properties are in the areas having advantages in 

business activities and demand concerned about legal for real estate transaction. 

The results pertaining to sub-center areas show that Accessibility to district center is 

significantly affected property prices; while Accessibility to park is a factor affecting property 

prices in Outer center areas.  
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5. Discussions and Conclusions 

Regarding to residential property characteristics, location and features of property are 

components of the estimated price functions. This indicates that local people are highly 

concerned with the location of their property, legal of real estate and building on the land. 

However, Legal is an insignificant factor only in Outer center areas. This means that people 

might be less concerned with the factor when purchasing properties in the Outer center areas.   

In terms of neighborhood characteristics, Security and Street type were found to be 

significant factors in the estimated functions, while other factors, like Environmental condition, 

Electricity & water supply, Quietness were found to have no impact on the property prices. This 

is probably because the people are interesting in these two factors to be more important than 

other factors.  

Accessibility factors such as CBD, workplace, bazaar, and school are not included in any 

of the price functions. The finding pointed out that the local people seem to be not concerned 

with these factors. Nevertheless, Accessibility to Park is a factor included in the price functions 

of Outer center areas. This means that people who purchasing properties in the outer areas pay 

more attention to amenities like parks, than other amenities such as schools or bazaars.  

In sum, we have discussed some factors influencing on residential property prices in Hanoi 

city. In principle, our results pointed out some major factors controlling property price in all 

zones; however, the correlation coefficient of property price functions and the fitness of the 

estimated models are not good. Thus, the factors influencing on property prices in this area 

should be examined in more detail in the future research.  
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Abstract: In the shortage of state budget, public private partnership (PPP) projects are 

increasingly important for infrastructure development. The increase in the development of public 

infrastructure in Vietnam would improve the standard of living of the citizens and the socio -

economic development of the country. However, PPP project management has many problems 

such as excluding the roles of partners and community, resulting in low efficiency. This paper 

reports a case study of a PPP project in market renovation in a northern mountainous province 

of Vietnam. The study shows that the problem arising in this project is lacking of community 

participation. This leads to poor project design, resentments from community, and a high 

perception of corruption. A mechanism to promote genuine participation is needed to ensure all 

groups of citizens have a chance to involve in all stages of the projects. 

Keywords: Development, Infrastructure, Public - Private Partnerships, Project Management, 

Vietnam 

 

1. Introduction 

Like many other developing countries in the world, Vietnam is facing the challenges of 

increasing demand for socio-economic infrastructure. In response to this demand, funding from the 

state budget is still very limited. Due to the weakness management, many infrastructure projects 

using state budget funds are in a state of sluggishness, slow progress and in debt. In the context that 

official development fund will decrease sharply in the coming time, the utilization of capital from 

other sources for infrastructure investment, especially Public Private Partnership (PPP) will be an 

attractive alternative to enhance and improve infrastructure for socio-economic development. 

It can be seen that in the past few years, many investment projects from non-state budget 

funds have been contributing to the improvement of the infrastructure system of the country. 

Especially in the last period, the investment structure and the volume of investment outside the 

budget have increased rapidly and there are clear changes. According to the Vietnam 

Development Forum's (VDPF) Infrastructure Development Report, 2015, cited by World Bank 
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PPI Database, in the period 2000 - 2014, PPP projects in Vietnam worth about $1 billion per 

year. Areas of investment are expanded such as roads, markets, schools, environmental research 

centers, hi-tech agricultural and fishery establishments ... Given the limited budget now, calling 

for investment in infrastructure development under the PPP model is an effective way to improve 

the efficiency of infrastructure projects. 

However, according to a number of studies (eg, APIM - UNDP, 2016), management of 

PPP projects is revealing a number of limitations: Firstly, the boundaries of public and private 

management are blurred, leading to confusion among the actors for new opportunities for 

corruption. Long and complicated administrative procedures, the phenomenon of collusion 

between officials and investors to limit the participants of the tender, the emergence of the 

"underground power" to negotiate with investors on the benefits to ensure the smooth of  the 

project... requires businesses to pay more informal expenses. Secondly, PPP projects are often 

transformed into government - enterprise cooperation projects and people/community are 

excluded from the whole process from the stage of applying for permission to project operation. 

In PPP projects, public officials have the power to put their views on decisions and they can 

abuse their authority by making special decisions that benefit both the investors and themselves. 

So many projects are not consensus of the people. 

This paper presents a description of the current state of management of a PPP project in a 

particular case study - a local market renovation in a northern mountainous province. Data was 

collected through project documentation, direct interviews with local leaders, investors, market 

managers, and some small traders. The problems of the situation have many similarities with 

other PPP infrastructure projects in the countries, so analyses and recommendations are 

significant for the management of PPP projects in general. 

2. Theoretical framework 

2.1. PPP definition and characteristics 

Governments in most developing countries face the challenge to meet the growing demand 

for new and better infrastructure services. As available funding from the traditional sources and 

capacity in the public sector to implement many projects at one time remain limited, 

governments have found that partnership with the private sector is an attractive alternative to 

increase and improve the supply of infrastructure services. The partners in a PPP, usually 

through a legally binding contract or some other mechanism, agree to share responsibilities 

related to implementation and/or operation and management of an infrastructure project. This 

collaboration or partnership is built on the expertise of each partner that meets clearly defined 

public needs through the appropriate allocation of resources, risks, responsibilities and rewards.  

PPP can be defined as a long-term contract between a private party and a government agency, for 

providing a public asset or service, in which the private party bears significant risk and 

management responsibility (World Bank Institute, 2012). 

Governments worldwide have increasingly turned to the private sector to provide 

infrastructure services in energy and power, communication, transport and water sectors that 
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were once delivered by the public sector (UNESCAP, 2011). There are several reasons for the 

growing collaboration with the private sector in developing and providing infrastructure services, 

which include: (i) Increased efficiency in project delivery, and operation and management;  (ii) 

Availability of additional resources to meet the growing needs of investment in the sector; and 

(iii) Access to advanced technology (both hardware and software). Properly executed planning 

and development of a project also allows better screening of options, and helps in deciding 

appropriate project structure and choice of technology considering cost over the whole life cycle 

of the project. The capital-intensive nature of basic infrastructure and competition for limited 

government budgetary resources have prompted governments to invite private investors to fulfill 

the widening demand-supply gap for infrastructure while the governments are endeavoring to 

meet the social commitments within the fiscal constraints. Attention has been drawn that the 

level of adoption of PPPs across the world differs widely. Typically, in industrialized countries, 

PPPs are used in areas of public service provision including education, health services, waster 

management and public buildings. While in industrializing countries with enormous needs for 

basic infrastructure, PPPs are often seen in the power, water or road sectors in order to sustain 

the countries’ rapid economic growth. 

PPPs play an important role in bringing private sector competition to public monopolies in 

infrastructure development and service provision, and in merging the resources of both public 

and private sectors to better serve the public needs that otherwise would not be met. A great 

number of infrastructure projects have been successfully developed through PPPs with 

significantly increased value and substantial cost savings (Ahadzi  and Bowles, 2004). For 

example, it is reported that U.S. state and local governments have routinely experienced 10–40% 

cost savings and improvements in service quality and asset management through PPPs 

(Hartmann et al., 2010). Examples of infrastructure developed through PPP models abound 

worldwide. It has been used in industrialized countries, such as the UK and Germany, and in 

newly industrializing countries with tremendous infrastructure demands, such as China and 

India, as well as in some developing countries in particular in Latin America. According to 

World Bank database, thirty-four countries received investments, with China, Turkey, Vietnam, 

India and Brazil (the top five) accounting for 66 percent of the global total 10 percent higher than 

in 2017, but similar to previous five-year averages. Vietnam makes its debut as a top-five 

country (World Bank PPI Database, 2018). On the other hand, many privatized projects suffered 

disastrous consequences because of construction cost/duration overruns, changing market 

demand, depreciation of local currencies and/or reduction in tolls/tariffs by utilities. Some of 

them had been postponed or abandoned by the sponsors, and others had to be bailed out by host 

governments (Li and Akintoye, 2003). 

PPP projects have the following common characteristics: (1) a private partner provides the 

design, construction, financing and operation of the infrastructure, in return for payments either 

from the users of the infrastructure or from the public client itself; (2) public and private partners 

share risks and jointly manage them through better utilization of resources and improved project 

control; and (3) PPP projects are usually based on a long-term contract to encourage innovations 

and low life cycle costs.  



1424 

One of the major objectives of PPP is to transfer tasks and responsibility for the provision 

of infrastructure to the private sector, in order to gain efficiency, cost reliability and financial 

security. The traditional procurement of public infrastructure and its related services has given 

way to the private sector assuming responsibility for design, construction, operation, 

management, maintenance and finance, with the public sector as the customer or, sometimes, as 

the direct user, paying for the provision of a service. The public sector, nevertheless, should not 

lose its sovereign task such as assessing and determining infrastructure needs, monitoring and 

supervising of an efficient and competitive procurement system, and assuring all required 

environmental and safety standards in the service delivery. The principal aim of PPP here is to 

involve the private sector in the provision of public services, shifting the role of the public sector 

from the owner and provider to purchaser and guardian of the interests of the public. It is driven 

by the belief that the public sector should focus on its core functions, leaving the private sector to 

perform those functions which it can often do more cost-effectively and efficiently. One of the 

key political drivers behind the PPP is the desire to improve the nation’s infrastructure and 

supporting public services without placing undue strain on scarce public funds and without 

having to increase taxation. 

Generally, the advantages of PPP are considered as follows: to remove the responsibility of 

funding the investment from the government’s balance sheet;  to introduce competition;  to adopt 

managerial practices and experience of the private sector; to restructure public sector service by 

embracing private sector capital and practices; and to achieve greater efficiency than traditional 

methods of providing public services. The last one, efficiency gain, is the main source of 

sustainable public savings and, therefore the main objective of and justification for PPP. In the 

UK, the Treasury estimates that the use of PPPs has produced average savings of 17% to 25% 

over all sectors during the past 10 years. Most governments are drawing their decisions for PPP 

based on greater efficiency the private promoter delivers in comparison to the traditional public 

procurement. Major drivers for efficiency gains are transfer of risk to the private sector, long-

term nature of contracts, incentive structures and payment upon performance, output-oriented 

service specification, competition between bidders, incorporate feedback and negotiation in the 

procurement process, innovation and management skills by the private sector, and administrative 

cost reduction. 

2.2. PPP classifications 

PPP projects are often country specific and determined by the existing individual legal, 

institutional, political, administrative and economic framework as well as by sector and even 

project specific aspects. In general, PPP can be classified as follows: 

In terms of basic model, there are two fields where PPP can be applied: in urban 

development and in public real estate/ infrastructure management. PPP is one option available 

for governments to tap private capital and competence into developing urban areas and 

revitalizing deteriorated urban neighborhoods. However, such PPP may not address the long-

term problems in all public properties due to inevitable profit oriented approach by private 

developers. In this book, our focus is therefore on studying PPP as a management tool in public 
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real estate and infrastructure. The provision of infrastructure and public services involves various 

tasks, and it is assumed that there are efficiency gains to be achieved by appropriate delegation 

of tasks and responsibilities. In this light, PPP is a tool at government disposal in the pursuit of 

efficiency because it is, in particular, predicated on the assumption of the proper sharing of risks, 

with each risk born by the partner best able to manage it. Under such circumstances, the 

application of PPP ultimately secures value for money. 

In terms of partnership, the public - private relationship in PPPs can either be “horizontal” 

or “vertical” in nature. In a horizontal partnership both partners are directly engaged as 

shareholders in a special purpose vehicle, which is to providing required infrastructure services. 

In a vertical partnership the public sector contracts with the private partner through a concession 

agreement or a PPP-contract, and the latter is responsible for providing required services.  

PPPs can further be divided according to the existing mode of sector financing into user-

financed and budget-financed models. Under the former model, the private partner has its 

investment recovered through user charges that are directly linked to the infrastructure or 

services, such as tolls, vignette, licensing fee, water tariffs and ticketing. While under the latter 

model the private partner delivers service in return of down payments made by the public partner 

that are commensurate with the service level provided or upon availability of the facility. A key 

government responsibility here is to decide which mode of financing to apply and the choice is 

subject to the nature of infrastructure service as well as political and economic circumstances of 

that country. The structure of financing will also affect the level of efficiency gains achieved. 

In terms of contract models, there are many types of PPP:  

-  Build – Operate - Transfer (BOT) arrangement involves the transfer of responsibility for 

constructing, financing and operating a single facility to a private sector partner for a fixed 

period of time. At the end of that period, the responsibility reverts to the public party. The 

bundling of building and operations allows for “lifecycle efficiency”. The additional financing 

cost incurred by using the private sector can be offset by a reduction in operating costs resulting 

from the lifecycle approach in design, construction and operation. BOT is perhaps the most 

familiar models of PPP.  

- Design – Build – Finance - Operate (DBFO) means that the private sector partner is also 

asked to supply resources for having the project built. Private partner’s future revenue streams 

are usually based on availability payments made by the public sector or shadow tolls. Hence this 

contract model belongs to typical budget-financed PPPs.  

- Build – Operate - Own (BOO) involves the granting of ownership rights in perpetuity 

to develop, finance, design, build, own, operate, and maintain an asset. The private sector 

owns the asset outright and retains the ownership and operating revenue risk, with no transfer 

to the public sector.  

2.3. PPP project management 

According to UNESCAP (2011), the managerial process of PPP projects may vary with the 

different categories of PPP, but generally evolves through a series of the following phases:  
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Phase 1, Needs assessment and option appraisal: At this initial stage of project formation, 

the need for a particular infrastructure facility is identified, normally by the government or more 

often by the project executing organization. The needs assessment is usually done in form of a 

cost-benefit analysis. It will then consider what means it has for financing that facility and 

whether it is affordable. Also part of that Phase 1 is first considerations concerning the 

procurement method to be applied by undertaking a preliminary qualitative PPP Test. It analyses, 

whether the project might at all be suitable for being carried out on a PPP basis by investigating 

qualitative “no-go criteria” of legal, political, organizational or technical character. 

Phase 2, Preparation and conception: Once the project proves the primary feasibility to a 

PPP solution, the preparation works proceed by a detailed development of the PPP option in 

order to enable a comparison with the traditional one. At this stage, governments are drawing 

their decisions for PPP based on greater efficiency the private sector will deliver in comparison 

to the traditional public procurement. In some countries, PPP projects are compared to traditional 

public sector finance by a quantitative public sector comparator (PSC) calculation.  

Phase 3, Tendering process and contract award: Once the government has determined to 

proceed with PPP, it will decide what procurement procedure to follow, given the applicable 

laws. Commonly the government will employ competitive tendering. It will include detailed 

output specifications as to the infrastructure facility and the length and terms of the PPP contract 

in the invitation to tender. Accordingly, prospective sponsors, usually acting as consortia, will 

carry out their own feasibility studies and prepare to submit bids. The government will evaluate 

these bids and select a number of preferred bidders for negotiation, during which the terms of the 

project will be discussed and redrawn. At the end the contract is awarded to the bidder that best 

conforms to the defined awarding criteria. 

Phase 4, Implementation and contract management: The implementation starts with the 

construction of project facilities. After passing agreed completion tests, the facilities will be 

accepted by the government and can commence operation. In the case of user financed schemes, 

the SPV will use the revenues generated by the project to operate and maintain the facilities, to 

repay the finance and to pay a reasonable rate of return to its investors. Otherwise, in budget 

financed schemes, the SPV will receive periodical down payments e.g. based on availability of 

the asset.  

Phase 5, Contract termination: Upon the termination of the contract, the project facilities 

under those functional PPP models will be transferred to the government, usually for nil or 

nominal consideration and up to standard and conditions predefined in the PPP contract. 

Enabling legislation must be in place before PPP programs can be embarked on in a 

country. The government has to demonstrate a clear, long-term political commitment to the use 

of PPP. Such commitment may manifest itself in a variety of practical ways. PPP inevitably 

involve highly complex commercial and financial structures. This is attributable to, firstly, the 

many stakeholders involved and, secondly, the wide range of risks associated with the project 

which has to be allocated properly. A third factor is the long-term nature of PPP schemes, which 

means the arrangements, must be flexible and responsive to circumstances changing over time. 
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To meet these requirements will necessitate the existence of a reliable and well-developed legal 

framework. Such issues can be addressed by introducing some specific ‘PPP laws’, as we have 

seen in many Asian countries. However, in spite of whether such specific legislation is in place, 

certain legislative changes are necessary to assure that PPP concept is consistent with the 

country’s constitution. It sometimes takes years for the national or state parliament to enact the 

appropriate legislation.  

Moreover, a legal framework that is favorable to the private sector in the rights it confers 

or protects is worthless if it is not underpinned by an effective system of public administration. 

PPP involves a redefinition of the role of government. With PPP projects, government’s role 

becomes that of exercising general supervision throughout the project lifespan, including 

inspecting, monitoring and regulating. 

In a PPP project management, community participation plays important role. Community 

includes the beneficiaries, the affected and involved people of the project. Theoretically, 

community is involved in all phases of project management; helps ensure that the project 

achieves its goals and benefits fall into the expected categories. Moreover, community 

participation is also an effective way to increase the quality and effectiveness of the project and 

reduce corruption. 

3. Case analysis 

3.1. Background  

Traditional markets compete fiercely with modern hypermarkets, supermarkets and 

convenience stores. The renovation of traditional markets is critical for this retail sector to satisfy 

various consumers’ demands. This case is about a traditional market renovation and its potential 

corruption risks. The traditional market is located at the center of a provincial city with high 

population density. Located nearby is a train station that receives dozens of cargo and passenger 

trains daily. Nearby are a busy international border gate, and several significant tourism sites. 

The market receives many people visiting for shopping and seeking business opportunities. 

Currently, there are approximately 250 kiosks that focus on clothing, blankets, home electronic 

appliances, food and vegetables, and daily consumables.  The conditions prevalent in the market 

make them unsafe due to the presence of flammable materials in and the poor design of each 

kiosk. Local authorities found the need for a new market to be built to meet the demand of the 

business community, local government and citizens. 

A new market project was licensed in early 2015 for an area of 11,500 square meters. The 

market, comprised of three floors, will cover 60 percent of that area. Its total investment capital 

is 208 billion VND and it will be completed by 2017. However, in July 2015 the project was 

amended with a new design that included a basement with 5 floors covering 8680 square meters, 

accounting for 76% of the total area. It required an investment of 468 billion VND and will be 

completed by 2020. The new market follows a multi-purpose design and will be open 24 hours a 

day. The traditional market is located on the first floor with 430 kiosks. The second floor is 

designed for business kiosks. Floors 3, 4 and 5 were designed for offices, entertainment areas, 
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business and service areas, and a food court. Around the new market are 66 front-street complex 

kiosks and 128 kiosks for fresh food and vegetables.  

This new market project has some unique characteristics: (i) The investor changed from 

‘company’ into ‘cooperative’ after the project had been licensed without changing anything else 

in the operation; (ii) The land where the market is located used to be public land but was given to 

the investor under a BOO (build, operate, and own) project; (iii) The length of the project is 70 

years, which is usually only granted for special and significant projects, and (iv) The new market 

can open 24 hours a day, 7 days a week.  

By the end of October 2016, the overall design and allocation of stalls in the new market 

needed the agreement of existing traders. 

3.2. Problem arising in the project 

In the project, the form and limitations of community participation in the project raises the 

risk of corruption. Corruption risks emerging in this project result from policy discretion and 

collusion between public officials and developers/investors. Following are some corruption risks 

found in this case. 

Corruption risks when low policy discretion is coupled with high collusion between public 

officials and developers: The main corruption risks were the existence of a single bidder; a non-

transparent process and compensation; and the participation of ‘underground’ forces.  Evidence 

of corruption risks was obvious when there were no competitive bids for the project. Although 

all information about the project and bidding conditions were publicly disclosed, only one 

investor from another province participated. As a result, no competitive bidding occurred, and 

the local Provincial People Committee appointed the investor to carry out this project. There is 

strong evidence pointing to collusion between the investor and public officials. 

A leader of provincial Department of Construction explained the situation: 

“As in other projects here, there was only one single investor buying the bidding 

documents for this project.” 

In this case study, the allocation of compensation also appeared to be a corruption risk. All 

the traders doing business in the old market should have been granted kiosks in the new market, 

which would have provided an accurate tally for calculating compensation. According to the 

current list of compensated traders provided by the investor, over 550 traders will be granted 

kiosks in the new market. The question arises as to who exactly the 300 additional traders will 

be. Traders in the old market had some ideas: 

“Pools are kiosks, hydrants are also kiosks, and named as business owners”. 

The participation of ‘underground’ forces also creates corruption risks. “Underground 

forces” refer to people who hold informal power to influence the market’s operation and benefit 

sharing. The presence of “underground forces” is possible normally because local officials either 

ignore or back them up. The underground forces participated in this project from the beginning, 

during licensing, land clearing and acquisition, in the allocation of stalls, and in agreements 

made with related stakeholders. In this relationship, the investor is an agent balancing interests 
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between local government, traders and underground forces. The investor uses underground 

forces as to facilitate the project. In general, when dealing with people, local governments cannot 

overuse their power; however, underground forces have few restraints. If an underground force 

applies “underground laws”, enterprises can call for enforcement from the local government. 

Citizens are afraid of the underground forces, but the underground forces are afraid of 

government, and enterprises in this case study take advantage of this relationship. As a result, the 

coalition among those stakeholders carries potential corruptions risk. 

Corruption risks due to high collusion and high policy discretion: Public officials involved 

in the market renovation have the power to make special decisions that benefit both the investor 

and themselves. It is easy to see sign of corruption risks in the new market project due to high 

policy discretion and this collaboration between public officials and investors. 

Kiosks with street-frontage: The new market is designed to have 66 street-front kiosks. 

This design is unusual and differs from most markets built in Vietnam in recent years. The 

traders believe that street-front kiosks would be more attractive to customers and that they would 

negatively affect the business of traders who have kiosks inside the market. Small traders also 

believe these ‘kiosks’ are disguised “houses” that the investors can sell for profit, and that these 

frontage kiosks would therefore block customers from going inside the market. As a trader in the 

old market explained:  

“Buyers would buy stuff right there in the street-front complex kiosks. Those of us trading 

inside may just be sitting and staring at each other with no customers.” 

Changing status from “company” to “cooperative” to achieve favorable business 

conditions: After receiving its license, the investor changed its status from a “company” into a 

“cooperative” without changing its real ownership and operation. In doing so, the investor 

benefited from a tax waiver of 32 billion VND. This is a ‘profitable’ but ‘corrupt’ change. 

Getting the license to build, own and operate (BOO) for 70 years for 24/7 operation: These 

specific characteristics make the new market more attractive than and competitive with other 

markets in this provincial city. It is noted that getting the license was not easy and required the 

investor’s resources and time.  As the investor explained: 

“Getting a BOO license is not easy. It is hard to get land use right certificate for market 

land, but this one [BOO] is ten times harder”. 

Corruption risks also occur in this case study with low policy discretion and low collusion 

between public officials and the investor: This corruption risk, like “norms”, occurred in this 

case study when long and complicated procedures were required. “Corruption” made the 

procedures goes smoothly. The initial project idea and application was submitted in 2011, but it 

took 5 years for approval. Further approval for utilities or services such as electricity, water, 

drainage, fire prevention systems, and environmental impact evaluation took an additional two 

years. Currently, the construction permit for the new market has not been issued because the size 

of the total construction area is too large and the construction permit is no longer authorized at 

the provincial level. Now it is authorized at the ministerial level. According to the investor, 

application for a six month construction permit has not yet been reviewed. 
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“Black market” corruption is also found in this project whereby the investor proposes high 

rent for the new market: In the current proposal, the rent is 200,000 VND/m2/month for each 

trader, which compared to similar situations in other cities appears far too high. Critically, 

proposed rental prices have not been negotiated with the traders. These high service charges will 

apply to the temporary market as well as the new market.  As traders in the old market explained: 

“Doing business is harder. With such high rent, how are we to survive?”  

3.3. Costs and benefits of the case 

The new market project brings costs and benefits for related stakeholders. Many of these 

benefits are hard to evaluate and quantify, but one significant benefit is that the community will 

have a modern market which is safer, more hygienic, and attractive to customers. Traders will 

have better trading conditions. The new market will be a symbol of a prosperous community and 

a center of entertainment for the province and region. Investors also clearly benefit from owning 

the project and deriving income for the next 70 years. They can also sell street-front complex 

kiosks at monopoly prices, collecting rents from both kiosks and offices, and benefiting from the 

supply of more services in the new market. While both sides do experience benefits, it is evident 

in this case study that the private benefits have overtaken any gain to the community. 

The project also imposes costs on related stakeholders. The costs imposed on traders not 

only include higher rents but also potential losses due to their kiosks being set up in locations in 

the new market where they may not receive as many customers as they did previously. Further, 

because traders are accustomed to the ways of the traditional market and traditional customers, 

they are unprepared for the ways that other, less traditional forms of business operate, and 

adapting to these new customs is not easy for them. As such, modern markets are not necessarily 

more profitable for traders.  

While the project takes both formal and informal resources from investors in order to build 

the new market, such as expenditures for license building investments, the investor appears to 

have disproportionately benefited from the project despite the costs outlaid.  

In this case study, benefits are evidently received by private investors and others involved 

in the coalition. Traders, the main actors in the market, do not receive any significant benefits 

because of the uncertainty of their status in the new market and the tenacity of their business 

engagements. This project followed the law because local officials endorsed the project plan and 

design was. However, the project constitutes public interest corruption as the community of 

small traders found it harmful to their businesses. 

4. Conclusion and implications 

The lack of substance participation of the community in the decision making process and the 

implementation of the project has caused serious consequences when it comes to the risk of 

corruption, no consensus of the community. This is especially true for PPP projects where there is a 

risk that investors are engaged with government officials to make good decisions about themselves, 

regardless of the interests of the community as well as the interests of the whole society. Participation 

is just at the point where people are informed about the project. Opportunities for them to express 

their aspirations, opinions are still small, and if there is no mechanism to ensure their opinions are 

fully considered and explained, they are not really considered as project partners. 
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In order to enhance community involvement in a PPP project, thus enhance the project’s 

efficiency, greater involvement of people/small business needs in the management process for all 

stages of the project. Firstly, there should be a mechanism whereby people have the opportunity 

to participate equally. This does not mean that all citizens have an opinion, but there should be 

an objective selection mechanism. Second, people (or selectively selected representatives) 

should be consulted at all stages of the project. Their opinions express their aspirations and 

experiences. These comments should be shared, exchanged, and feedback from experts. Third, 

there should be mechanisms to receive and explain people's opinions. People only really trust 

and participate when they know their opinions are respected, even when not used in the project. 
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Abstract: Marketing channel (distribution channel) is defined as a  set of interdependent 

organizations that take part in the process of making a product/service available for use (Kotler 

and Armstrong, 2010). As one of the sets of marketing tools, marketing channel management 

(MCM) includes selecting, managing, and motivating channel members and evaluating their 

performance over time. Philip Kotler mentioned the necessity of supply chain (supply chain) in 

the start of a chapter by emphasizing the indispensable of building relationships not only with 

customers but also with key suppliers and sellers in the company’s SC.  Based on the task’s 

location, SC is divided into 2 branches, upstream and downstream. Downstream supply chain 

management (SCM) refers to the management of physical, information and financial flows from 

firms to their customers. So, what are the resemblances and differences between MCM versus 

downstream SCM? Are they two individual or independent functions? How is the collaborative 

relationship between firms operating in Danang? This paper is going to analyze these issues by 

pointing out five  diferences in theoretical point, demonstrated in three case studies with 

distinguished nature using the applying a theory-building approach, we assumed that MCM and 

downstream SCC is not independent function.  

Keywords: collaboration relationship; comparison; downstream supply chain; marketing 

channel. 

 

1. Introduction 

Dated back to over 100 years in the US, the concept of Marketing appeared as a method 

used by manufacturers to overcome the Great Depression, by selling “what customer need” 

instead of “what we have”. The change in business perception made manufacture to think about 

many related issues such as promotion, distribution, price policy rather than just concentrate on 

producing as much as possible, what they actually did before. Increasingly, together with the 

growth of companies, the enlargement of marketplace and the birth of many types of middleman, 

who act as the bridge between manufacturers and the buyers, distribution became more 

complicated, which shed the light of attention on the structural relationship between firms, 

middleman and customer – marketing channel or distribution channel, a set of independent firms 

involve in the process of making a product or service available for use or consumption (Stern 
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and El-Ansary, 1992) . As one of four tools in marketing, many dynamic researches about 

marketing channel management have been conducted since then, cause the vital role of it in the 

success of marketing strategy as well as firm’s performance.  

In 1980, in field of management, there was the emergence of a new function - supply chain 

management, which is simply defined as a integrated process creating additional value by 

planning and managing the flow of goods, information and finance, from the first suppliers to the 

end-customers, which aims to maximize the feeling of satisfaction through the operation cost 

decrease and customer service improvement (Ramanathan and Gunasekaran, 2014). Supply 

chain or supply network is often divided into two regions, based on the comparatives position of 

the focal firm: upstream – from the focal firm to backward, and downstream – from the focal 

firm to forward, which including the attendance of deliverers, distributors, wholesalers, retailers, 

customers…(Lummus et al.,1997). Increasingly, SCM plays an important role in building and 

developing firm’s competitive advantages in the global economics. In a global SC survey 

conducted in 2013 (PWC, 2013), more than 50% of firms considered SCM as their strategic 

asset, which could help them have the financial improvement by 70%. Especially, in the 

industrial electronics,  SCM couuld lead to the pretax profit and after-tax profit enhancement up 

to 350%.   

SCM not only is vital to the firm’s competitive advantages establishment and maintenance 

in the global economics but also infiltrated into some business functions and somehow has made 

some modification in the managerial perspectives about these functions. In “The principle of 

Marketing” published in 2012, Philip Kotler mentioned SCM as a topic/factor, which is needed 

to considerate in MCM. According to his argument, a firm is not able to work on its own, 

without any help from other firms to create customer value. It must work within an entire 

network of partners to achieve this task. Individual companies and brands don’t compete; their 

entire value delivery networks do (Philip Kotler, 2012, p418). Overal, it is said that SCM and 

MCM are not independent functions. To have a better understanding about the resemblances and 

differences, intersection between the two concepts and find the exact answer to the question that 

they are individual or dependent functions, in this paper, we focused on assimilating, 

synthesizing all the related literature, making some comparisons, analysis. In addition to that, we 

also conducted an empirical research within Danang to describe the situation of firms’ marketing 

channel or downstream supply chain collaboration, which would act as a validation test for our 

assumption as well as help reveal any possible gaps between theory and practice  

2. Literature review 

2.1. Overview of marketing channel management 

MC is defined as a set of firms interdepending on each other to make product/service 

which can meet the specific requirements of the customer (Stern and El-Ansary, 1992), including 

three main parties: manufactures, intermediaries and end-users (Kotler and Armstrong, 2010). 

Therefore, MCM is the work of managing numerous activities from the point of product or 

service production to its final consumption (Palmatier et al. 2014), such as:  
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● Gathering, distributing and exchanging information in the marketing environment. 

● Developing and dispersing convincing communications about firm’s offer to its clients. 

● Finding and communicating with probable clients. 

● Well meeting the customer’s needs, manufacturing, categorizing, assembling, and 

packaging. 

● Reaching an agreement on price, payment method or risk allocating terms, so that 

ownership or possession can be transferred. 

● Transporting and warehousing involve physical distribution. 

● Acquiring and using funds to cover the costs of the channel work. 

● Taking the risks of carrying out the channel work. 

Due to the various related activities and MC structural diversity, MC managers have to 

make the decisions about the structure of channel (comprising types, numbers of intermediaries 

and how responsibilities are shared) as well as MCM (consisting of MC member evaluation and 

assessment, and incentives) (Kotler and Armstrong, 2012) 

 

Figure 1: Marketing channel chart 

Source: Kotler and Armstrong, 2010 

2.2. Downstream supply chain management 

As defined by Chopra and Meindl (2014), SC comprise of all parties involving satisfying a 

customer request, directly or indirectly. In a SC, there is the participation of not only manufacturers 

and suppliers but also transporters, warehouses, retailers, and even customers. Within each 

organization, the SC includes all functions, which are new product development, marketing, 
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operations, distribution, financial management, customer service and the like, involve in receiving 

and filling a customer demand. As such, SCM  covers the planning and management of entire 

activities related to sourcing and procurement, conversion, and all logistics management activities, 

in which coordination and collaboration between partners is a must (CSCMP, 2014). SCM is the 

management of information flow, physical flow and financial flow within the SC with the aim of 

maximizing the chain’s value, which actually is the difference between the value earned from end-

customers and total operating cost of the whole chain (Chopra and Meindl, 2014). 

In general, five pillars of a supply chain are: suppliers, manufacturers, distributors, 

retailers, and customers. Based on the comparative location compared to the focal firm, a SC 

might be divided into two different part: upstream and downstream. The upstream supply chain 

is begun by the flows stemming from suppliers to the focal firm, while the downstream part is 

the continuation of these flows, from the focal firm to its customers (Chopra and Meindl, 2014). 

According to a specific objective, responsiveness or efficiency, each downstream supply chain 

will be designed in a suitable, and optimal structure in such a way that product’ s value could be 

delivered to its target customers. As listed by Chopra and Meindl (2014), there are six options, in 

which the downstream supply chain, involving the movement of product, information and 

finance within the downstream region, could be designed:  

 

Figure 1: Supply chain stage with arrows as the movement of flows 

Source: Chopra and Meindl (2014) 

● Manufacturer storage with direct shipping  

● Manufacturer storage with direct shipping and in-transit merge  

● Distributor storage with package carrier delivery 

● Distributor storage with last-mile delivery  

● Manufacturer/distributor storage with customer pickup  

● Retail storage with customer pickup 

 



1436 

2.3. Marketing channel versus downstream supply chain management  

As can be seen from above literature, rather than direct shipping, using intermediaries is 

also an alternative method to deliver value to the target customers. Theory and practice of MCM 

and downstream SCM both show the resemblance (Jüttner, Christopher, and Baker, 2007) in 

acknowledging the essential role of all types of intermediary, such as distributor, wholesaler, 

retailer, in the process of customer value delivery (Kotler and Armstrong, 2010; Chopra and 

Meindl, 2014). In the context of marketing, Kotler and Armstrong (2010) mentioned the 

important role of  downstream SCM in producing a product/service and making it available to 

buyers, in addition to that, the writers also confirmed that “marketing channel is on the 

downstream side of the value delivery network” (p.341). Chopra and Meindl (2014) in Supply 

chain management book showed the recognition of the necessity of distribution network by 

explaining “Distribution is a key driver of the overall profitability of a firm because it affects 

both the supply chain cost and the customer experience directly” (p75). Opposite to the 

traditional view, which showed a constant focus on the physical movement, since 2000, modern 

marketing channel management philosophy has changed in its focal objects, showed an equal 

emphasis on  the physical flow of products, the flow of ownership, the payment flow, the 

information flow, and the promotion flow, which plain matchs with the SCM  and in particular, 

downstream SCM perspective of Chopra.  

In spite of fundamental coincidence between MCM and downstream SCM, in fact, there 

are some differences in the content of these two theories. First and foremost, in MC, the subject 

of MC is the manufacturer, regardless of power relationship within the channel, the always and 

only one who supposed to performs marketing channel design, management, evaluation & 

assessment and motivation the other MC partners, to accomplish the objectives of the 

manufacture - making a product or service available for use (Kotler and Armstrong, 2010). 

Whereas, in the context of SCM, cause the role of power in shaping SC is admitted (Benton and 

Maloni, 2005); Chicksand, 2015), power differentials that exist between 2 specific partners 

would lead to the difference in their responsibilities, the ability to make the decision, the right to 

control the SC, as such, manufacturers are not always the focal firm of a downstream SC, in 

many cases it is possible that a retailer is considered as the focal firm of its chain, due to the 

great power it holds as a “gatekeeper”. In addition to that, while the manufacture – the leading 

guy in MC try to achieve his goal through MC, in a downstream SC, the supreme goal is always 

“maximize the chain’s value”. 

Secondly, emphasizing managing marketing channel, MCM makes a great effort to 

manage conflict within the channel, due to the belief that there are many conflicts stemming 

from the difference in objectives. As the result, MC managers need suitable policies to address 

channel conflicts, most of papers written in this filed both present the stress on inter-organization 

relationship, conflict and the conflict resolving mechanics (Watson et al. ,2015), in the real 

world, MC managers strive to avoid any possible dispute,  which might harm the MC, as a way 

to maintain and strengthen the harmony atmosphere in channel. Here, the next difference is how 

to achieve the objective, cause the supreme objective of SCM is supply chain’s value 
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maximization by supply chain design and management. In SCM rather than stay away from 

conflict, SC members are encouraged to collaborate as much as possible, conflict is accepted but 

in a constructive way, to be more specific, jointly tackling conflict is often used as a factor to 

measure the SC collaboration situation by many scholars such as Simatupang (2006); Kumar and 

Nath Banerjee (2014). 

Thirdly, Kotler has acknowledged the existence of other flows rather than flows of goods 

or services since 2005, however, in marketing channel design,  the optimal structural design of 

these flows, in such a way that channel’s objectives are fulfilled,  has not been mentioned. This 

theory gap is presented by a single arrow on MC charts. Conversely, in SCM, much attention is 

paid to flows design and flows movement management, all of three arrows are distinctively 

marked, with the aim of maximizing customer delivery value, which in turns might help obtain 

supply chain’s goals. (see Figure 1 and Figure 2) 

Fourthly, in MCM, physical flow is considered as marketing logistics (also called physical 

distribution), which involves planning, implementing, and controlling the physical flow of 

goods, services, and related information from points of origin to points of consumption, to meet 

customer requirements at a profit. This involves entire supply chain management, which is 

managing upstream and downstream value-added flows of materials, final goods, and related 

information among suppliers, the company, resellers, and final consumers (Kotler and 

Armstrong, 2010). He also supported the concept of integrated logistics management, believing 

that it would provide better customer service and trim distribution costs, both inside the company 

and among all the marketing channel organizations, which would maximize the performance of 

the entire distribution network. So, did he mean that MCM does not handle/ manage the physical 

flow of products? 

Last but not least, as mentioned above, MCM is considered as a tool of Marketing mix, 

focus on making a product or service available for use or consumption by the consumers or 

industrial users (Kotler and Armstrong, 2010), including 4P – Product, Price, Promotion and 

Place. Presenting for the fourth “P”, MCM’s setting goal is purely ensuring the goods be 

available at right place, right time, with a reasonable price  to meet the consumption demand of 

the users. On the contrary, downstream SCM’s objective is delivering a package of value for the 

customer, including information, services as opposed to availability. While an effective and 

efficient  downstream SC consents firms to carry increased value to the end-customers, improve 

firm’s performance indicators, achieving customer satisfaction mainly fall in the area of 

marketing.  

Shortly, base on the literature background, we propose that MCM and downstream SCM 

both highly appreciate the essential of intermediaries however the difference in some aspects 

such as (1) focal firm recognition criteria, (2) management focus, (3) flows mentioning, (4) the 

responsibility to handle the physical goods and (5) the value provided to customer. To test the 

validity of these arguments, we also conducted a multi-case study, focused on deeply investigate 

the true natures of the collaborative relationship between firms with the hope of finding some 

practical proofs that can strongly reinforce these assumptions. How is the collaborative 



1438 

relationship between firms and their intermediaries? Are manufactures always the focal firm or is 

there any chance when other intermediaries become the leader? Is the collaborative relationship 

approached by the SCM perspective, which is affected by the power position? The collaboration 

is happening in which flows, simply in physical flow or also including others such as the 

information flow and financial one? Our case study would provide you with the answers to the 

interrogations mentioned before. 

3. Research methodology 

As a result of the novelty of this phenomenon, it is suitable to conduct a qualitative 

research cause it can capture the nature of the collaborative relationship. Based on the qualitative 

data from 12 in-depth interviews, we applied a theory-building approach to briefly describe the  

collaborative relationship between feature firms and their main distributors. For the reason that 

marketing channel is a complicated model, which is absolutely more than just lifeless rectangles 

and arrows on paper.  Created by real companies and people who interact to achieve their 

individual and shared goals (Kotler and Armstrong, 2010), so naturally, MC relationship would 

vary from case by case, depend on the channel structure, the feature of goods/product, the 

consumer behavior of customers. Therefore, we intended to slipt the research sample into 3 

groups, which is commonly seen in the reality and could best describe some distinctive 

characters of collaboration in MCs, then respectively analyze the relationship in the MCs, and 

finally present some comparisons between the 3. This approach is feasible thanks to the multiple 

case studies method,  which according to Halinen& Törnroos (2005), (p. 1286) facilitates the 

study of a contemporary phenomenon that is hard to be isolated from its situation.  

3.1. Sampling and data collection  

Due to resource limitation, only three cases of MCM (Table 1) were first designed to well 

emphasize the outstanding difference between some kind of MCM.  After defining what kind of 

firm and MC should approach, we had to choose the sample base on the ability to access to data 

by answering the following question: Would that company agree to take part in the survey? 

Would it enable to provide needed information? Could us approach the one who has the 

understanding about this information? 

After finalizing on what firm would take part in the survey, informants would take part in a 

separated face-to-face interview, where they were required to answer structured questions about 

the collaboration condition in the MC. Each informant was supposed to provide the data for 1 – 3 

relationship between firm and specific intermediaries, however, this number could be varied 

depending on the openness of the informant. 

Table 6: Sample grouping structure - Multi-case study list 

Case study Feature 

1 Fast Moving Consumer Goods  (FMCG) manufacturers  

2 Other manufacturers 

3 Intermediaries 
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3.2. Measurement  

In the context of marketing/ distribution channel, scholars have long called attention to 

relationships within the channel, however, most of these papers were discrete, just focus on one 

aspect of relationships in MC such as buyer–supplier relationships (Wang et al. 2013; Wuyts and 

Geyskens, 2005), manufacturer–distributor relationships (Anderson and Narus, 1984; Ailawadi 

et al. 2010), power-dependence (Alderson,1957; Coughlan et al. 2006), relational outcomes, 

conflict (Stern and El-Ansary 1977; Samaha, Palmatier, and Dant, 2011) and negotiations 

(Srivastava, Chakravarti, and Rapoport 2000)… and fell to provide a comprehensive description 

about marketing channel collaboration relationship between all channel members. In addition to 

that, most of the paper re-applied relational index (Yang, Zhang, and Xie, 2017; Reddy and 

Czepiel, 1999), trust index (Kim et al. ,2010); del Bosque Rodríguez, Agudo, and San Martín 

Gutiérrez, 2006), communication index to measure the relationship between firm and its 

intermediaries, no marketing channel collaboration index has been built up to now.  As a matter 

of fact, previous literature about marketing channel collaboration index can hardly be found. 

Moreover, as our argument about the association between MCM and downstream supply chain 

collaboration, in this study, the MC collaboration index was synthesized from both earlier papers 

about MC relationship and SCC index, due to the abundance and accessibility of the later one 

such as   Simatpung (2006); Cao and Zhang (2011); Kumar and Nath Banerjee (2014) 

● Information sharing: Information sharing is defined as the formal and informal sharing 

of significant information  at a right time between manufacture and its intermediaries. The 

sharing enables firms and their intermediaries to coordinate and adjust in a way that is 

appropriate to the particular circumstances (Chen and Wu, 2010) and even creates the advantage 

of conflict-coordination learning in marketing channel (Chang and Gotcher, 2010). That is why 

information sharing is considered as a basic form of collaboration (Hang and Hang, 2018). From 

our literature base, it can be seen that research on collaborative relationships in both MCM and 

downstream SCM has shown an emphasis on the importance of information obtained from a 

firm's network of business contacts. From the perspective of downstream SC, firms might obtain 

information from their downstream ties. The information circulated in the channel is ‘thicker’ 

than information attained in the market and  less restricted than that exchanged in a hierarchy. 

This information can cover commercial matters, patented or tacit types of information 

(Cunningham & Homse, 1986), used as a source of reputation, contacts and referrals (Burt, 

1997), which is not only essential for collaborative MC relationships but also is essential to a 

firm's effective operation,  cause the ties have many opportunities to be in contact with the end 

consumers and can thoroughly understand consumers' demands (Fournier & Mick, 1999). 

● Decision congruence: Jointly operating promotion events, conducting demand forecast, 

jointly solving problem or tackling conflict, basically,  are the lowest level of collaboration – 

also called cooperation, which is necessary for keeping a smooth channel. However, to improve 

the channel’ s performance, firms and their intermediaries should jointly apply other advanced 

forms of collaboration such as inventory managing, price policy (Kumar et al.,2017)… As 

intermediaries locate near the customers, so this kind of collaboration would help firm more 
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quickly and efficiently identify buyer’s need, and create a harmonious atmosphere in the channel 

(Su et al., 2008).  

● Communication: Communication is considered as a set of abilities and knowledge 

related to the willingness to conduct formal and informal sharing of meaningful and timely 

information between manufacturers and distributors. Lack of effective communication could 

impede the learning capability and effectiveness of a partnership (Chen and Wu, 2010), as a 

result, inter-firm communication is found to be an important part of collaboration (Nyaga, 

Whipple, and Lynch, 2010; Goodman and Dion, 2001). 

● Market change analysis: Again, the utmost goal of MCM is  ensuring the goods be 

available at right place, right time, with a reasonable price  to meet the consumption demand of 

the users, to achieve customer satisfaction. It is said that MCM is a market-oriented function, so 

unsurprisingly, the act of analyzing the market trend, changes in customer’s taste or keeping 

track of the act of competitors. In SCC index of Cao and Zhang (2011), these actions together 

with the other 2 actions were the factors of a dimension called joint knowledge creation. 

However, some modifications were made to better fit with the context of MCM.  

3.3. Data analysis 

From the collected answers, we carefully read all the record documents, one by one, to 

grab the valuable information about collaboration situation in investigated MCs. First of all, 

base on the case grouping, the data was explored to find the general situation of MC 

collaboration relationship, the resemblance and difference between the relationship exist on 

that kind of MC.  Next, from the detailed analysis of each case, some cross-case comparison 

would be presented if possible. 

4. Result and discussions 

Overall, the number of participating firms was 12, 4 firms for each case study. The 

interviewees of this survey were employees who had the most contact with a specific 

intermediary (selected by these employees) or had the best understanding about the relationship 

between firm and intermediary, regardless of their work position, so in some case, the informant 

came from the sale department, production function…. By doing so, the reliability of data was 

ensured. 

4.1. Case study 1 – FMCG manufacturers 

Generally, all the manufacturers are bigger in size compared to their intermediaries, the 

average time of partnership is about 5 year, and the relationships are likely to be continued 

because most of the firms signed the contract (63%) or are willing to keep distributing their 

product through the intermediaries network (13%). However, talking about trust, only one firm 

(25%), which is pushing product nationally through the network of 2 exclusive distributions, said 

that it totally trusted  its partner while the others said that they did not. As the products, in this 

case, were FMCGs, unsurprisingly, the demand of those intermediaries is constant, and in a 
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regular basis and due to the local/region sales force of firm, most of the firms could easily access 

to the private  information of its intermediaries (88%).  

About the extent of information sharing, due to the need of “fast moving”, the information 

movement in MCs are smooth end efficient in terms of speed, accuracy, completeness and 

reliability, which is mainly a result of a dynamic  sales force appeared  at any point of the selling 

system, such as distribution firms, wholesale agents or even retail stores. Stemming from the 

convenience, frequency consumption feature, supply interruptions is unacceptable in this case. 

This is when information sharing becomes a must. Manufacturers need to have exact information 

about the sale stock number, customer reaction or feedback, the progress of promotion events or 

the  future demand…However, considering serving dense and wide geographical area, MCs in 

this case are intensive distribution - a strategy in which they stock their products in as many 

outlets as possible, with a numerous intermediary, to reduce the bullwhip effect, which is typical 

in indirect, long and complicated channel, information in channel is often  efficiently collected 

and delivered by sales force. These employees act as an effective communication channel, which 

is much superior to other means of communication.  The special communication channel enables 

firm to have the regular contact with intermediaries, collect a large amount of information, 

including unofficial one.  

In decision congruence, manufacturers deeply engage in the inventory management at the 

intermediary’s warehouse, which involves the level of inventory, the inventory level, the date of 

each category…Promotion and price policy are often decided by the manufacturers, and operated 

by both firm and its intermediaries. In this kind of channel, apart from important exclusive 

distributions, other intermediaries hardly involving in product assortment planning, developing a 

new product. Similarly, intermediaries do not have a significant contribution to market change 

analysis. 

4.2. Case study 2 -  Other manufacturers 

In this case, we mention 4 manufacturers, a tyre manufacturer and 3 building materials 

manufacturers. As a feature character of this kind of MC, in most case, manufacturers are larger 

than their intermediaries in size, the during of partnership between firms are long (the average 

time is 5.5 years). A fewer number of intermediaries compared to the first case, together with a 

quite constant demand enable a long-term relationship in this case.  To be more specific, the 

proportion of relationship with legal obligation is just little over 50%, however, this might not be 

a concern cause in terms of trust, 100% of firm claimed that they trusted or totally trusted their 

distribution partners, so undoubtedly, all manufacturers said that they could access to the private  

information of intermediaries such as budget or selling price… 

In terms of information sharing, information is shared immediately, precisely, completely 

and reliably, however, the information flow in MCs is not as intensive as that in the first case. As 

infrequent consumption and bulk buying goods, there is no promotion event in the MCs. Sales 

force, again, play an important role in communicate between manufacturers and distributors or 

wholesale dealers. Retailers are rarely mention in this kind of MCs, due to their minimal 

contribution to firm’s revenue, so at this level, information is often delivered by product catalog. 
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Communication in channels is quite frequent, on a weekly basis. In other aspects like making 

decision and market change analysis often is the business of the manufactures and the 

intervention from intermediaries is very limited.   

4.3. Case study 3 – Intermediaries 

In this case, 4 intermediaries mentioned are: 2 small-medium intermediaries and 2 large 

intermediaries. In terms of product, 3 of them selling electronic household appliances and 

another distribute vegetables. Except for the hypermarket selling vegetables, the other 3 firms are 

smaller than their suppliers in size. Working with professional foreign suppliers for a long time, 

both 3 firms signed general agreement annually, and express the intention to continue this 

partnership in the future, so they totally trust these suppliers, however, it does not mean that they 

give the private information assessment to these suppliers. Besides some collaborative promotion 

event, which requires the collaboration in planning and operation, others are completely run by 

firms. Firms manage their inventory on their own and have the right to decide what selling price 

at which products should be sold.  

Next, we investigated the vegetables MC of a hypermarket, in comparison which the MC 

collaboration relationship above, there are some differences. First of all, suppliers are vegetable 

farms, which are much smaller than “their distribution partner” in terms of size. In addition to 

that, cause hypermarketing have a great reputation advantage - as a gatekeeper compared to their 

suppliers, clearly, in this case, hypermarket is considered as the dominant factor in this MC. 

Farms do nothing but produce vegetables, plant exactly the kinds of vegetable that the 

hypermarket ordered them. There is no collaboration in planning promotion plan, developing 

demand forecast, selling price policy. In MC, farm and hypermarket often communicate in an 

open way to exchange operational information only. Besides, because the vegetables is a familiar 

and common products, so the collaboration in market change analysis in this MC is unnoticeable.  

5. Conclusion 

The research goals of this paper has achived. First, we have provided the comparison 

between MCM and downstream SCM in some aspects, including focal firm recognition 

criteria, management focus, flows mentioning, the responsibility to handle the physical goods 

and the value provided to customer. From those, we conclude that MCM is at the center of 

downstream SCM, which is partially tested by the result earned from the multi-case research, 

conducted to better describe the collaborative relationship in some feature cases. Summarily, it 

can be seen that each kind of MC has some different collaboration features which are suitable 

with the viewpoints of the writers. Firstly, in FMCS MC, manufacture is the one who leads the 

MC, while in the MCs in case study 3, the omnipotent role is transferred from the 

manufacturer to the “gatekeepers”, which again support the first difference mentioned before. 

The role of the sales force of the manufacturers, their ability to control the MC and the 

initiative in sharing information and communicating of the manufacturers gradually reduce 

from the first case study to the last one. Secondly, from the form of sharing information and 

communication within the dyadic relationship, it is stated that firms and their intermediaries 
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not only collaborate narrowly in physical flow but also show the collaborative relationship in 

the information flow, however, the collaboration in financial flow still has not been 

demonstrated due to the lack of proper questions. 

Having presented a theory comparison between 2 definitions, MCM and downstream SCC, 

this paper stated that MCM is not independent with SCC but at the center of downstream SCC. 

MCM and downstream supply chain collaboration have always been considered as 2 individual 

functions by scholars despite the fact that practically an enterprise hardly tell the difference 

between them. Previous authors have mentioned the relationship between these two concepts 

(Kozlenkova et al., 2015; Kotler and Armstrong, 2010) however the theory and practice gap, the 

theory conflict among them have never been discussed clearly. Ours the first paper that can 

clearly indicate the resemblances and differences between them, which will open up a venue for 

other researches in the future. Furthermore, by conducting a  pilot qualitative research with the 

multi-case approach, this paper has a significant contribution to the literature base, and somehow 

provide scholar and stakeholders description of the collaborative situation between firm and its 

intermediaries. Nevertheless, there are still some  limitations which should be admitted, as a 

proposal research, we just have confirmed the appropriate of 2 distinctions focal firm recognition 

criteria, and collaborative flows, further research with more detailed questionnaires should be 

conducted to completely test our assumptions.  
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Collaborative relationship in MC index 

Information sharing 

  

  

  

  

  

  

  

  

I1 Sharing timely information 
Cao and Zhang (2011); Yang, Zhang, and 
Xie (2017) 

I2 Sharing accurately information  Cao and Zhang (2011) 

I3 Sharing complete information, 
Nyaga, Whipple, and Lynch (2010); Cao 
and Zhang (2011) 

I4 The reliability of information exchanged  Cao and Zhang (2011) 

I5 Sharing POS data Kumar and Nath Banerjee (2014) 

I6 Sharing delivery schedule 
Simatupang (2006); Pimentel Claro and 
Oliveira Claro (2010); Kumar and Nath 
Banerjee (2014) 

I7 
Sharing end customers feedbacks on 
products and services 

Kumar and Nath Banerjee (2014) 

I8 
Sharing information about product 
promotions 

 Simatupang (2006) 

I9 Sharing information about demand forecast 
Simatupang (2006); Kumar and Nath 
Banerjee (2014) 

Decision congruence  

J1 Jointly planning on promotional events 
 Simatupang (2006); Cao and Zhang (2011); 
Kumar and Nath Banerjee (2014) 

J2 Jointly developing demand forecast 
 Simatupang (2006); Kumar and Nath 
Banerjee (2014) 

J3 Jointly managing the inventory 
 Simatupang (2006); Kumar and Nath 
Banerjee (2014) 

J4 Jointly planning on product assortment  Cao and Zhang (2011) 

J5 Jointly developing new product  Simatpung (2006) 

J6 Jointly working on solution  Kumar and Nath Banerjee (2014) 

J7 Jointly tackling conflict 
  Simatpung (2006); Kumar and Nath 
Banerjee (2014)  

J8 Jointly planning on pricing   Kumar and Nath Banerjee (2014) 

Communication 

C1 Frequently contact    Kumar and Nath Banerjee (2014) 

C2 Open and two-way communication  Cao and Zhang (2011) 

C3 Informal communication   Cao and Zhang (2011) 

C4 Communication bases on discussion   Kumar and Nath Banerjee (2014) 

Market change 
analysis 

M1 Jointly identifying customer needs   Cao and Zhang (2011) 

M2 
Jointly discovering new or emerging 
markets 

 Cao and Zhang (2011); Kumar and Nath 
Banerjee (2014) 

M3 Jointly analyzing competitors   Cao and Zhang (2011) 
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Abstract: Online startups are among the most popular types of startups in the modern 

business landscape – both locally and globally. In this study, we tried to identify which local 

online startups have been doing good in building their brands; how are they different from their 

foreign competitors; which marketing channels have been most effective for creating brand 

awareness. We also made some recommendations and proposed some strategies for the brand 

building of Bangladeshi online startups. We learned that social media is the most effective 

marketing platform for creating brand awareness as 94.20% of the respondents agreed or 

strongly agreed that that they learn about new websites from social media. While the local 

startups usually have taglines or slogans – they often lack clearly defined mission, vision, or 

value statement. Financial constraint is still a major challenge as startup founders often have to 

finance their business through bootstrapping, limiting their growth potentials. Inbound 

marketing should be applied to achieve low-cost organic leads. Startups need to focus on 

reducing operational costs while keeping the customers satisfied. Most importantly, the brands 

need to focus on market penetration, not profit maximization. Nevertheless, we are optimistic that 

our local online startups will be able to fulfill their potential and develop into globally renowned 

brands in the not-so-distant future.   

Keywords – Online, Startup, Brand, Bangladesh, Online Startup. 

 

1. Introduction 

The “Startup company” (2018) article suggests that, A startup company (startup or start-

up) can be defined as a fast growing venture which caters to the needs of the market by 

offering an innovative product, process, or service. An online startup is an Internet based 

business undertaking which makes money through risk and/or initiative. The history of online 

startups can be traced back to the early 90s – with a boom period starting in the 2000s. 

However, there was a massive setback in 2001 when numerous internet-based companies 
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collapsed overnight – an incident known as the burst of the dotcom bubble. However, several 

online startups (e.g. Amazon, eBay, and Google) survived the crash and ended up becoming 

multibillion dollar brands.  

Bangladesh is a late entrant in online economy compared to other countries although it is a 

huge growth sector. There are different types of online business models – e-commerce, blogs, 

social media, and many other services.  

The estimated size of the e-commerce market was $110-115 million (around BDT 900 

crore) in 2017, compared to $65-70 million in 2016. However, it occupies only 0.7 percent of the 

total retail market of the country. (“Bangladesh e-commerce sector”, 2017) 

This study only looked into startup companies founded in Bangladesh. Both local e-

commerce websites (e.g. Chaldal, HungryNaki, AjkerDeal) and other forms of Bangladeshi 

online startups (e.g. 10MinuteSchool, Techetron) were analyzed in this study. However, 

foreign subsidiaries of already established global brands (e.g. FoodPanda, Daraz) were only 

mentioned as points of comparison. Facebook shops, also known as F-commerce, were not 

included in the study as their brand building process differs significantly. In this study, we 

tried to explore the current situation of Bangladeshi online startups and compare them against 

their global competition. At the same time, we tried to find out critical factors that contributed 

to their success. 

2. Literature review 

Internet-based tech startups or online startups are among the most popular types of startup 

companies (Carson, 2016). Amazon, Google, and eBay are examples of online startups that have 

successfully grown into global brands (Rao, 2016). There are several internet based business 

models like internet portals (Yahoo, Bing, Google, etc.), online retail stores often called e-tailers 

(Amazon, Drugstore.com, etc.), content providers (YouTube, Netflix, etc.), market creators 

(eBay, Priceline), transaction brokers (ETrade.com, Expedia, etc.), service providers (Gmail, 

Dropbox, etc.), community providers (social networking sites, blogs, forums. etc.), and many 

other models (Tomaro, 2016). 

2.1. Early history 

In 1991, World Wide Web was presented to the public by CERN (Zimmermann, 2012). 

Initially, a ban was there on online business in the United States. Use of the internet was not 

commercial, as it is now. (Leiner et al., 2016). 

It was in 1995 when the Internet opened its doors to the world of commerce (Kelly, 2005). 

In just a few years, it transformed the entire economy and culture around the globe. People 

around the world started to become conversant  with brands like Amazon, AOL, Craigslist, and 

eBay. Countless Startups developed overnight. Everybody wanted a piece of the action. 

In late 1990s, as the popularity of the use of internet increased, a plethora of organizations 

experienced an increase in users as potential customers and business opportunities. They became 

renowned as “dot coms” due to the popular TLD “.com” which followed after their names. This 
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dot com industry was in discussion due to their rash business practices which reflected 

“potential” rather than actual revenue. Such policies invoked growth over profit, which was 

derived from the incorrect perception that increasing the number of customers would also 

increase the profit. Numerous companies spent incredible amount of money just in a view to 

capture the market of a specific product or demand. (History Cooperative, 2014). 

In the latter half of the 1990s it became clear that the growth in new companies were a 

bubble – a broad-based, massive increase in market capitalization that would not sustain in the 

long run (Weller, 2002).  

Gradually, in 2001, the bubble popped, making numerous people bankrupt. Trillions of 

dollars was lost which invoked a small scaled recession in the early 2000’s. During the course of 

following two years, $5 trillion dollar was withdrawn from the value of stock markets around the 

world. Overnight the internet-based companies collapsed completely. While the dotcom bubble 

burst, it didn’t only demolish groundless startups with no proper business plan, it also negatively 

affected a lot of other, non-speculative businesses (“The History of Silicon Valley”, 2017). 

A number of investors who was affected by the dotcom bubble stopped tech investing. It 

was another big blunder. Because, tech has been reborn from the scratch. Although, with the 

advent of the internet a whole lot of baseless companies was established it also produced a 

number of serious giant brands (Geier, 2015). 

In 1994, before the internet even entered public domain, Amazon was founded – which is 

now the most valuable retailer in America, even putting behind Wal-Mart in market cap (Jopson, 

2011). Another e-commerce website, eBay took to the stage a year later, right before the tech 

boom and it became a multibillion-dollar company within three years generating revenue from 

auction business (Bhatia, 2015). Google penetrated the market a year after that and became the 

world’s number one search engine (Mccullough, 2017). 

Eventually, surviving companies from the bubble amounted to half of the dotcom 

companies, by which time the storm had lost its strength. Out of the top one hundred companies 

in America by annual revenue ten are IT companies – namely Apple, Microsoft, Intel, and so on 

(Griffith, 2015). The burst of the dotcom bubble simultaneously gave rise to a new era in internet 

history: Web 2.0 (O'Reilly, 2005). It caused a transformation of the passive consumers of content 

during the early years of the internet (Web 1.0) into active creators of content (Web 2.0). 

Websites, blogs, podcasts, tags, comments – these had become the trending contents. 

Companies delivering these contents were Pinterest, BuzzFeed, LinkedIn, Reddit, Twitter, 

Snapchat, Facebook, and other new online startups that grew into tech giants (Lacy, 2012). All the 

companies have changed the world we live in. These companies are broadly referred to as social 

media which created a revolutionary change in the world in every aspect of our lives, starting from 

the way we shop, socialize to how we organize elections (Grassegger & Krogerus., 2017). 

2.2. Current global scenario 

Today, startups like Uber, a ride-sharing service, is demolishing the taxi business all 
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around the globe. The hotel industry business has been jeopardized by Airbnb, a web-based 

network allowing people to rent out their properties to travelers (“The History of Silicon Valley”, 

2017). Companies like these didn’t just attract huge amounts of interest; they also induced 

excitement, controversy, and financial gains. The tremendous growth of mobile technology has 

been evident from the  rise of iPhone and Apple’s as they have become the most valuable 

company in the world, which being amalgamated with social media has started a new era in 

venture capital (Mahmood, 2015). 

Tech startups like these are often the foundation of new-age businesses. Tiny companies 

are now worth billions of dollars. With the mediation of website brokers, these companies are 

being sold for millions of dollars (Carsen, 2016). 

There are speculations that history may repeat itself and another bubble may produce from 

the rise of these tech startups although the Silicon Valley investors are not concurring to these 

speculations and for the time being, have been experiencing remarkable profit (Mahmood, 2015). 

According to latest UNCTAD estimates, the global e-commerce market is worth around $22.1 

trillion (“New initiative”, 2016). Both in terms of sales and online consumer base, China is the 

world's largest business-to-consumer (B2C) e-commerce market followed by the US and Japan. 

(“Global e-commerce markets”, 2016).  

2.3. Online startups in bangladesh 

It was only in the late 90s that online startups started in Bangladesh (Hassan, 2014). The 

earlier sites were actually gift sites catering to the needs of the Non-Residential-Bangladeshis 

(NRB) who were living in foreign countries. These were based in abroad with some branches in 

Bangladesh. During 2000-2008, the online economic sector experienced a sluggish growth. 

Having only few e-commerce websites the growth of the industry was hampered by a barrier: no 

online transaction platform, which is the first prerequisite for e-commerce. Moreover, high cost 

of internet and low market penetration made these sites unfamiliar. Bangladesh Bank revealed 

that, in June 2008 payments and transactions by credit cards rose up to around BDT 11 billion; 

one of the lowest globally. At the end of June 2009, only about 400,000 customers were credit 

card holders. Since 2008, things started to turn around as Bangladesh Bank took various 

measures like the introduction of e-Payment Gateway (Hyder, 2017). 

The first visible change came in 2009 when Bangladesh Bank permitted online payment in 

the country. Another major incident in the development of online business in Bangladesh was the 

introduction of WiMAX internet in 2009 as it’s popularity rapidly increased (“Bangladeshe-

Commerce sector”, 2016).  

2013 was a significant year in the history of the online economic sector in Bangladesh. It 

was 2013, when Bangladesh Bank and Bangladesh Association of Software and Information 

Services (BASIS) jointly observed “E-Commerce Week” for the first time in Bangladesh. From 

January 5 to January 11, there had been  a series of roundtable discussions, seminars and other 

awareness programs at Dhaka University and a special promotional campaign at the largest 

shopping mall Bashundhara City (Hyder, 2017). 
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In February 2013, an e-commerce fair was has been organized which was the first of its kind.  

The slogan of the fair was “Festival for buying and selling at your premise.” In total, 31 public and 

private E-Commerce organizations presented their products and services. The fair has been a huge 

success which attracted eighty thousand visitors. After the first ever e-Commerce Fair at Dhaka, 

there has been a series of e-commerce fairs in different districts of the country,  namely Sylhet, 

Chittagong and Barisal (Hossain, 2016). Furthermore, Bangladesh Bank permitted to buy products 

and services online using international credit cards in 2013, which sped up the flow (Hyder, 2017). 

Recently several micro-blogging and social networking sites have also been developed by 

entrepreneurs in Bangladesh like Beshto.com, Priyo.com, Techtunes.com.bd, etc.  In these sites 

users can ask questions and get answers on different topics, express their opinions, share links of 

news, share link of information on commodities for shopping, etc. 

Although Bangladesh penetrated in online economy later compared to other countries, this sector 

observed a tremendous growth within a very short time span. Online economy boasts of becoming the 

next major driver of Economic development. However, there are some challenges that need to be taken 

care of. Otherwise, the full potential could not be reached by this sector. These issues are: 

1. Developing delivery channel to the customers, 

2. Ensuring reasonably priced and un-interrupted internet all over the country, 

3. Improving the online transaction system, 

4. Preventing online fraudulence, and piracy 

2.4. Theoretical framework 

In this study, we looked into which local online startups have been successful in building 

their brands and which ones have failed. We also tried to identify where these brands currently 

stand in terms of customer perception. We then compared the local online startups with their 

foreign counterparts in the same category and tried to identify the factors integral to successful 

branding. In the end, we recommended several strategies on how local startups with limited 

resource can successfully compete with global conglomerates and transform their startups into 

globally renowned brands.  

 

 

 

 

 

 

 

Figure 1: Theoretical Framework for the study 
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3. Methodology 

3.1. Primary data 

For primary data, we surveyed young internet users from Bangladesh using a structured 

questionnaire. To reach the maximum possible number of active internet users, the survey was 

also shared online by hosting the survey questionnaire on Google Forms. The survey was shared 

on several large active Facebook groups such as the public groups, Desperately Seeking Dhaka 

and Desperately Seeking Entrepreneurs, to reach more representatives of the internet users 

currently active in Bangladesh. The questionnaire included 10 closed ended questions. The first 2 

questions were rated on a scale of -2 to +2 with -2 being the most negative and +2 being the most 

positive response. The respondents were between the age of 18-34 years. As most of the startups 

are targeting the youth, we believe that the sample is a fair representation of the population.  

The data collected from the survey were analyzed using the IBM SPSS 23. Both 

descriptive statistical tools (sample mean, standard deviation, and standard error of mean) and 

inferential statistical tools (t-test) were used for this analysis. Descriptive Statistics such as 

Mean, Standard Deviation, and Standard Error of Mean were calculated and used to measure the 

consumer perception of both local and foreign websites. For t-test, a confidence level of 95% 

was used in all cases. The t-test tables derived from SPSS were also copied to the report for 

making further observations. The questionnaires used for consumer survey and the survey results 

can be found in the appendix section of the report.  

Aside from the consumer survey, we conducted structured interviews with 11 startup 

founders and co-founders. The findings from these interviews were summarized in the research 

findings section of the report. The questionnaire used for interviews with startup founders can be 

found in the appendix section at the end of the report.  

3.2. Secondary data 

For secondary data, previous research works from scholarly journals, and research 

organizations from all over the world were collected using the internet. News articles from 

respected online sources and blogs were also analyzed to include the latest information available 

regarding internet startups.  

3.3. Sample size 

For this study, confidence level was set at 95 percent with a 7 percent level of precision or 

maximum allowable error margin (ME). At 95% confidence level, z = 1.96 (from normal distribution 

table). We assumed the sample proportion to be 0.5 (p). The calculated sample size is  

    

n= z2*p*q/(ME)2 

 

4. Analysis and findings 

4.1 Industry overview 

When online economy started in Bangladesh, besides building their own business, the 

entrepreneurs had to create consciousness about the industry. They tried to set the trend of going 
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online for shopping. But with time, online economy is now a thriving sector in Bangladesh. 

There are many local e-commerce sites here. A number of renowned foreign e-commerce 

platforms have also started investing in Bangladesh. Many more are on the way of entering the 

market. The reason is the huge potential of online economy in Bangladesh. In the last couple of 

years, smartphones have also hugely contributed to the rise of online economy.  

E-commerce is gradually becoming popular to the people of Bangladesh. It is simple and 

less time-consuming. After the implementation of online payment gateways, there was a slow 

rise in e-commerce. Mobile payment system led to the rapid rise of e-commerce. 

The biggest challenge for online companies in Bangladesh is to deliver products. Most of 

the online companies don’t have logistic departments. So they use 3rd party logistics to deliver 

their goods to customers. A few companies are using their own logistics support or delivery 

department to deliver their product to customer destination in Dhaka city only. 

Online payment method is not popular here. Most the people prefer to purchase only using 

Cash on Delivery (COD). Customers are afraid of bogus orders. Keeping the right amount of 

change for the payment is often not easy. The courier picking up the cash is also at the risk of 

losing the money or getting mugged. There are many e-commerce customers who add the 

product to cart but do not checkout due to the lack of knowledge about purchasing from an e-

commerce site. As a result, many companies have launched their phone order service. 

There are a number of free classified Bangladeshi websites and online shopping marketplaces 

including HungryNaki.com, Chaldal.com, Priyo.com, Shohoz.com, Rokomari.com, etc. These are 

just some of the major Bangladeshi online startups. Besides local startups, foreign online companies 

like Bikroy, Lamudi, Carmudi, Foodpanda, Daraz, etc. are also key players in market.  

4.2. Comparison with global online brands 

IBM SPSS 23 was used to analyze 5 Bangladeshi online startups with 5 of their global 

counterparts.  

Table 1: SPSS Output of Consumer Survey 

One-Sample Statistics 

 N Mean Std. Deviation Std. Error Mean 

Chaldal.com 196 .36 .829 .101 

Daraz.com.bd 196 .09 .883 .108 

HungryNaki.com 196 .63 .775 .095 

Foodpanda.com.bd 196 .78 .832 .102 

10MinuteSchool.com 196 1.22 .885 .108 

KhanAcademy.org 196 1.36 .829 .101 

Techetron.com 196 .13 .694 .085 

TheVerge.com 196 .19 .764 .093 

AjkerDeal.com 196 .12 .749 .092 

Bikroy.com 196 .63 1.153 .141 
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Some of the key observations from the survey are given below – 

Educational websites are the most popular form of internet startups – Both the USA 

based Khan Academy and Dhaka based 10 Minute School are viewed very positively by the 

survey respondents. For a startup that began its journey in 2015, 10 Minute School has been very 

successful in building its brand and can be compared favorably with its global counterpart.  

Business-to-Consumer (B2C) e-commerce – Chaldal.com is slightly ahead of 

Daraz.com.bd in terms of consumer perception. In fact, Daraz is the most negatively perceived 

online brand according to the consumers we surveyed. This implies that, even though Daraz is a 

globally established brand, it has failed to build its brand in the Bangladesh market.  

Consumer-to-Consumer (C2C) e-commerce – AjkerDeal.com, arguably the most 

popular Bangladeshi C2C e-commerce startup, is significantly behind its global competitor, 

Bikroy.com, in terms of brand perception. Inferior product quality and customer service might 

explain this gap in brand perception.    

4.3. Hypothesis testing (one-sample t-test) 

One-Sample T-Test was conducted using IBM SPSS 23 to check whether the consumers 

have a positive perception of the 10 selected online startup brands. In all cases, a confidence 

level of 95% was used for hypothesis testing. The responses on the 10 variables appear to be 

reliable with a Cronbach’s Alpha of 0.732 as a reliability coefficient of .70 or higher is 

considered acceptable in most social science research situations. 

Table 2: One-Sample t-Test 

One-Sample t-Test 

 

Test Value = 0 

t df Sig. (2-tailed) Mean Difference 

95% Confidence 

Interval of the 
Difference 

Lower Upper 

Chaldal.com 3.535 195 .001 .358 .16 .56 

Daraz.com.bd .830 195 .409 .090 -.13 .30 

HungryNaki.com 6.618 195 .000 .627 .44 .82 

Foodpanda.com.bd 7.639 195 .000 .776 .57 .98 

10MinuteSchool.com 11.325 195 .000 1.224 1.01 1.44 

KhanAcademy.org 13.404 195 .000 1.358 1.16 1.56 

Techetron.com 1.584 195 .118 .134 -.03 .30 

TheVerge.com 2.080 195 .041 .194 .01 .38 

AjkerDeal.com 1.305 195 .197 .119 -.06 .30 

Bikroy.com 4.452 195 .000 .627 .35 .91 
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Table 3: Summary results from the hypothesis testing 

 Hypothesis 
Level 

of Sig. 

Decision 

(5%) 

1. Local consumers have a positive perception towards Chaldal.com .001 Ho rejected 

2. Local consumers have a positive perception towards Daraz.com.bd .409 Ho not rejected 

3. Local consumers have a positive perception towards HungryNaki.com .000 Ho rejected 

4. Local consumers have a positive perception towards Foodpanda.com.bd .000 Ho rejected 

5. Local consumers have a positive perception towards 10MinuteSchool.com .000 Ho rejected 

6. Local consumers have a positive perception towards KhanAcademy.com .000 Ho rejected 

7. Local consumers have a positive perception towards Techetron.com .118 Ho not rejected 

8. Local consumers have a positive perception towards TheVerge.com .041 Ho rejected 

9. Local consumers have a positive perception towards AjkerDeal.com .197 Ho not rejected 

10. Local consumers have a positive perception towards Bikroy.com .000 Ho rejected 

4.4. Branding activities of bangladeshi online startups 

From the consumer survey, we learned several other facts about the effectiveness of the 

branding activities of Bangladeshi online startups. Our findings are summarized in the following 

sections. 

Table 4: Summary results of the perception about  

effectiveness of the branding activities of the startups 

 

Social Media is the most effective medium for creating brand awareness 

94.20% of the respondents agreed or strongly agreed that that they learn about new 

websites from social media. Which is much higher than any other form of marketing platform. 

Leading us to the conclusion that social media is the most effective platform for creating brand 

awareness of a new website.  

Broadcast Media is the least successful medium for creating brand awareness 

Only 2.90% of the respondents strongly agreed with the statement that they learn about 

new websites from television or radio commercials. However, this may also be the result of new 

websites lacking the capital for advertisements on broadcast media.   
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Organic Marketing is more effective than Paid Marketing 

63.80% of the consumers surveyed responded that they use ad blockers when browsing the 

internet. Thus, nearly two-third of the target market cannot be reached through paid advertising. 

Thus, the importance of organic shares appears to be much higher.   

Customers perceive foreign websites to be more reliable 

71% of the consumers surveyed responded that they find foreign e-commerce websites to 

be more reliable than Bangladeshi ones, whereas 68.1% responded that they find foreign blogs to 

be more reliable than Bangladeshi ones. However, there may be an information gap here as many 

consumers erroneously consider foreign websites such as Bikroy.com to be locally owned and 

Bangladeshi blogs such as Techetron.com to be foreign owned.  

Online shopping is still infrequent in Bangladesh 

75.4% of the respondents stated that they use shop online less than once a month. 

Considering the survey consisted exclusively of technologically competent young Bangladeshis 

aged between 18-34 years - this figure falls far below expectation.  

Product Quality is the most important factor for e-commerce 

76.8% of the respondents identified product quality as an important factor for e-commerce, 

while 40.60% responded price and delivery time as important factors. However, only 23.80% 

considered delivery time to be important for e-commerce, leading us to assume that the 

customers are cognizant of the logistics issues prevalent in Bangladesh. 

Entertainment and Technology Blogs can be important marketing platforms 

32% of the consumers surveyed responded that they visit blogs at least once a week, while 

50% of the respondents either agreed or strongly agreed that local blogs are more relevant for 

local users. Also, 56.50% of the respondents stated that they visit technology blogs, while 

52.20% stated that they visit entertainment blogs. Thus, local technology blogs such as 

Techetron.com and local entertainment blogs such as BuzzDhaka.com can be important 

platforms for brand building activities.  

5. Recommendations and conclusion 

Firms should start focusing on a specific target group instead of trying to cater to everyone. 

They can also focus on a single category of product. We can see various examples of startups 

outside, for example Flipkart and Amazon started with selling books online. Such examples of 

success can also be seen inside the country like Hungrynaki.com which focuses on only 

delivering restaurant food to customers. It does not have its own food offering. On the other 

hand, Daraz has not been able to penetrate the market to its full potential due to lack of focus. It 

tries to sell everything from books to counterfeit headphones to Samsung S8 handsets. 

Bangladeshi online startups have managed to create strong brands in B2C e-commerce, 

online education, and food delivery service. However, they have failed to build positively 

perceived brands in C2C e-ecommerce. This leads to the conclusion that the success of the 
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online startups depends on their branding activities. Social media has proven to be the most 

important marketing platform for creating brand awareness and should be used in an effective 

manner. While there will be many challenges along the way, we are optimistic that our local 

online startups will be able to fulfill their potential and develop into globally renowned brands in 

the not-so-distant future.   
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Abstract: Under the theory of planned behavior by Ajzen & Fishbein (2005), the 

relationship between attitude and behavioral intention in viewing advertisement in social 

networks is mixed. This study thus points out some moderating factors to the relationship 

between attitude and behavioral intention of social network users toward seeing the 

advertisement. A theoretical framework with three factors was built including relevance of the 

advertisement, trust in the social network, and trust in the brand advertised in the network. Two 

surveys with a sample of 183 students and another of 222 working people who were social 

network users demonstrated evidence of moderating effects. Our research thus contributes to the 

literature and helps provide some practical recommendations. 

Keywords: theory of planned behavior, advertising on social networks, trust in social 

networks, trust in brand. 

 

1. Introduction  

The Internet in Vietnam has seen a rapid development over the last few years. In 2017, 

Vietnam had 53.86 million Internet users out of a population of 94.93 million. The number of 

social network users also reached 46 million people, or 48% of the total country’s population, an 

increase of 47% compared to 2015. With the rise of the Internet and the quick emergence of 

social networks over the recent years in Vietnam, advertising on the media has become an 

important tool for every advertisers. The key question for advertisers and the networks is how to 

attract the users to see or view the advertisement.  

Multiple studies then have employed theories to explain the key antecedents to viewing 

social network advertisement. In fact, theory of Reasoned Action (TRA) – Ajzen and Fishbein 

(1980) has been one of the most widely studied models of attitude and behavior (Taylor and 
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Todd, 1995; Shih and Fang, 2004). According to the TRA, a consumer’s behavior is determined 

by his or her behavioral intention which is influenced by attitude toward the behavior and 

subjective norm from others. However, the TRA assumes that behaviors are being examined 

under complete volition control. Thus, situations where behaviors do not require skills, 

resources, or opportunities cannot be explained using the TRA (Ajzen, 1991). 

An extension of TRA is theory of planned behavior (TPB) which is also frequently used in 

explaining consumer behaviors. The TPB can be considered as a useful framework in 

understanding consumer’s behavior of watching advertisements in social network. Under this 

theory, the intention to view advertisement is anteceded by attitude, subjective norms, and 

perceived behavioral control. For example, The TPB is applied in various fields such as the study 

of user’ acceptance of computer technology (Davis et al, 1989), attitudes and behavior of college 

students about free time (Ajzen and Driver, 1992), green consumption behavior (Hsu et al, 

2017), online shopping behavior (George, J.F.,2004), intention of the consumer to accept 

Internet banking services  

However, studies on the relationship between attitude and intention to view advertising 

have been found with mixed results. Many empirical studies showed the positive relationship 

between the users’ attitude and behavioral intention with regard to the users’ watching 

advertisements in social networks (Chu et al.,2013; Kamal and Chu, 2012). Some other studies, 

however, found that attitude had a weak impact or even no impact on behavior intention of 

watching advertisements in social networks (e.g.: Kelly et al, 2010; Sashittal et al., 2012; Hadija 

et al., 2012). This inconsistency shows that there is still a gap in the research in behavior of 

watching advertisements in social networks field. Thus, it is important for the researchers to find 

out the factors, which can moderate the relationship between the users’ attitude and behavioral 

intention toward watching advertisements in social networks. In this study, therefore, we 

endeavor to focus those factors.  

2. Theoretical background and hypotheses 

2.1. Social networks advertising 

Social network sites have become the integral parts of the daily life of users. According to 

Boyd and Ellison (2008) social network sites as webbased services that allow individuals to (1) 

construct a public or semipublic profile within a bounded system, (2) articulate a list of other 

users with whom they share a connection, and (3) view and traverse their list of connections and 

those made by others within the system.  

As of January 2018 the most popular social network sites around the world are Facebook, 

YouTube, Whats App, WeChat… Social network sites that hold the top popular positions with 

the highest number of unique visitors and registered users include Facebook (2,167 million), 

YouTube (1,500 million), WhatsApp (1,300 million), WeChat (980 million). Facebook, 

established on February 4, 2004, is the most popular social network worldwide, with a global 

usage penetration of 22.9 percent. The leading countries ranked according to their number of 

Facebook users as of July 2018 are India with 270 million users and following by the United 

States with 210 million.  
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In a comparison of advertising through online and traditional channels it was observed that 

social network advertising frequently offers the opportunity for instant public responses. With 

advertising on social networks, more firms have developed their own business pages and profiles 

on social networks in order to better communicate, engage and interact with their current and 

potential consumers. One of the major benefits of advertising on a social network site (e.g. 

Facebook) is that advertisers can take advantage of the user demographic information and target 

their advertisements appropriately. Advertising on social network sits enables twoway (or multi

dimensional) communication between the brand and the customer (Tuten, 2008). It exists in two 

forms, namely, earned advertising and paid advertising. Specifically, according to Tuten (2008) 

customization, targeting and social interaction are essential components of advertising on social 

network sites. By targeting consumers through social networks, advertisers may increase the 

chance that consumers will receive the right advertising message and can reduce the chance that 

they find a advertisements annoying of frustrating (Stockman, 2010). 

To explain the viewing behavior of advertising in social networks, many studies have 

applies the theory of planned behavior that shows the important role of attitude, norms and 

perceived behavioral control toward the behavioral intention. In particular, studies emphasized 

the role of attitude toward explaining the behavior of viewing advertising on social networks. 

One of the most important ways of understanding users and their perceptions and acceptance of 

advertising messages is a study of attitude (e.g.: Hadija et al, 2012). Most of previous studies on 

the web and social networks have shown that consumer’s attitudes toward advertising positively 

influences their responses toward advertising (e.g. Mir, 2014; Soares and Pinho, 2013; Boateng 

and Okoe, 2015).  

2.2. Attitude toward social network advertising and consumer behavior responses 

Attitude has been considered the most important antecedent to the intention to view 

advertising in social network. In fact, it is almost impossible to talk about opinions and views of 

advertising or the brand recognition on social network sites without considering users attitudes 

(Hadija et al, 2012). Here attitude toward social network advertising can be defined as “a 

predisposition to respond favorably or unfavorably to advertising content on social networking 

services” (Luna – Nevarez et al, 2015).  

According to the theory of planned behavior, the more favorable the attitude, the stronger 

should be an individual’s intention to perform the behavior under consideration. Previous studies 

have proved that customer’s attitude toward advertising affects their behavior toward advertising 

(Wang et al, 2009; Mir, 2014). Wang et al (2009) found that attitude toward advertising positively 

and significantly predicted advertising clicking and reported online shopping frequency. Similarly, 

Wolin et al (2002) found that Web advertising attitudes impacted on reported behavior toward 

Web advertising such that the more positive Web users’ attitudes toward Web advertising, the 

greater the likelihood that they would respond favorably to Web advertisements. In the context of 

social network, past research has also supported that attitude toward advertising affects consumers’ 

response toward advertising (e.g.: Mir, 2014; Soares and Pinho, 2013; Boeteng and Okoe, 2015; 

Chu et al, 2013). In this study, thus we formally hypothesize that:  
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H1: Attitude toward advertising will be positively related to behavioral intention of 

viewing advertisements in social networks. 

2.3. Moderators to the relationship from attitude to intention 

However, empirical results on the relationship between attitude and intention in social 

networks have been mixed. For example, some studies have found the significant relationship 

between attitude toward advertising and behavioral intention to view advertising on social 

networks (e.g. Gironda and Korgaokar, 2014; Lee and Hong, 2016; Chu et al., 2013). However, 

there are a number of other studies found that advertising in social networks environment was 

more likely to be avoided if the user has expectations of a negative experience, the advertising is 

not relevant to the user, or the consumer is skeptical toward the advertising medium (Kelly et al, 

2010), even though they may have positive attitude toward the advertising. Similarly, according 

to Hadija et al (2012), majority of the student respondents almost never noticed the 

advertisements on social network sites because they focused only on other content, such as 

friends profiles or pictures. 

Researchers thus have been calling for further research on the relationship. For example, 

Knoll (2015) stressed that advertising on social network sites is a relatively new phenomenon. 

The number of studies with different research contexts, different sample thus might lead to 

different findings about behavioral intention of viewing advertising on social networks. It is 

necessary then that we have more research on factors which moderate the relationship between 

attitude toward advertising and behavioral intention of viewing advertising in social networks.  

In fact, there are several studies that have shown some factors facilitating the relationship 

between attitude toward advertising and behavioral intention of viewing advertising in social 

networks. For example, Boateng and Okoe (2015) found that there is a significant relationship 

between consumers’ attitude toward social network advertising and their behavioral intention of 

viewing advertising on social networks. However, the researchers indicated that corporate 

reputation may moderate this relationship. Specifically, the higher the user trust in corporate 

reputation, the stronger the relationship between attitude and behavioral intention of viewing 

advertising on social networks. Similarly, Doan et al (2017) has argued that trust in advertised 

brand in social network moderated the relationship between the attitude and behavioral intention 

of seeing social network advertising.  

These studies, however, mainly relied on one particular sample. For example, in the study 

by Boateng and Okoe (2015) used a sample of social network users in Ghana within the ages of 

2837 years. Doan et al (2017) on the other hand used a student sample in the transition economy 

of Vietnam. Comparing those results in different contexts thus are impossible.  

In this study, thus, we revisit the important matter by using the theory of planned behavior 

with focus on the factors that facilitate the relationship between attitude toward advertising and 

behavioral intention of viewing advertising on social networks (Ajzen & Fishbien 2005). 

Specifically, according to Ajzen & Fishbien (2005), the attitude behavior consistency may 

depend on factors related to the person performing the behavior, the situation in which it is 
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performed or characteristics of the attitude itself. Among the individual difference variables that 

may moderate include self – monitoring tendency, self consciousness or self awareness and 

need for cognition. Thus, it was suggested that people (1) who have a vested interest in a topic; 

(2) who hold their attitude with great confidence and (3) for whom the attitude object is 

important, relevant or involving are likely to act in accordance with their general attitudes (Ajzen 

and Fishbein 2005). In this study, thus, we argue for three corresponding moderator variables 

including (1) involvement in social network advertising, (2) trust in the social network and (3) 

trust in advertised brand in social network.  

2.3.1 Involvement in social network advertising 

Involvement refers to the perception of the correlation of participation in advertising based 

on internal needs, values and interests. The antecedents of involvement include person factors 

(such as personal value), stimulus factors (such as the communication content) and situational 

factor (such as the participation of the advertising activity) (Zaichkowsky, 1994).  

In the social network environment, advertising may be considered irrelevant by users. This 

is because users consider advertising on these sites as some content they have to see just to keep 

the service free. Thus, although users have positive attitude, users may not intend to see 

advertisements on social network (Kelly & cộng sự 2010). A study by Hadija et al (2012) with a 

research sample of university students found that the respondents almost never noticed the 

advertising on social network because they focused on other content. Therefore, though users 

have positive attitude toward advertising, if advertisements would not be relevant to them, they 

may be not view it. Thus, it would be legitimate to conclude that involvement in social network 

advertising moderates the relationship between attitude toward advertising and behavioral 

intention of viewing advertising on social networks.  

H2: The customers’ involvement in the advertisements moderates the relationship between 

attitude and behavioral intention of viewing advertisements in social networks such that the 

stronger the customers’ involvement in the advertisements, the stronger the relationship between 

attitude and behavioral intention of viewing advertisements in social network, and vice versa. 

2.3.2 Trust in social network advertising and trust in advertised brand in social network 

In the context of social network sites, trust is referred to a belief or expectation about the 

other (trusted) party, or a willingness to rely on another party (GrabnerKräuter, 2009). We may 

consider two types of trust here: trust in social networks and trust in brands advertised in the 

networks. First, Hsiao et al (2010) defined trust in a Web site as the willingness of a consumer to 

trust a Web site. In study of Wu and Chang (2006) trust is an important factor influencing 

consumer purchasing decision. Thus, in this study, trust in social networks is referred to 

consumer’s willingness to believe that social network sites would act in the consumer’s best 

interests, social network sites continue to be good sources of information about products/services 

over the long term or for them to do comment and/or share ideas with others about 

products/services.  

Second, trust in advertised brand advertised in social networks is referred to a sense of 
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corporate reputation. Companies obtain their reputation by making customers feel how 

trustworthy they are. Trust in this sense does not just explain the ability of an actor to fulfill its 

promises, but also its intentions to fulfill the promise (Boateng and Okoe, 2015). In this study, 

trust in advertised brand in social network is defined as the willingness of the consumer to rely 

on the ability of the brand of the brand to perform its started functions.  

Empirically, Boateng and Okoe (2015) found that corporate reputation factor plays a 

moderating role in the relationship between attitude toward advertising and behavioral intention 

of viewing advertising on social network. Similarly, a recent study by Hamouda (2018) also 

found that the corporate reputation factor moderates the relationship between attitude toward 

advertising and behavioral intention of viewing advertising on social network. Marsh (2014) 

found that advertisements appearing on a credible Web site are trusted by consumers. He 

suggested that online consumers are concerned about the credibility of advertisements on Web 

sites. As a result, most consumers visit credible news site to validate the contents of what they 

read on social network. He indicated that reputation for trust is one critical source of “media 

industry’s unique value propositions”. A recent study on social – based brand communities 

suggests that social network site brand communities (e.g. Facebook) offer the brand an ability to 

enhance brand trust. Therefore, it would be legitimate to conclude that trust in advertised brand 

in social network and trust in social network moderate the relationship between consumers’ 

attitude toward social network advertising and the consumers’ behavioral intention. Thus, we 

formally hypothesize that:  

H3: Trust in social networks moderates the relationship between attitude and behavioral 

intention of viewing advertisements in social network such that the higher the trust in social 

networks, the stronger the relationship between attitude and behavioral intention of viewing 

social networks advertisements in social and vice versa.  

H4: Trust in advertised brand in social networks moderates the relationship between the 

attitude and behavioral intention of viewing social network advertisements such that the higher 

the trust, the stronger the relationship between attitude and behavioral intention of viewing 

social networks advertisements in social and vice versa. 

3. Research methods 

Research context 

For the empirical research dedicated to viewing advertising on social networks, Facebook 

social network site was selected as the social network advertising platform. There are several 

reasons that can be evoked to support this choice. First, Facebook is of great popularity around 

the world. As of the second quarter of 2018, Facebook had 2.23 billion monthly active users. 

Second, Facebook provides a variety of advertising options (e.g.: promoting a Facebook page, 

page post link…) while allowing consumers to react immediately by clicking a “like”, posting a 

comment, and even sharing the advertisements (Logan et al, 2012).  

The target population of this study is Facebook users. The data were collected in Vietnam. 

In fact, Facebook has become extremely famous in Vietnam in the recently years. Vietnam is 
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ranked seventh among countries with the biggest number of Facebook users. Overall, Vietnam 

has 46 percent active social media penetration rate. 

The student group is considered the main and most frequently users (Chu, 2011; 

eMarketer, 2009). In Vietnam, as of January 2017, Facebook users who aged 1824 years are the 

most users, with the highest number accounting for 34% of Facebook users (Wearesocial, 2017). 

In addition to, Facebook users aged 2534 are growing. In 2015, users in this group accounted 

for about 30%, but as of January 2017, this group has increased accounting for about 32% of the 

total Facebook users. Specifically, by 2015, the number of Facebook users aged 3544 had only 

accounted for 18%. By January 2017, the number of users in this category has increased by 12% 

of the total Facebook users. As such, the number of users of Facebook is growing in this group 

who is more likely to engage in ecommerce activities (Wearesocial, 2017).  

Sample and data collection 

 Different research contexts with different results make them incomparable. In fact, we 

hardly can find a study that compares the behavior of viewing advertisements for different user 

group. This study, thus, focus on testing the hypotheses and testing two samples including a 

student sample and a working one. In the first group, we selected a specific group of students 

who are future consumers and the most common users now in Vietnam. At the same time, we 

targeted students of different majors in universities in Hanoi, one of the largest city in Vietnam, 

to increase variation for statistical analysis.  

To compare the research results, a second sample of working people in Hanoi was selected. 

Knoll (2015) has shown that than 40% of the studies in this area have used convenient samples 

of college students. However, although students represent a large proportion of social media 

users, they are certainly not representative of all social media users. As a result, the previous 

findings may be limited to certain populations.  

Measures 

All the measures of this study have been adapted from previous literature. Intention of 

viewing advertising on social network construct have been measured by the items adapted by 

Zeng et al (2009). This scales were used by Soare and Pinho (2013) to measure consumer 

response to advertising on social networks. Attitude toward social network advertising have been 

measured by the items adapted by Boateng and Okoe (2015). The items selected to measure 

consumer response have been taken from the previous researches of Sun and Wang (2010). 

Involvement in social network advertising have been adapted from those of Zaichkowsky (1986). 

Finally, scales of trust in social network and trust in advertised brand in social network were 

adapted by Kananukul et al (2014). 

4. Results 

4.1. The student sample 

The purpose of this study was to examine to investigate the relationship between attitude 

toward advertising and behavioral intention of viewing advertising in social networks. The study 
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addressed four hypotheses to a census sample of N = 183 with student sample. Demographic 

data was also collected. Among the respondents (with student sample) there were 86 (47%) 

males and 97(53%) females. Also, most respondents were from 2024 years (94.5%). And, the 

income of most this group was less than 5 million VND.  

Before testing the model, we took to check reliability and validity of the measures; 

exploratory factor analysis (EFA) and Cronbach’s alpha reliability were conducted. Items 

measuring attitude toward advertising in social network, involvement in the advertisements in 

social network, trust in social network and trust in advertised brand in social networks are 

analyzed by the exploratory factor analysis using Principal Component method with Varimax 

rotation. Our analysis helped eliminate 14 items with low loading. Finally, six factors are drawn 

with a total deviation of 71.16%. All these factors have Cronbach’s Alpha at an acceptable level 

(0.7) as shown in table 1.1. 

Table 1.1: measure test results of the independent variables 

Items Loading 

Attitude toward social network advertisements  α = 0.821 

Overall, I like social media advertisements .078 

I consider social media advertisements very essential .078 

I would describe my overall attitude toward social media advertisements very favorably .709 

Moderate variables 

Involvement in the advertisements in social network  α = 0.831 

Advertisements in Facebook are related to me  0.851 

Advertisements in Facebook are valuable to me 0.727 

Advertisements in Facebook focused input to me 0.839 

Trust in social network     α = 0.742  

I feel that this social network would act in a consumer’s best interests  0.822 

I believe that this social network continues to be a good source of information about products/services over 
the long term, thus enhancing my confidence  

0.767 

I feel confident that I can rely on this social network when I need information about products/services of this 
nature  

0.680 

Trust in advertised brands in social network   α = 0.871 

This brand is believable 0.844 

This brand is credible 0.864 

I trust this brand 0.818 

This brand  makes a trustworthy impression 0.719 

In the table 1.2, the behavioral intention of viewing advertisements in social network are 

carried out in a similar way. The final items and reliable coefficient with factor is at an 

acceptable level (Table 1.2). 
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Table 1.2: measure test results of the behavioral intention and behavior of viewing 

advertisements in social network variables 

Items Loading 

Intention of viewing advertisements in social network  α= 0.821 

I will click on advertisements shown in Facebook 0.881 

I will pay attention to advertisements shown in Facebook  0.890 

I will search related information about advertisements shown in Facebook 0.805 

Testing results 

Table 1.3: Regression result with intention of viewing advertisements in social network is a 

dependent variable  student sample 

Independent variable M1 M2 M3 

Gender (1. Male; 2. Female) .046  .071  .075  

Age .074  .057  .061  

Personal average income .012  .020  .028  

Major (IT =1; non IT = 2) .007  .009  .014  

Information motivation  .043  .094  .094  

Product information search motivation .172 * .094  .077  

Networking information  .210 ** .077  .078  

Entertainment motivation  .218 ** .152 * .157 ** 

Attitude toward advertisements    .279 *** .301 *** 

Involvement in advertisements   .069  .028  

Trust in advertised brand    .002  .047  

Trust in Facebook    .035  .008  

Attitude toward advertisements x Involvement in advertisements mean center     .104  

Attitude toward advertisements x Trust in advertised brand mean center     .181 ** 

Attitude toward advertisements x Trust in Facebook mean center     .073  

R2 .186  .372  .391  

R2 Change .186  .186  .019  

Adjusted R2  .149  .320  .328  

F change 4.968  8.311  1.671  

a significant at 90%; * at 95%; ** at 99%; *** at 99,9% 

4.2 The working people sample 

The study addressed four hypotheses to a census sample of N=222 with working sample. 

Among the respondents (with working sample) there were 90 (40.5%) males and 132 (59.5%) 

females. Employees in this sample aged from 20 to 25 accounting for 37.8%, from 25 to less 

than 30 accounting for 33.8%, from 30 or more accounted for 28.4%. 

4.2.1 Testing reliability and validity of the scale 

The Cronbach’s alpha for almost the constructs were above 0.7 indicating that measures 

are validity (Hair et al., 1998). 
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Exploratory factor analysis (EFA) 

Items measuring attitude toward advertising in social network, involvement in the 

advertisements in social network, trust in social network and trust in advertised brand in social 

networks are analyzed by the exploratory factor analysis using Principal Component method, 

Rotational varimax.  

Table 1.4: Measure test results of the independent variables – with working sample 

Items Loading 

Attitude toward social network advertisements α = 0.879 

Overall, I like social media advertisements .748 

I consider social media advertisements very essential .823 

I would describe my overall attitude toward social media advertisements very favorably .797 

Moderate variables 

Involvement in the advertisements in social network α = 0.861 

Advertisements in Facebook are related to me  .825 

Advertisements in Facebook are valuable to me .781 

Advertisements in Facebook focused input to me .816 

Trust in social network     α = 0.881  

I feel that this social network would act in a consumer’s best interests  .775 

I believe that this social network continues to be a good source of information about products/services over 
the long term, thus enhancing my confidence  

.846 

I feel confident that I can rely on this social network when I need information about products/services of this 
nature  

.736 

I trust this SNS in providing accurate information about products/services  .723 

Trust in advertised brands in social network  α = 0.900 

This brand is believable .807 

This brand is credible .733 

I trust this brand .831 

This brand  makes a trustworthy impression .726 

In the figure below, the behavioral intention of watching advertisements in social network 

are carried out in a similar way. The final items and reliable coefficient with factors are at an 

acceptable level (Figure 1.5). 

Table 1.5: Measure test results of the behavioral intention and behavior  

of watching advertisements in social network variables 

Items Loading 

Intention of watching social network advertisements α = 0.892  

I will click on advertisements shown in Facebook .931 

I will pay attention to advertisements shown in Facebook  .991 

I will search related information about advertisements shown in Facebook .876 
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4.2.2 Testing results 

Table 1.6: Regression result with intent of watching advertisements  

in social network is a dependent variable with nonstudent sample. 

Independent variable M1 M2 M3 

Gender (1. Male; 2. Female) .153 * .028  .017  

Age .070  .023  .003  

Work for Vietnam enterprises .089  .003  .004  

Work for Foreign invested enterprises .053  .003  .002  

Free work .056  .032  .013  

Business owners .039  .069  .059  

Job  .116  .073  .056  

Education .027  .006  .018  

Personal average income .138 * .146 ** .152 ** 

Information motivation  .016  .038  .035  

Product information search motivation .412 *** .214 *** .227 *** 

Networking information motivation .070  .115  .116  

Entertainment motivation  .062  .014  .012  

Subjective norms   .075  .052  

Perceived behavioral control   .100  .087  

Attitude toward advertisements    .392 *** .388 *** 

Involvement in advertisements    .033  .051  

Trust in advertised brand    .065  .070  

Trust in Facebook    .186 ** .203 ** 

Attitude toward advertisements x Involvement in advertisements mean center     .104 a 

Attitude toward advertisements x Trust in advertised brand mean center     .066  

Attitude toward advertisements x Trust in Facebook mean center     .143 ** 

R2 .242  .572  .588  

R2 change .242  .330  .016  

Adjusted R2 .195  .532  .542  

Change F 5.116  25.968  2.533  

a significant at 90%; * at 95%; ** at 99%; *** at 99,9% 

Table 1.7: Total results of hypotheses analysis 

Hypotheses Status 

Results 

Student 
sample 

Working 
sample 

 

H1 

Attitude toward advertising in social network will be positively related to 
behavioral intention of watching advertisements in social network. 

Supported Supported 

 

H2 

The customers’ involvement in the advertisements moderates the relationship 
between attitude and behavioral intention of watching advertisements in social 
network: the stronger the customers’ involvement in the advertisements, the 
stronger the relationship between attitude and behavioral intention of watching 
advertisements in social network, and vice versa. 

Not 
Supported 

Not 
Supported  
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Hypotheses Status 

Results 

Student 
sample 

Working 
sample 

H3 

Trust in social networks moderates the relationship between attitude and behavioral 
intention of watching advertisements in social network: the higher the trust in social 
networks, the stronger the relationship between attitude and behavioral intent of 
watching social networks advertisements in social and vice versa. 

Not 
Supported 

 
Supported 

H4 

Trust in advertised brand in social networks moderates the relationship 
between the attitude and behavioral intention of watching social network 
advertisements: the higher the trust, the stronger the relationship between 
attitude and behavioral intent of watching social networks advertisements in 
social and vice versa. 

Supported 
Not 
Supported 

5. Discussion and conclusion   

5.1. Discussion 

The findings of this study show that the hypothesis H1 is accepted. The results revealed 

that attitude toward advertisements in social networks had a significant relationship with 

behavioral intention of viewing advertising in social network. Several past studies showed 

similar results (ex: Wu and Wang, 2008; George, 2002; Muk, 2013).  

Hypothesis 2: The customers’ involvement in the advertisement in the advertisements 

moderates the relationship between attitude and behavioral intention of watching advertisements 

in social network: the stronger the customers’ involvement in the advertisements, the stronger 

the relationship between attitude and behavioral intention of watching advertisements in social 

network, and vice versa. The results from both student sample and working sample showed that 

the hypothesis was not supported. Especially, with working sample these results showed that the 

customers’ involvement in advertisements hindered the influence from attitude toward 

advertisements in social network to intention of watching advertising in social network. This is 

likely to be in line with the study of Aguirre et al. (2015), who found that when consumers are 

not informed, customers reject the personalized content and exhibit lower behavioral intention. 

Hypothesis 3: Trust in social networks moderates the relationship between attitude and 

behavioral intention of watching advertisements in social network: the higher the trust in social 

networks, the stronger the relationship between attitude and behavioral intent of watching social 

networks advertisements in social and vice versa. The results showed that the student sample was 

not supported by the hypothesis 3. However, the working sample was supported by the 

hypothesis 3. Thus, trust in social network, for working sample moderates the relationship 

between consumers’ attitude toward social network advertisements and consumers’ intention of 

watching advertisement in social networks.  

Similarly, the hypothesis 4 mentioned that Trust in advertised brand in social networks 

moderates the relationship between the attitude and behavioral intention of viewing social 

network advertisements: the higher the trust, the stronger the relationship between attitude and 

behavioral intention of viewing advertisements in social networks and vice versa. The findings 

showed that, with working sample, the hypothesis 4 was not supported. In contrast, with student 

sample, this hypothesis supported.  
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Therefore, in this research, the authors has found the elements that could help improve or 

hinder the relationship between attitude toward advertising and intention of watching 

advertisements in social network in Vietnam. For student sample, customers’ trust in advertised 

brand might be the factor that strengthens the intention to view social network advertisement. 

The stronger the trust in advertised brand, the greater the intention. Thus, customers are more 

likely to watch the advertisements. For working sample, customers’ trust in social network might 

be the factor that strengthens the intention to watch social network advertisement. Theoretically, 

the research results contributes to the studies on the relationship between attitude and behavioral 

intention, particularly in the conditions that promote this relationship. The findings also explain, 

to a certain extent, the existence of the gap from customers’ attitude to their intention to view 

social network advertisements. 

5.2. Recommendation for advertisers 

Practically, the findings put forward some suggestions for the advertisers in the context of 

social networks with the most important factor to be consider is the enhancement of trust in 

advertised brand. The improvement of intellectual property, ensuring products’ quality as well as 

supply and after sale services. 

The results imply that companies that intend to use social media advertising must build a 

corporate image for themselves; such companies should empathize with their customers and 

instill trust and confidence in their customers. Again, companies that intend to use social media 

advertising must create memorable and lasting impression on the mind of their consumers in 

every encounter.  

5.3. Some limitations of the research and directions for further research  

5.3.1 Some limitations of the research 

 The difficulties in collecting survey forms were a sample size limitation. The author did 

not reach the advertisers and advertising companies; 

 Due to difficulties in accessing samples in other localities, the research sample was 

conducted only in Hanoi, which made the dissertation less representative of users of the cities. 

However, this limitation is partly overcome as the sample has many characteristics similar to that 

of the general user in Vietnam. 

5.3.2 Some directions for further research 

 Expanding the scope of research with other developed cities  such as Ho Chi Minh City 

and Da Nang  expanding the research object to better see the impact of factors on the behavior 

of watching advertising on the social network. 

 Designing questionnaires to assess the impact of factors on the behavior of advertising on 

the social network from various sources; 

 Future researchers may continue to investigate consumers’ behavior toward  advertising 

in social network, for example, intention to purchase products after watching advertisements in 

social networks and the actual purchase behavior. 
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 Again, future studies may explore other variables that can also moderate attitude toward 

advertising in social network and consumers’ behavioral intention.  

5.4. Conclusion 

This study found that intention of watching advertisements in social networks had a 

significant relationship with behavior of watching advertising in social network in Vietnam. With 

nonstudent sample, trust in social networks moderates the relationship between attitude and 

behavioral intention of watching advertisements in social network: the higher the trust in social 

networks, the stronger the relationship between attitude and behavioral intent of watching social 

networks advertisements in social and vice versa. With student sample, trust in advertised brand in 

social networks moderates the relationship between the attitude and behavioral intention of 

watching social network advertisements: the higher the trust, the stronger the relationship between 

attitude and behavioral intent of watching social networks advertisements in social and vice versa 

The findings put forward some suggestions for the advertisers in the context of social 

networks with the most important factor to be consider is the enhancement of trust in advertised 

brand. The improvement of intellectual property, ensuring products’ quality as well as supply 

and after sale services. The results imply that companies that intend to use social media 

advertising must build a corporate image for themselves; such companies should empathize with 

their customers and instill trust and confidence in their customers. This thesis also given some 

directions for further research, for example, expanding the scope of research with other 

developed cities  such as Ho Chi Minh City and Da Nang  expanding the research object to 

better see the impact of factors on the behavior of watching advertising on the social network. 

Again, future studies may explore other variables that can also moderate attitude toward 

advertising in social network and consumers’ behavioral intention.  
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Abstract: The results of the survey of 215 visitors in 3 traditional craft tea villages in Thai 

Nguyen province were analyzed by using multivariate data analysis (test for the reliability of the 

scales, explanatory factor analysis and multivariate regression analysis) to determine the factors 

that affect the satisfaction of visitors with the villages. The results showed that emotional values, 

natural characteristics, infrastructure, tourist facilities and government support are factors that 

influence visitor satisfaction.  Based on that, the study proposed some solutions to improve 

tourist satisfaction and develop traditional craft tea village tourism in Thai Nguyen province 

towards a sustainable manner. 

Keywords: affecting factors, Thai Nguyen province, traditional craft tea villages, visitors’ 

satisfaction. 

 

1. Introduction 

Among many tourism categories, a general consensus has emerged on the role and 

potential of community tourism in general and craft village tourism in particular in the national 

as well as provincial tourism development strategies. This is considered a sustainable way of 

tourism in which local communities are directly involved in tourism activities. Through this, 

traditional values are preserved and developed, meeting the diverse, high quality and reasonable 

tourist needs of visitors. 

Thai Nguyen is not only known for its famous tourist spots such as Nui Coc Lake, Phuong 

Hoang Cave, ATK Dinh Hoa but also known as a "tea capital" of Vietnam with its distinguished 

tea product quality, attracted, beautiful green tea valleys and many unique cultural features of the  

traditional craft tea villages. Thai Nguyen traditional craft tea villages are located in charming 

landscape regions with the kind and hospitable tea farmers. This is a good condition to attract 

tourists to the tea villages.  

Recently, Thai Nguyen province has launched a development strategy which determines 

"promoting tourism to become a key economic sector of the province". Based on the exploitation 
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of available resources, Thai Nguyen has develop unique types of tourism of  the province, 

developed ecotourism and backtotheorigin tours associated with specialty tea villages  as 

especial destinations. They are: i) Museum of Ethnic Culture of Vietnam  Tan Cuong Tea 

Cultural Space (visit Tan Cuong  Traditional Craft Tea Village)  Nui Coc Lake (boat trip on Nui 

Coc Lake); ii) Museum of Ethnic Culture of Vietnam  La Bang Tea Cultural Space (visit La 

Bang  Traditional Craft Tea Village)  Nui Coc Lake (boat trip on Nui Coc Lake)  (visit Tan 

Cuong  Traditional Craft Tea Village); and some other  traditional craft tea villages namely The 

Song Cau Fifth Hamlet, Khuon II Hamlet, etc. Therefore, tourism in Thai Nguyen province has 

brought about remarkable economic and social benefits. However, certain limitations has been 

revealed such as: i) the management of tourist destinations have not really been paid attention to; 

ii) people's consciousness at some tourist sites and traditional craft tea villages on the role of 

tourism development is limited; iii) the infrastructure does not meet the requirements of the 

tourists; iv) the local services are spontaneous and not synchronous, and so on. Hence, to 

sustainably develop tourism in general, traditional craft tea villages’ tourism in particular, the 

study of the factors affecting the satisfaction of the visitors with the villages is in urgent need. 

2. Theoretical basis 

Tourism in general and traditional craft village tourism in particular, are now being paid 

much attention by the authorities at all levels and scientists. Many scientists participated in 

analyzing the situation and finding solutions to develop tourism. Overseas studies such as Kotler 

(2001), Ibrahim and Gill (2005), Lin, et al. (2007), Martin, et al. (2008), Lee (2009), Williams and 

Soutar (2009), Hung and Petrick (2012) studied the satisfaction and loyalty of visitors at tourist 

destinations. Some domestic studies such as Thanh, et al. (2011), Nhu, et al. (2013), Khang, et al. 

(2013), Kien, et al. (2014), Duc, et al. (2017) studied factors influencing visitor loyalty and craft 

village development in combination with tourism development in some localities. 

However, each study analyzed the different aspects. Therefore, the article inherited results 

of the previous studies and apply them in tourism development in the traditional craft tea village 

to analyze the effect of each factor on the satisfaction of the tourists who visited the tea villages, 

then propose some solutions for sustainable tourism development at traditional craft tea villages 

of Thai Nguyen province in the coming time. The factors considered in this study include: 

Natural Characteristics (DDTN): According to Lin, et al. (2007), Martin, et al. (2008), 

natural characteristics are considered to be unique attributes of each locality, each tourist 

destination that include scenery, environment and climate. This factor influences visitor 

attraction and is measured through the perception of the natural landscape of each visitor 

including 6 observed variables: landscape beauty (DDTN1); Environment at tourist sites 

(DDTN2); Climate at tourist sites (DDTN3); Geographical location (DDTN4); Topography of 

the tourist sites (DDTN5); System of plants and animals at tourist sites (DDTN6); 

Traveling Facilities (TNDL): Lin, et al. (2007) suggested that travel facilities are the 

elements of service at the destination. This factor depends on the local travel service providers 

and the local people at the destinations: the quality of life, service products provided at the 

destination, measured by five observable variables: i) Accommodation quality (TNDL1);  Food 
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quality (TNDL2); Useful services (TNDL3); Quality of travel services in line with prices 

(TNDL4); Good organization provided for the tourism by tourist institutions (TNDL5). 

Infrastructure (CSHT): It is a system of roads, means of transport, the convenience of 

transportation, facilities at the destination that meet the requirements of travel, accommodation 

and recreation of visitors. Lin, et al. (2007), Kien, et al. (2014) measured it by five observable 

variables: Transport network (CSHT1); Internet and communications network (CSHT2); 

Facilities for the tourism (CSHT3). 

Government support (HTCQ): These are local policies to facilitate visitor arrivals at tourist 

sites: support for public administration services, legal systems, information and communication 

systems, and so on. This factor is measured by 4 observable variables: Support for public 

administration services (HTCQ1); Favorable conditions for visitors created by local legal 

regulations (HTCQ2); Information and communication system for local tourism development 

(HTCQ3); Support for local security and order (HTCQ4) (Kien, et al.,2014). 

Emotional Values (GTCX): Evaluated by travelers' perceptions of travel destinations: 

feeling of security, enjoyment, exploration desire, excitement, or romantic feeling when traveling 

at a destination (Williams, et al.,2009) which is measured by 5 observable variables: Feeling of 

safety (GTCX1); Feelings of excitement (GTCX2); Desire to explore (GTCX3); Stimulation for 

tourists (GTCX4); Romantic feelings at the tourist site (GTCX5). 

Visitor satisfaction (HL): According to Kotler (2001), feelings of satisfaction or 

disappointment result from the comparison of service use results with initial 

expectations; According to Duc, et al. (2017), the satisfaction of visitors is the feeling of 

comfort, interesting destination that visitors experience, measured by 3 observation variables: 

Satisfaction with the destination (HL1); Satisfaction with the services provided by the tourist 

destination (HL2); Satisfaction with all reasonable services (HL3). 

 
 

Figure 1. Theoretical Framework 
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Hypotheses: 

Hypothesis 1: Natural characteristics affect positively the tourist satisfaction.  

Hypothesis 2: Tourism facilities affect positively the tourist satisfaction.  

Hypothesis 3: Tourism infrastructure affects positively the tourist satisfaction.  

Hypothesis 4: Governmental supports affect positively the tourist satisfaction.  

Hypothesis 5: Emotion values affect positively the tourist satisfaction.  

3. Research Methods 

Study sites: Currently, the traditional craft tea village tourism is being implemented in 

some typical communes in three special tea regions of the province such as Tan Cuong and Phuc 

Xuan communes (in the special tea area of the city Thai Nguyen); Song Cau township, Vo Tranh 

commune and Tuc Tranh commune (belonging to tea area of Dong Hy district and Phu Luong 

district); La Bang and Hung Son townships (belonging to the specialty tea area of Dai Tu 

district). Three traditional craft tea villages have been selected for the study including the 

traditional craft tea village of Hong Thai II (Tan Cuong commune, Thai Nguyen city), the 

traditional craft tea village of Hamlet 5, Song Cau township (Dong Hy district), La Bang 

traditional craft tea village (La Bang commune, Dai Tu district). 

Data survey: 

Surveyed  subjects: Domestic and international tourists traveling in 3 selected villages were 

randomly selected. 

Sample size: There were 300 questionnaires (100 questionnaires in each village), 215 valid 

questionnaires have been used. According to Hair, et al. (2006), for the use of Explanatory 

Factor Analysis method, the observations/measurement variables ratio should be at least 5/1. In 

this study, the number of measurement variables (in other words, observable variables) is 26; 

hence, the minimum required sample size is 130. The 215 samples used for the study are much 

larger than the requirement that ensure a high reliability. 

Questionnaire: The content of the questions in the questionnaire aims to gather visitors' 

opinions about their characteristics and their opinions on the observable variables. Their answer 

were coded by the Likert scale of 5 points (1: Strongly disagreed, 2: Disagreed, 3: Neutral, 4: 

Agreed and 5: Strongly Agreed). The questionnaire was translated from Vietnamese into English 

for use by international visitors.  

Survey time: April to May, 2018. 
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Table 1. Characteristics of surveyed visitors  

Criteria Number (people) Proportion (%) 

Gender 
Male 91 42.33 

Female 124 57.67 

Nationality 
Vietnamese 187 86.98 

International 28 13.02 

Age (years old) 

<25 105 48.84 

2535 45 20.93 

3650 38 17.67 

>50 27 12.56 

Monthly Income 

(VND million) 

<9 185 86.05 

918 15 6.98 

1927 11 5.12 

>27 4 1.86 

Education attainment 

Postgraduate 29 13.49 

University/college 126 58.60 

High School 39 18.14 

Secondary school and bellow 21 9.77 

Total 215 100 

Data analysis methods 

The analysis of the factors affecting the satisfaction of visitors in traditional craft tea 

villages in Thai Nguyen province has been conducted in three steps: 

● Test for the reliability of the scales (factors)  

 Checking the quality of the observation variable: If an observation variable has Corrected 

ItemTotal Correlation ≥ 0.3, this observation variable ensures a good quality (Nunally & 

Burstein, 1994).  

 Checking the quality of the scales (each factor): If the Cronbach's Alpha coefficient of 

each scale is ≥ 0.6, the scale has acceptable quality for reliability (Hair. et al., 2006). 

● Explanatory Factor Analysis (EFA)  

 Checking EFA method conformity: if: 0.5 <KMO <1, EFA is considered to fit the actual 

data set. 

 Verifying that the observed variables are correlated in a scale: if Barlett's Test is 

statistically significant (Sig. ≤ 0.05), observable variables are correlated one another in a scale. 

 Checking the explanation possibility of observable variables: if Total Variance Explained 
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≥ 50%, at least 50% of a change in the representative factors explained by the observable 

variables (Hair, et al., 2006);  

 Checking summary capacity of a factor: if Eigenvalue (representing the variance 

explained by each factor) > 1, the factor that generates the best summary of the information from 

its observable variables.  

● Regression analysis  

  To test for the suitability of the regression model, Ftest is employed: regression function 

is statistically significant at 0.05 if F  statistic has Sig. ≤ 0.05 

 To test for the statistical significance of each unstandardized regression coefficient, Ttest 

is employed: if the tstatistic has Sig. ≤0.05, the effect of the independent variable on the 

dependent variable is statistically significant at 0.05. 

4. Research results 

4.1. Test for the reliability of the scales (factors) 

As seen in the Table 2, all the Corrected ItemTotal Correlation coefficients of the 

observed variables are > 0.3, so 26 observable variables are of good quality. On the other hand, 

all the factors (scales) have Cronbach's Alpha > 0.6, so all factors meet the quality requirements 

or reliability requirements for inclusion in the EFA analysis. 

Table 2.  Cronbach’s Alpha and Corrected ItemTotal Correlations  

 
Scale Mean if Item 

Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if 

Item Deleted 

Natural characteristics                   Cronbach’s Alpha = 0,918 

DDTN1 16.90 8.102 .673 .919 

DDTN2 16.65 9.033 .591 .925 

DDTN3 16.72 8.454 .650 .919 

DDTN4 16.56 7.715 .893 .884 

DDTN5 16.61 8.079 .953 .880 

DDTN6 16.59 7.917 .903 .884 

Tourist facilities        Cronbach’s Alpha = 0,728 

TNDL1 16.16 4.237 .331 .735 

TNDL2 16.08 3.432 .532 .664 

TNDL3 16.01 3.500 .507 .674 

TNDL4 15.96 3.335 .542 .660 

TNDL5 16.00 3.883 .553 .665 

Infrastructure                     Cronbach’s Alpha = 0,902 

CSHT1 12.63 12.683 .865 .857 

CSHT2 12.60 12.764 .789 .872 

CSHT3 12.60 12.840 .843 .862 
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Scale Mean if Item 

Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if 

Item Deleted 

CSHT4 12.62 13.227 .780 .875 

CSHT5 12.92 13.550 .550 .930 

Government support                 Cronbach’s Alpha = 0,850 

HTCQ1 9.44 4.901 .630 .834 

HTCQ2 9.56 4.276 .756 .779 

HTCQ3 9.28 4.821 .705 .803 

HTCQ4 9.10 4.896 .671 .817 

Emotional value                          Cronbach’s Alpha = 0,836 

GTCX1 16.22 14.679 .732 .783 

GTCX2 16.36 15.017 .667 .797 

GTCX3 16.50 14.419 .724 .784 

GTCX4 16.22 15.941 .530 .826 

GTCX5 16.69 18.103 .459 .836 

GTCX6 16.37 16.506 .554 .820 

4.2. Exploratory Factor Analysis 

* Test for the conformity of EFA 

As seen in the Table 3, since KMO is 0.809> 0.5, the EFA is appropriate with the data set. 

Barlett's test has df=253 with statistical significance level=0.000 <0.05, so the observed variables 

have a linear correlation to the representative factors. Therefore, data is appropriate for EFA. 

Table 3. KMO and Bartlett's Test 

KaiserMeyerOlkin Measure of Sampling Adequacy. .809 

Bartlett's Test of Sphericity 

Approx. ChiSquare 3529.749 

df 325 

Sig. .000 

* Test for the explanation degree of observable variables to the variation of the factors 

As seen in the Table 4, the cumulative variance value is 69,211(%) in the Cumulative 

columns. This means that 69,211% of the change in these six factors is explained by their 

observational variables. The eigenvalues of every factor is > 1 confirming that these factors are 

very good summaries of their observed variables. 

Table 4. Total variance explained 

Component 

Initial Eigenvalues 
Extraction Sums of Squared 

Loadings 
Rotation Sums of Squared 

Loadings 

Total 
% of 

Variance 
Cumulative 

% 
Total 

% of 
Variance 

Cumulative 
% 

Total 
% of 

Variance 
Cumulative 

% 

1 5.030 19.345 19.345 5.030 19.345 19.345 4.471 17.197 17.197 

2 3.998 15.377 34.721 3.998 15.377 34.721 3.718 14.300 31.497 
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Component 

Initial Eigenvalues 
Extraction Sums of Squared 

Loadings 
Rotation Sums of Squared 

Loadings 

Total 
% of 

Variance 
Cumulative 

% 
Total 

% of 
Variance 

Cumulative 
% 

Total 
% of 

Variance 
Cumulative 

% 

3 3.684 14.168 48.890 3.684 14.168 48.890 3.390 13.040 44.537 

4 2.659 10.228 59.117 2.659 10.228 59.117 2.866 11.022 55.559 

5 1.602 6.161 65.278 1.602 6.161 65.278 2.426 9.331 64.890 

6 1.023 3.933 69.211 1.023 3.933 69.211 1.123 4.321 69.211 

7 .839 3.228 72.439       

8 .827 3.182 75.621       

9 .732 2.816 78.437       

10 .616 2.370 80.807       

11 .582 2.239 83.046       

12 .539 2.072 85.118       

13 .503 1.936 87.054       

14 .464 1.785 88.840       

15 .403 1.549 90.389       

16 .386 1.484 91.872       

17 .344 1.321 93.193       

18 .328 1.261 94.455       

19 .310 1.194 95.648       

20 .271 1.042 96.691       

21 .241 .927 97.618       

22 .219 .842 98.460       

23 .159 .613 99.072       

24 .142 .545 99.617       

25 .054 .208 99.825       

26 .045 .175 100.000       

*Results of EFA  

Table 5. Rotated Component Matrix for independent factors 

 
 

Component 

1 2 3 4 5 

DDTN1 .757     

DDTN2 .695     

DDTN3 .749     

DDTN4 .933     

DDTN5 .967     

DDTN6 .937     

CSHT1  .917    

CSHT2  .876    

CSHT3  .911    
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Component 

1 2 3 4 5 

CSHT4  .892    

CSHT5  .617    

GTCX1   .813   

GTCX2   .808   

GTCX3   .829   

GTCX4   .636   

GTCX5   .557   

GTCX6   .667   

HTCQ1    .760  

HTCQ2    .857  

HTCQ3    .841  

HTCQ4    .800  

TNDL1     .652 

TNDL2     .784 

TNDL3     .686 

TNDL4     .745 

TNDL5     .702 

In the Table 5, the observed variables have Factor loading ≥ 0.557> 0.5 shows that the 

correlation coefficient between each observation variable and each representative factor is 

relatively close to tight. Thus, the five factors representing the observed variables are the 

independent variables that affect visitor satisfaction (dependent variable). 

Table 6. Rotated Component Matrix for dependent factor (tourist satisfaction) 

Observable variable Factor loading 

HL1 .847 

HL2 .856 

HL3 .797 

The results of factor analysis for visitor satisfaction show that: Factor loadings of all 

observable variables ≥ 0.797 > 0.5 imply that the correlation coefficient between each observation 

variable and its representative factors (visitor satisfaction) is at a tight level. Thus, the factor of visitor 

satisfaction, that represents the observed variables, is a good dependent variable.  

4.3. Regression Analysis 

Dependent variable is the “Visitors’ Satisfaction” (HL); 05 independent variables include 

"Natural Characteristics" (DDTN); "Travel Facilities" (TNDL); "Infrastructure" (CSHT); 

"Government Support" (HTCQ); and "Emotional Value" (GTCX). 
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Running regression gives the following results: 

Table 7. Model Summary 

R R Square 
Adjusted R 

Square 
Std. Error of the 

Estimate 

.823 .677 .669 .57538285 

Table 8. ANOVA 

 Sum of Squares df Mean Square F Sig. 

 Regression 144.807 5 28.961 87.480 .000 

Residual 69.193 209 .331   

Total 214.000 214    

Table 9. Regression coefficients 

 

Unstandardized 
Coefficients 

Standardized 
Coefficients t Sig. 

Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 Constant 0.003 0.040  0.094 0.000   

TNDL 0.094 0.039 0.094 0.120 0.018 10.000 10.000 

CSHT 0.120 0.039 0.120 0.297 0.003 0.999 10.001 

DDTN 0.297 0.039 0.297 0.750 0.000 0.999 10.001 

GTCX 0.750 0.039 0.750 0.025 0.000 0.996 10.004 

HTCQ 0.026 0.040 0.025 0.094 0.020 0.993 10.007 

In the Table 8, F = 87.48 with Sig. = 0.000, the regression model is statistically significant 

at 0.000.  

Tests for multicollinearity, autocorrelation, and heteroscedasticity were satisfied, 

indicating that the regression model does not violate the OLS assumptions. 

The Table 9 shows that all unstandardized regression coefficients of the five independent 

variables have Sig. = 0.00 <0.05 which implies that the five variables included in the model are 

statistically significant in relation to the dependent variable. As seen in the Table 7, the Adjusted 

Rsquare is 0.669. This means that the model explains 66.9% the variation in tourist satisfaction 

with five statistically significant independent variables namely infrastructure (CSHT); natural 

characteristics (DDTN); emotional value (GTCX); and government support (HTCQ). Using 

unstandardized regression coefficients (B), the following regression equation is obtained: 

HL = 0.03+0.094TNDL+0.120CSHT+ 0.297DDTN + 0.750GTCX+0.26HTCQ 

All the unstandardized regression coefficients are positive, so these independent variables 

are positively correlated with the dependent variable. The magnitude of each unstandardized 

regression coefficient shows the specific effect of the respective independent factor on the 

change in visitors' satisfaction. For instance, when emotional value increases by one point, the 

visitors' satisfaction will increase by 0.750 points. 
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Besides, the standardized coefficients (Beta) show that factors affecting the satisfaction of 

the tourists in the traditional craft tea village of Thai Nguyen province by the degree of impact 

from stronger to weaker are: Emotional value; Natural characteristics; Infrastructure; Tourist 

facilities and; Government support. In particular, the factor of emotional value has the strongest 

impact on the satisfaction of visitors to the traditional craft tea villages of Thai Nguyen province. 

 This can be explained that tourist satisfaction depends on the interests of tourists the most: enjoy 

the experience, desire to explore, enjoy the romantic scenery, and so on. Meanwhile, most of 

tourists coming to traditional craft tea villages are selforganized tourists; and there are no 

tourism management agencies of traditional craft tea villages. Thus, the role of local government 

support has not been appreciated, then not much effect on the visitors' satisfaction. 

5. Conclusion and recommendations 

5.1. Conclusion 

There are 05 factors that affect the satisfaction of tourists in the traditional tea villages in 

Thai Nguyen province, according to the level of impact are in the following sequence: emotional 

value; natural features; the infrastructure; travel facilities and government support. 

5.2. Recommendations 

To develop tourism in traditional craft tea villages, the following recommendations have 

been proposed: 

For local governments 

Firstly, the Provincial People's Committee should have a policy of close coordination 

between the relevant departments and agencies in organizing the development of tourism village. 

Specifically, coordination between the Association of Craft Villages with the Department of 

Culture  Sports and Tourism with the authorities of districts, communes and the traditional craft 

tea villages, from which the policies of the province are implemented synchronously and 

effectively. Secondly, the attractiveness of the destination and the accessibility to the villages 

should be further improved through the enhancement of information and communication 

services, and the signs to craft villages should be built. 

Thirdly, it is necessary to build a local tourism trademark based on the perception of 

visitors to the traditional craft tea village. 

Fourthly, in order to develop the tourism of traditional craft tea villages, to promote the 

cultural values of craft villages, local authorities should attract investment capital sources for the 

tea village tourism: construction of transportation system; propagate and encourage everyone, 

every family and every organization to preserve the landscape and environment in the traditional 

craft tea villages. 

Fifthly, the Provincial People's Committee should have policies to train human resources 

for tourist activities in traditional craft tea villages on foreign language skills, tourism marketing 

skills, hotel and restaurant services. 
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For the tourism enterprises 

Firstly, tourism enterprises need to organize tours with destinations such as tea villages and 

Tea Cultural Spaces. 

Secondly, tourism enterprises need to focus on improving their service quality by 

improving the level of tour guides to the traditional craft tea villages to guide visitors to enjoy 

the beauty of the tea area, cultural tea space, the cultural beauty in tea production, processing and 

preservation, the beauty in the art of tea drinking to affect the emotions of visitors. 

Thirdly, to upgrade the tourist facilities for tourists: passenger transportation facilities, 

living facilities during moving in and out and during living in the traditional craft tea villages. 

For residents in the traditional craft tea villages 

Firstly, it is necessary to raise the awareness of people in traditional craft tea villages about 

the role of tourism in socioeconomic development of the locality in general, of the tea 

households in particular. From there, change the perception and thinking of the people to 

promote the tradition of hospitality and friendliness between the local people and the tourists. 

Secondly, raising awareness of the traditional craft tea villagers about the environmental 

sanitation of the village to ensure a clean environment is also in need to meet the demand for 

food, travel and experiencing of the visitors. 
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Abstract: Qualitative and quantitative research is conduced to assess the level of impact, 

test the factors that affect Vietnamese customers’ brand loyalty on the brand of “May 10”. 

Qualitative research has helped to remove 3 observation variables on a total of 29 observation 

variables to match the current situation in terms of factors affecting customers’ brand loyalty on 

the brand of “May 10”. Quantitative research was conducted for 394 customers who are 

currently using garment products of May 10 in Hanoi. The results show that Vietnamese 

customers’ brand loyalty on the brand of “May 10” is influenced by four factors: (1) Perceived 

quality, (2) Brand identity, (3) Brand trust, (4) Relationship quality.  

Keywords: brand loyalty, May 10. 

 

1. Introduction 

In the era of development on human knowledge, people will pay more attention to 

consume high quality garments as their social values and status are expressed through the use of 

costumes, therefore the perceived quality or brand trust affects customers’ brand loyalty. Now 

the garment market in Vietnam is very diverse with many fashion brands like Viettien, Ivymoda, 

Elise…along with that are many foreign fashion brands imported from China, Thailand, Japan, 

Korea, France… In the domestic of Vietnam, the Garment 10 Corporation is one of the leading 

domestic companies with a history of over 70 years and has a high reputation. However, 

Garment 10 Corporation is currently focusing more than 80% of its capacity for exporting 

products abroad but not focusing on the domestic market, thus the brand “May 10” seems to be 

clustered and weak in comparison with foreign brands in Vietnam. The question herein is 

whether brand loyalty of Vietnamese people on the May 10 brand has been blurred and what 

factors affect the brand loyalty to be able to restore and develop in the domestic market for the 

Garment 10 Corporation. 

In Vietnam, there are many researches on factors influencing consumers’ brand loyalty, 

however, the research on brand loyalty on Vietnamese garment is very limited and there is no 

research on garment loyalty in regard to the Garment 10 Corporation of Vietnam. Building and 

maintaining brand loyalty is one of the major research topics for marketers from the pass to date. 

Marketers have used a variety of ways to maintain customer loyalty. One of the recent way is to 
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find factors that affect it and evaluate it. The purpose of this study is to determine the impact of 

factors on brand loyalty. The scope of the study included shoppers in May 10 stores and data 

collected through the management of a questionnaire structures with a sample of 394 filledin 

and tested at May 10’s premises. Multistep recovery using SPSS version 21.0. The result of this 

study shows that consumers’ loyalty on May 10 brand is positively influenced by: (1)perceived 

quality, (2)brand identity, (3)brand trust, (4) relationship quality. 

2. Theoretical basis and model for researching 

2.1. Concept on brand loyalty 

In marketing, brand loyalty includes the consumers' commitment to rebuy or continue to use 

product or services of a specific brand. It can be proven by act of repeating on purchasing a 

specific product, service or other positive behavior such as oral propaganda. [Dick, Alan S ; Basu, 

Kunal (1994)]. Brand experience occurs when consumers shop or look for, and sell products [Kim 

& Ah Yu, 2016]. Comprehensive experiences such as feelings, relations, actions and feelings 

occurred when people come into contact with the brand. More and more related to these senses for 

the individual, repeat buying behavior will be increasingly happened. Once the contact is made, the 

psychology will occur, decide whether to buy or not at the next time. This can lead to repeat 

purchase behavior, thus causing brand loyalty to begin to appear. Brand loyalty is not limited to 

repetitive behaviors, as there is a deeper psychological argument as to why an individual constantly 

buys products of a specific brand. Therefore, brand loyalty can be briefly defined as "willingness to 

maintain a relationship with a particular brand" (Kim & Ah Yu, 2016) 

2.2. Perceived quality 

Keller (2003) determined the perceived quality as a consumer perception of overall quality 

or assessed the superiority and specialty of a product or service based on its intended purpose in 

regard to other alternative choices. After all, perceived quality is a general and invisible feeling 

about the brand and the logo... In short, this concept expresses the customer's emotions and 

cognitive behavior toward a brand. The relationship between brand and loyalty has long been 

considered one of the basic structures in marketing. 

According to Aaker (1991), customers will remain loyal to the brand when the brand has a 

high quality product/service which persuade customers to buy such products having the brand 

regularly and ignore offers from other brands. This can even happen when branded products 

have higher prices (Aaker, 1991). Customer value theory has argued that qualityloyalty relations 

are affected by perceptions of quality. Awareness of quality will in turn determine the customer's 

tendency to buy a product (Rao & Monroe, 1989) advocates empirical research on the concept of 

perceived quality as a subjective assessment of a brand and that cognitive quality has a key 

priority in influencing the brand loyalty. 

2.3. Brand identity 

Brand identity expressed through attitude of customers with some brand, customers  

actually develop a kind of relationship inside themselves, customers will identify their images 

which  are reflected from goods and brand (Kapferer .J.N 2005, page 15, 16) 
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Brand identity is also known as selfconnecting or selfexpression in brand literature 

(Bruner 2009, Dimitriadis & Papista 2011, Escalas & Bettman 2003, Kressmann et al., 2006; 

StokburgerSauer, Ratneshwar & Sen 2012). Research has long examined the effect of self

congruence on brand loyalty (Malhotra 1988; Sirgy, 1982). Studies based on sociological 

perspectives have suggested that consumers purchase and consume products/brands that are 

consistent with their sense of self (Sirgy 1982). 

The similarity between the consumer and the identity of a brand implies that a brand is 

considered by consumers to satisfy their need to maintain selfesteem or increased selfesteem 

(Kressmann et al., 2006. Sirgy 1982). The results of a survey by Kressmann et al. (2006) provide 

evidence that brand identity has a positive effect on brand loyalty. 

2.4. Brand trust 

 “Expect confidence in the brand's credibility and intentions in situations that pose a risk to 

consumers” (DelgadoBallester & MunueraAlemán 2005, page 574) 

The concept of trust has been extensively studied in marketing as a key feature of any 

successful longterm relationship with exchange partners (Garbarino & Johnson 1999; Moorman, 

Zaltman & Deshpande 1992, Morgan & Hunt. 1994).A number of empirical studies have 

examined the impact of brand trust on brand commitment or brand loyalty. Chaudhuri and 

Holbrook (2001) conducted a survey of commercial centers in three different time periods in the 

northeastern United States, with a valid sample of three phases of nearly 10,000 people and 41 

types of products, including clothing, painkillers, candy, automobile tires, hotels. The results 

provide evidence that brand trust has a more positive impact on brand loyalty. When customers 

have a certain brand trust they will tend to be loyal to the brand (DelgadoBallester & Munuera

Alemán, 2001). 

2.5. Relationship quality 

Relationship quality is defined as "clientbased index of strength and depth of relationship 

between people" (Fournier, 1994, p. 124).  

Fournier (1994) argues that the relationship quality reflects the intensity and viability of 

longterm relationships between consumers and brands despite the presence of competing 

brands. 

Based on the above discussion, the author proposes a model of consumer loyalty of the 

"May 10” brand in Hanoi as shown in Figure 1 with the following hypotheses: 

H1: Perceived quality positively affects brand loyalty May 10 in Hanoi. 

H2: Brand identity has a positive impact on brand loyalty May 10 in Hanoi 

H3: Brand trust positively influences the brand loyalty May 10 in Hanoi 

H4: Relationship quality positively influences brand loyalty May 10 in Hanoi. 
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Figure 1: The proposed research model 

Source: Synthesis of the author from theoretical and related studies 

3. Methodology 

For the purpose of this study, the author uses a mixture of qualitative research methods and 

quantitative methods. 

3.1. Qualitative research method: 

To understand the factors that affect the brand loyalty of consumers in Vietnam as well as 

the relationship between consumers and brands in the context of competition today. The author 

uses qualitative research methodology with semistructured interview technique (n = 40 units). 

This method, also be known as probation sampling, is a technique in which interviewees are 

selected based on judgments about the appropriate characteristics they will present (Hair, Lukas 

& Miller, 2012), Zikmund et al., 2014).The use of this method is also the assessment of how 

consumers perceive the brand, whether the responses of Vietnamese consumers change or 

comment on the structure of the research? 

3.2. Quantitative research method: 

To test the scale, measure Vietnam consumers’ brand loyalty on brand of “May 10” in the 

Hanoi’s market. In the official quantitative study, scales were evaluated through three tools: (1) 

Cronbach's Alpha Reliability Test; (2) Exploratory factor analysis (EFA); and (3) Descriptive 

statistics and regression analysis with a sample size of 394 units. The author collected data for 

the period from July 2017 to December 2017 for 420 consumers who are living in different 

districts in Hanoi: Long Bien District, Hai Ba Trung District, Dong Da District, Hoan Kiem 

District, Ba Dinh District, Tu Liem District. With 400 questionnaires returned and after 

screening, 394 questionnaires were sufficient for data analysis. The questions in the 

questionnaire were divided into five components: perceived quality, brand identity, relationship 

quality, brand trust, brand loyalty. 

4. Research results  

4.1. Results of qualitative research: 

Based on the results of the review, the initial scale consisted of 40 statements representing 

the five dimensions of perceived quality (see the Dodds scale, Monroe & Grewal 1991; Yoo, 

Perceived quality 

 
Brand loyalty 

Brand identity 

Brand trust 

Relationship quality 

H3 

H1 

H2 

H4 
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Donthu & Lee 2000), brand identity (Mael & Ashforth 1992), quality of relationships (Fournier 

2009), brand prestige (DelgadoBallester & MunueraAlemán 2005) and brand loyalty (Beatty & 

Kahle 1988; Yoo, Donthu & Lee 2000; Zeithaml, Berry & Parasuraman 1996). 

In the interviews, the interviewee proposed to remove 03 observations and adjust the 

expression of some observational variables to suit the current situation for garment products of 

the company. Therefore, the total number of observable variables is 29 variables. Of these 23 

variables observed represent four groups of factors: (1) perceived quality; (2) brand identity; (3) 

brand trust and (4) relationship quality; and 6 measuring variables (5) Brand loyalty May 10. 

4.2. Results of quantitative research: 

Verbal scale independent and dependent variables: 

Brand loyalty is assessed through 5 factors with 29 variables of observation. Cronbach 

Alpha Testing Criteria> 0.6 and a cumulative correlation coefficient> 0.4. The results are shown 

in Table 1. 

Table 1: Reliability of independent and dependent scales 

 
Scale Mean if Item 

Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-

Total Correlation 
Cronbach's Alpha 

if Item Deleted 
Cronbach's Alpha 

X1 Perceived quality 

CL1 11.29 4.836 0.570 0.695 0,759 

CL2 11.32 5.133 0.431 0.769 

CL3 11.19 4.711 0.589 0.684 

CL4 11.19 4.397 0.645 0.651 

X2Brand identity 

ND1 13.65 11.820 0.597 0.869 

0,872 

ND2 13.63 10.848 0.749 0.832 

ND3 13.68 12.045 0.600 0.868 

ND4 13.58 11.150 0.745 0.834 

ND5 13.64 10.664 0.809 0.817 

X3 Relationship quality 

TY1 34.24 28.739 0.669 0.905 

0,913 

TY2 34.30 29.416 0.549 0.912 

TY3 34.36 28.114 0.741 0.900 

GG1 34.30 28.246 0.727 0.901 

GG2 34.09 30.172 0.505 0.914 

GG3 34.29 27.458 0.837 0.895 

GG4 34.32 29.489 0.553 0.912 

PT1 34.26 29.477 0.588 0.909 

PT2 34.29 27.621 0.844 0.894 

PT3 34.30 27.497 0.813 0.896 
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Scale Mean if Item 

Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-

Total Correlation 
Cronbach's Alpha 

if Item Deleted 
Cronbach's Alpha 

X4 Brand trust 

UT1 11.39 4.096 0.577 0.565 

0,694 
UT2 11.54 4.463 0.506 0.613 

UT3 11.40 4.790 0.334 0.720 

UT4 11.56 4.303 0.510 0.609 

Y Brand loyalty 

TT1 19.01 5.701 0.580 0.740 

0,784 

TT2 19.07 5.879 0.466 0.768 

TT3 19.10 5.740 0.548 0.747 

TT4 19.06 5.912 0.476 0.765 

TT5 19.07 5.745 0.544 0.748 

TT6 19.10 5.849 0.592 0.738 

Note: CL is perceived quality, ND is the brand identity; TY is love, GG isclosely, PT is 

dependence, UT is the brand trust, TT is the brand loyalty. 

Thus, after being evaluated through the Cronbach coefficient, the coefficients are: 

Corrected ItemTotal Correlation> 0.4 and Cronbach's Alpha> 0.6. The analysis results show 

that the independent and dependent variables of the study are highly reliable. 

4.3. Accuracy testing of the model 

Table 2: Evaluation results of the model 

Model R 
R 

Square 
Adjusted R 

Square 

Std. Error 
of the 

Estimate 

Change Statistics 

Durbin-
Watson 

R 
Square 
Change 

F Change df1 
df 

2 

Sig. F 
Change 

1 0,756a 0,571 0,567 0,310 0,571 129,395 4 389 0,000 1,916 

Initial Eigenvalues = 1, 681 

KMO = 0,843; Sig. = 0,000 

Source: Author's calculations 

The results of Table 2 shows that 0.5≤KMO≤1, indicating that the results of the EFA 

analysis are reliable and that the analysis is appropriate, the Adjusted R Square = 0.567, 56.7% 

change in dependent variable. In addition, the ANOVA analysis showed that the value of F = 

129,395, Sig value. = 0.000 less than 0.05 shows the correlation between independent variables 

(perceived quality, brand identity, relationship quality, brand trust) and dependent variable 

(loyalty consumer effect) is to guarantee more than 95% confidence. 
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Table 3: Regression results 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients T Sig. VIF 

B Std. Error Beta 

1 

Constant 0,989 0,133  7,446 0,000  

Perceived quality 0,244 0,024 0,363 10,378 0,000 1,107 

Brand identity 0,172 0,020 0,302 8,587 0,000 1,121 

Brand trust 0,261 0,025 0,369 10,394 0,000 1,145 

Relationship quality 0,086 0,028 0,112 3,122 0,002 1,174 

Source: Author’s calculator 

The regression results in Table 3 show that Sig. of the perceived quality, brand identity, 

brand trust and relationship quality are equal to 0,000 (<0.05). It demonstrates that these 

variables affect consumers’ brand loyalty on brand of “May 10”. 

In addition, all four variables have been found to have a positive impact consumers’ brand 

loyalty on brand of “May 10” (Beta Standard Regression of Perceived Quality Variables, brand 

identity, brand trust and relationships quality are 0.363, 0.302, 0.369, 0.112, respectively, in 

which the impact of brand trust on consumers’ brand loyalty on the Brand of “May 10” is 

greatest. 

The research model is presented in the form of regression equation showing the level of 

impact of the factors as follows: 

TT = 0,363*CL + 0,302*ND + 0,369*UT + 0,112*CLMQH+ ɛ 

(In which: CLMQH is relationship quality, ɛ is the random error) 

5. Conclusion and recommendations 

This research shows that consumers’ brand loyalty on the brand of “May 10” is not really 

high. The four components of impact (perceived quality, brand identity, brand trust and 

relationship quality) account for 56.7% of customers’ brand loyalty. With average loyalty, the 

average 6 month consumers shopping in brand of “May 10” from 35 times is 50.5%; 30% from 

over 5 times; remaining 19.5% less than 2 times (Source: Analyst from a survey of 394 

consumers). Consumers evaluate perceived quality of “May 10” brand is the highest level, while 

relationship quality was the lowest level. 

In order to maintain and enhance the consumers’ brand loyalty of “May 10”, I propose 

some recommendations as follows: 

 Continue to improve the perceived quality: Strengthen communication activities on the 

richness in design, fabric quality, as well as diversity in the design and colour of the garment to 

help customers feel good in term of quality from the beginning as well as for their next 

purchases. 
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 Increase the level of brand identity to consumers: Expand the variety of sales channels 

(such as sell product on ecommerce sites, apply 3D technology in garment for online customers, 

expanding agents, chain stores ...), or promote advertising on social networking sites. Organizing 

programs to experience the new collections of the company, from which customers will connect 

with their friends and social networking to know about such products and its brand ... 

 Improve brand trust: In addition to improve product quality and increasing the level of 

brand identification, commitments with customers (customer information security, punctual 

delivery, product warranty 3 days of return more and more improved ...) to help increase and 

improve brand trust. 

 Tighten the quality of the relationship between consumers and brands: Constantly call; 

send sms messages, email to customers or contacting customers via Facebook for tightly caring  

customers (example: after 35 days from purchasing date, “May 10” need to call to such 

customers for asking whether they feel satisfied with its services or not and ask their comments 

in relation to products as well as introduce new design and model for each person in the 

customer’s family) always support and special incentives for vip consumers, respond quickly to 

feedback and consumers expectations (twoway communication), and always say "thank you" to 

the consumers. 

By correctly identify key factors influencing brand loyalty, enterprises will have the 

appropriate measures under their capacity to secure and develop their business and to adapt, 

respond well with the fierce economic competition caused by the globalization process and the 

development of science and technology recently.This research has only been conducted in small 

scale in Hanoi so it is still necessary to study in a larger scale of other provinces to find 

differences between regions. Besides, brand loyalty has many other factors to influence, but this 

research result could be a reference for further research of the author in the future. 
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Abstract: Despite several government attempts to reduce cigarette consumption in Vietnam, 

it remains a considerable number of cigarette smokers. The smoking rate is still high even though 

smoking cigarette can lead to severe health consequences to both smokers and passive smokers. 

Through in-depth interviews and questionnaires, this research measures the effects of cigarette 

toxicity awareness on consumer buying intention as well as collecting consumers’ opinions about 

current government’s anti-smoking campaigns. 90 smokers and ex-smokers from three main 

groups: 18-30 years old, 30-60 years old and 60-70 years old in Vietnam have done our 

questionnaire. The results indicate that the awareness of cigarette toxicity has negative effect on 

consumer buying intention with Beta of standardized coefficients is (-0.604). The self-awareness of 

toxicity tends to enhance in younger participants; however, the proportion of elder people intending 

to stop smoking is much higher than that of younger smokers. 

Keywords: toxicity, awareness, buying intention, Vietnam   

 

1. Introduction 

Cigarette is one of the most popular harmful products. Science has proved that within over 

7000 substances in cigarette smoke, there are hundreds of elements which is impairing health of 

those absorbing them. Those substances include addicted ingredients and harmful elements such 

as CO and Nicotine, which causes of heart diseases, pulmonary problems and cancers. 

Additionally, the consequences of smoking affect both smokers and the nonsmokers who breath 

in the cigarette smoke. According to Institute of Statistical Science, there are about 40000 fatal 

cases related to cigarette smoking in Vietnam and it may reach the number of 70000 in 2030.      

Despite the negative impacts of cigarettes, many people still choose to smoke and take 

risks of their wellbeing and others’. According to a report of WHO, Vietnam has been in top 20 

countries that have the highest smoking rate in the world. In 2015, GATS research on adult’s 

smoking condition has indicated that the number of smokers in Vietnam is alarmingly high. The 

result points out that the number of smokers has reached 15.6 million, which is 22.5% of 

population above 15 years old in Vietnam. It states that the major smokers are male, which holds 
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45.3% of male population in Vietnam while the proportion of female smokers is just 1.1%. 

Smokers may choose various products such as ecigarette, rustic tobacco, cigar and cigarette, 

which are the most popular choice in Vietnam. The average number of cigarettes smoked per day 

by men is 13.8 while that by women is 10.5. 

Dealing with high smoking rate, Vietnam has started several programs and campaigns 

raising people’s awareness about the toxicity of cigarette in order to decrease its consumption. 

For instance, Vietnam Steering Committee on Smoking and Health (Vinacosh), a government 

program, has spread warnings about the harmful effects of cigarette to all citizen in order to 

encourage smokers to quit smoking and prevent both nonsmokers and exsmokers from 

smoking cigarettes. In term of reducing cigarette consumption, Vietnam has taken part in the 

Framework Convention on Tobacco Control (FCTC) of WHO in 2003 as well as established the 

law on prevention and control of tobacco harms in 2013. Some typical attempts to cut down on 

the demand for cigarette are prohibiting all kinds of cigarette advertising, printing warnings and 

strong images on cigarette cover, increasing cigarette tax to raise the price, etc. 

Comparing with GATS research in 2010, the number of smokers in 2015 has decreased; 

however, it is still considered a high rate. This proves that government strategy has some certain 

impacts on reducing cigarette consumption but has not really provided a strong change in 

smoking habit. 

In order to measure Vietnamese’s consumer awareness of cigarette toxicity, effects of 

awareness of toxicity on consumer buying intention, this paper aims to (i) Evaluate the effects of 

awareness of cigarette toxicity on consumer buying intention. (ii) Collect and summarize the 

consumers’ opinions on government campaigns against smoking. The paper has 5 parts: (1) 

Introduction, giving overview of the context and aims of the paper; (2) Literature Review, 

looking for a suitable research model and rising hypothesis; (3) Methodology, presenting the 

method that was used for this research; (4) Results, presenting the findings form the survey; and 

(5) Conclusions, briefing the results and giving some recommendations for creating 

communication message for  smokers. 

2. Literature Review 

Consumer risk perception and addictive consumption behavior (2009) 

According to H. L. Chen (2009), smoking cigarettes leads to harmful addiction for 

consumers. One of the factors that affect cigarette consumption is the consumers’ awareness of 

cigarette toxicity. The risk perception of consumers is created by 3 sources: personal experience, 

media and beliefs. This research has indicated that risk perception has negative effect on 

consumers’ attitude toward smoking, which means people with higher risk perception of 

cigarettes have more negative attitude toward smoking and have less intention to smoke. 

Furthermore, it is proved that addiction level also affects consumers’ awareness of cigarette 

toxicity. 

The limit of this research lies in how author measured awareness of cigarette toxicity. H. L. 

Chen concentrated on measuring participants’ perception of catching lung cancer while smoking. 
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However, in Vietnam, the consumers’ awareness of cigarette toxicity is affected by some 

methods which people believe can ease the harm of smoking. The most common opinions of 

reducing health impairment causing by cigarette smoke are smoking light cigarettes, using 

cigarette filter and smoking with small amount of cigarettes.    

The relationship between tobacco marketing, beliefs about smoking, and intention to quit 

(2009) 

Basing on the results of quantities research, N. Kowlessar indicates that most people 

understand about the harm of smoking, however, not everyone believes that they personally have 

the risk of catching serious diseases by smoking. The common knowledge does not always 

accompany with accurate risk perception of one person. Some smokers tend to neglect the 

damages caused by smoking even though they have fundamental knowledge about the cigarette 

toxicity. Although awareness of cigarette toxicity may not directly change buying behavior of 

consumers, risk perception can motivate smokers to reduce cigarette consumption. 

The research indicates that marketing strategies of cigarette manufacturer doesn’t affect 

consumers’ risk perception but has considerable impact on beliefs and social acceptability of 

smoking. The effect of marketing strategies on consumer buying intention hasn’t been concluded. 

The results of this research can’t fully adapt to Vietnamese environment due to its 

involvement of cigarette manufacturers’ marketing strategies in research model. In Vietnam, all 

cigarette promotion activities are prohibited thus the effect of marketing strategies of cigarette 

manufacturers on consumers is ignored. 

Proposed research model 

 

Figure 1. Research model 

The independent variable is “awareness of toxicity” while the dependent variable is 

“consumer buying intention”. The hypothesis need to be checked: Awareness of cigarette 

toxicity affects negatively consumer buying intention. 

3. Methodology 

The qualitative research serves the purpose of discovering, adding and adjusting opinions 

about the effect of awareness of toxicity on consumer buying intention. This helps to collect the 

consumers insights and prevents the sole point of view. The qualitative research has been done 

Buying intention 

 
Age, occupation, income, frequency  
and smoking status, marriage status 

Awareness of 
toxicity 
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by interview 5 people who used to smoke and 5 currently smoking. The participants belong to 

different age groups (1830, 3060 and 6070) and have distinct smoking habit (frequency, 

purpose of smoking and smoking status). The technique used to choose participants is 

judgmental sampling. 

The quantitative research also acquired to research, examine and confirm the data collected 

from previous qualitative research to reserve the objective and representative of population. 

Secondly, quantitative research helps to identify the relationship between awareness of toxicity 

and consumer buying intention. The third purpose is to collect consumers’ opinions about 

government campaigns of reducing cigarette consumption.   

The data is collected via handing out questionnaires. The surveys have been delivered to 

90 smokers whom were chosen following the stratified sampling. This research focuses on 

cigarette consumers in Vietnam from 18 to 70 years old. These people will be divided into three 

main groups: 1830 years old group, 3060 years old group and 6070 years old group. People 

from 18 to 30 years old are young and mostly students or employed people. 3060 years old 

group involves people who are still working and most of them are married and start to pay 

attention to their health. The group from 60 to 70 years old is elder people and most of them are 

retired and have health problems. Among 30 participants living in Hanoi, 30 people are from 18 

to 30 years old, 30 people are from 30 to 60 years old and the rest is from 60 to 70 years old. 

There are 10% people having less than $200/month, 65% have income in range of 201 to 

$500/month and the rest of 25% have more than $500/month income. The criteria to separate 

these group are their health and their occupations. Among them, 73% currently smoking and the 

rest are used to smoke. For smoking people, the amount of cigarette they smoke in a day in the 

various range, from 1 to more than 20 piece per day.  

To analyze the collected data, the authors use SPSS20.0 to make Cronbach Alpha checked 

the scales; Descriptive statistics to understand more about the sample opinion and Pearson 

correlation/Linear regression to check the hypothesis.  

Cronbach’s alpha is used to measure the reliability of the scale. If Cronbach’s alpha is over 

0.6, the scale is accepted, if Cronbach’s alpha is under 0.3, the scale doesn’t contribute to the 

research model. The results indicate that Cronbach’s alpha of Awareness_5: “Smoking 

occasionally can’t harm the health of smokers” is (0.48). This negative figure implies that 

participants’ answers are in contrast. After removing this item, Cronbach’s alpha reach 0.871, 

which means the scale is usable in this research.  

Descriptive statistics is used to evaluate mean, minimum, maximum, standard deviation 

and frequency of scale factors. Pearson correlation helps to measure the correlation coefficient 

between pairs of continuous variables. This is the base to use Linear regression. Pearson 

correlation can indicate the correlation coefficient between separate independent variables and 

between independent variables and dependent variable. After receiving the results, if sig.< 0.05, 

the variables are qualified and if sig.> 0.05, these variables are considered to be removed before 

approaching the next steps. The sig. of item “smoking light cigarettes can ease the harm on 

smoker’s health” and item “smoking with cigarette filters can decrease the smoker’s health 
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impairment” are 0.156 and 0.273. Both of sig. figures are over 0.05 thus they won’t participate in 

Linear regression process. The other items are all under 0.05 and qualified to be the inputs for 

Linear regression. Linear regression reveals the effects of awareness of cigarette toxicity on 

consumer buying intention and confirm the hypothesis in this research. The independent variable 

is “awareness of toxicity” while the dependent variable is “consumer buying intention”. 

4. Results  

4.1. Interview research 

Most of the participants are aware of cigarette toxicity; however, only few of them have 

intention of quitting smoking permanently. They keep smoking because some of them think 

smoking doesn’t cause serious damages to their body . On the other hand, the others believe 

certain benefits of cigarette overweigh the downsides or they will only smoke in some particular 

situations. 

Turning to the effectiveness of reducing cigarette consumption campaigns, most of the 

participants agree that the warnings and strong images on cigarette cover don’t have strong and 

longlasting impact. They show a greater concern about what is inside the pack rather than what 

the cover looks like.  

Raising people’s awareness of cigarette toxicity by education and communication causes 

heterogeneous opinions among participants. Some people believe that these campaigns are 

effective because the number of smokers has deceased, especially young smokers. Whereas, 

some people show negative attitude toward these campaigns and confess that it doesn’t really 

change their smoking habit. 

Cigarette prohibition in public places causes inconvenience for the participants and most of 

them admit that this factor affects their smoking behavior. However, the rest believes that they 

can always smoke in smoking locations. Facing the circumstance that cigarette price has 

increased, participants don’t show really strong reaction. They can always buy alternative brand 

with more suitable price or the price is simple not high enough to make them reconsider about 

their buying decision. 

4.2. Survey research 

4.2.1. Consumer’s awareness of cigarette toxicity 

Consumer’s awareness of cigarette smoke impairing health of smokers and surrounding 

people 

The most supported idea, which scores 3.8 on scale of 5, is that cigarette smoke can cause 

heart problems and pulmonary diseases for smokers. The low standard deviation (0.847) implies 

that there is little difference between the answers of participants, which means the participants 

mostly agree with this statement. The idea that “cigarette smoke can impair the health of people 

who breathe it in” scores 3.67. Even though the majority agree with this but standard deviation at 

1.028 has proved the existence of opposite opinions. 
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The second statement that has the highest score is “smoking impairs my health”. Its mean 

is 3.73 and the standard deviation is 1.015, which indicates that most of the participants support 

this idea. However, there is a gap between this statement and the idea “cigarette smoke can cause 

heart problems and pulmonary diseases for smokers”. The key difference between these two 

sentences is that one mentions about smokers in general and the other refers to the participant’s 

health particularly. Some of the participants even disclaim the health impairment by smoking on 

themselves while approve that smoking harms smokers’ health. 

After participants judge their own perception of cigarette toxicity, the mean is 3.63. At first 

glance, the mean number shows positive remarks but the standard deviation at 1.137 indicates a 

small number of participants admitting about their inadequate knowledge about the toxicity of 

smoking. 

Consumer’s opinions about some perceptions about reducing damages of smoking 

The opinion “smoking light cigarettes can ease the harm on smoker’s health” receives 2.97 

on scale of 5. However, the most chosen answer is 4, which is “Agree” with this statement. 

There is 40% of participants agree that smoking light cigarette can reduce the damage of 

smoking on smoker’s health. 

Smoking with cigarette filters can decrease the smoker’s health impairment scores 2.83 

and has standard deviation of 1.053, which reveals the contrast of participants’ opinions. It is 

similar with the idea of smoking small amount of cigarettes can ease the damages caused by 

smoking which has the mean of 2.63 and standard deviation of 1.066.  

Table 1. Consumer’s awareness of cigarette toxicity 

Order Items Mean 
Standard 
Deviation 

1 Cigarette smoke can cause heart problems and pulmonary diseases for smokers. 3.8 0.847 

2 Cigarette smoke can impair the health of people who breathe it in (passive smokers). 3.67 1.028 

3 Smoking light cigarettes can ease the harm on smoker’s health. 2.97 0.999 

4 Smoking with cigarette filters can decrease the smoker’s health impairment 2.83 1.053 

5 Smoking small amount of cigarettes can ease the damages caused by smoking. 2.63 1.066 

6 Smoking impairs my health. 3.73 1.015 

7 I am aware of the harm of smoking on smokers’ health and other people’s. 3.63 1.066 

4.2.2. Buying intention  

Buying intention of consumer 

The most common choice, which 33% of participants choose, is that participants would 

maintain their smoking habit in near future. The percentage of participants that intend to reduce 

the cigarette consumption and the percentage of those encouraging others to quit smoking are 

equally 26.7. The proportion of people who would try to quit smoking is 13.3 while there is 

nobody has the intention of increasing their cigarette consumption. 
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The reasons why participants intend to quit smoking 

Health impairment has been proved to be the most common motivation for smokers to 

quit smoking with the agreement of 43.3% of participants. The second reason, which is chosen 

by 23.3% of participants, is that smoking harms surrounding people who breathe in cigarette 

smoke. There are three reasons that share the same proportion of 13.3% and they are: impacts 

by friends and family, the inconvenience due to antismoking in public locations and the rise of 

cigarette price.  

The results indicate that health is still the most important factor, smokers are concerned 

about the damages that smoking causes to their and others’ health. 

4.2.3. The effects of the awareness of toxicity on consumer buying intention 

The statements that consumer’s awareness of toxicity makes buying cigarette intention 

decrease, remain unchanged or totally disappear are approximately 3 on the scale of 5 while the 

standard deviation figures are 1.461, 1.402 and 1.313, which are quite high. This results imply 

that the answers of participants are various, their opinions are heterogeneous. 

The idea that consumer’s awareness of toxicity makes buying cigarette intention increase is 

not supported by participants. The mean is 1.67 while standard deviation reaches 0.758. All of 

the participants choose “very disagree”, “disagree” or “not disagree, not agree” thus their 

opinions are quite obvious. It is undeniable that participants don’t support the idea that 

awareness of toxicity lead to higher buying intention. 

The effects of awareness of toxicity on consumer buying intention 

After using oneway ANOVA, that sig. is under 0.05 eliminates multicollinearity 

possibility and ensures the independence of variables. In this research, Beta of standardized 

coefficients is (0.604). This negative figure proves that the independent variable “awareness of 

toxicity” has negative impact on dependent variable “consumer buying intention”. Therefore, the 

hypothesis [H1] has been confirmed: awareness of cigarette toxicity affects negatively consumer 

buying intention. 

4.2.4. Consumers’ opinions about current government campaigns reducing cigarette 

consumption 

The campaigns that receives the lowest scores from participants are printing strong images 

and warnings on cigarette pack (mean at 2.47, standard deviation at 1.042) and increasing 

cigarette price (mean at 2.63, standard deviation at 1.159). Most of the participants disclaim the 

effectiveness of these campaigns in cutting down the cigarette consumption. 

There are disagreements about the education and communication campaigns to raise 

people’s awareness of cigarette toxicity as well as the law banning smoking in public places. 

With mean figures at 3.1 and 2.97, standard deviation figures at 1.125 and 1.033, the answers 

can nearly be divided into two equal groups: those who agree and those who disagree that these 

campaigns are effective. 
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4.2.5. The differences between groups of participants 

Awareness of cigarette toxicity  

Crosstabs tool has shown that 1830 years old group reveals a stronger support to the idea 

that smoking can lead to heart diseases, pulmonary problems and cancers for both smokers and 

people who absorb cigarette smoke. 90% of the 1830 years old group  agree that smoking 

causes diseases to smokers while that of 3060 years old group and 6070 years old group are 

60% and 70%. The percentage of participants from 18 to 30 years old claiming that cigarettes 

can impair health of people breathing in cigarette smoke is 90 while the rest two groups have 

same proportions of 60%. The result is similar when participants were asked to confirm the 

negative impacts of smoking on their own health with the highest agreement rate at 90% 

belonging to the youngest group. Participants from 18 to 30 years old claim that they have 

adequate understandings and awareness of cigarette toxicity while the other groups show that 

they have less confidence in this aspect. 

Effects of awareness of toxicity on consumer buying intention 

60% of 60 to 70 years old participants admit that the awareness of cigarette toxicity 

reduces their buying intention and this rate tends to decrease in younger groups: the rate of 3060 

years old group is 50% and that of 1830 years old is 30%. The similar situation happens with 

stopping smoking intention when the agreement rates decline from 60% to 40% and 20% from 

the oldest group to the youngest group. 

The results indicate that younger people tend to maintain their smoking habit or keep 

smoking but reduce the number of cigarettes while many older people choose to quit smoking or 

even encourage others to stop.  

5. Conclusions 

5.1. The awareness of toxicity and consumer buying intention 

Most of the participants understand that cigarette smoke impairs health of both smokers 

and surrounding people. There are loads of people believing in methods that help to reduce the 

harm of smoking. However, science has proved that those methods cannot really ease or prevent 

health problems caused by absorbing cigarette smoke.  

The majority of participants confirmed that they have adequate and fundamental 

knowledge about the negative effects of cigarette smoke on human health. Meanwhile, the 

results showed that there were some individuals acknowledging the impact of smoking on their 

health but tended to underrate it. They believed that smoking did not cause severe damage to 

their own bodies even though they are aware of cigarette toxicity. 

The hypothesis that awareness of cigarette toxicity negatively affects consumer buying 

intention has been confirmed in this research.  

Additionally, there is a connection between quitting intention in the past and smoking 

frequency. 85% of those smokers who have never thought of giving up smoking prefer more 

than 10 cigarettes per day. The intention to quit in the past also affects buying intention in the 
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future. The results determine that 75% of smokers who have wanted to stop smoking show the 

intention of cutting down, quitting smoking permanently or even encouraging other smokers to 

quit in near future. In contrast, those who have never tried to give up smoking choose to maintain 

their habit. 

5.2. Consumers’ opinions about current government campaigns reducing cigarette 

consumption 

According to the participants, raising the price and printing strong images and warnings on 

cigarette cover are not effective in reducing cigarette consumption. The reasons collected from 

interviews include that smokers don’t really care about the cigarette covers as well as they can 

always be able to find alternative brand with reasonable price. 

The effectiveness of banning smoking in public and the combination of education and 

communication about toxicity of cigarettes is controversial. Half of the participants believe that 

these strategies help to decrease the cigarette consumption while the other half disagree with this. 

Beside health problems, high price and inconvenience when finding the places to smoke 

are two of the most common motivations for smokers to quit smoking.   

5.3. Recommendations 

The results of this research can be used to support future researches and contribute to the 

campaigns of government and social organizations in decreasing cigarette consumption. The 

suggestions in this research are subjective and need to be put under consideration before carrying 

them out. 

The awareness of cigarette toxicity creates negative impacts on consumer buying intention 

thus raising people’s awareness can be effective in reducing cigarette consumption. In 

consumers’ perception, there are some misunderstandings about how to ease the health 

impairment when smoking, which decreases the effectiveness of antismoking campaigns. The 

social organizations can improve the results of antismoking campaigns by confirming overtly 

about the misconceptions such as smoking light cigarettes, smoking with cigarette filters and 

smoking occasionally can reduce the toxicity of cigarette smoke. 

Since there is a gap between common knowledge about the toxicity of smoking and the 

perception of risk that one has to deal with personally, the social organizations can focus on 

spreading the signs of health impairment by smoking. Mentioning about the risk of having severe 

diseases like cancer, heart problems may not be the most effective way to approach current 

smokers because nobody wants to relate themselves to the unlucky one that gets sick because of 

smoking. Meanwhile, showing list of the smaller traces of health impairment such as losing 

weight and staining teeth may be a better incentive for smokers to quit smoking. Smokers can 

compare the list with their current status and acknowledge the changes of their bodies as the 

consequences of smoking. Social organizations can build a barrier preventing new smokers by 

promoting about risk of having serious diseases while they can decrease the cigarette 

consumption of current smokers by promoting about the traces of health impairment.  
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Abstract: By employing a dataset collected from a survey in 2018 using a questionnaire on 

7-point Likert scale at Asia Commercial Bank (ACB) - Ngo Quyen Branch, Hai Phong City, 

Descriptive Statistics, Frequency Statistics, One Sample T-Test, Independent Sample T-test, One-

way ANOVA Analysis, this research finds that: First, 100 percent of banking employees are 

satisfied with their current job at ACB – Ngo Quyen Branch. Second, regarding Job Satisfaction 

and Demographic Variables, Gender, Job Experience, Age, Marital Status, and Levels of 

Education, there are no differently significant impacts on Job Satisfaction between those groups 

of banking employees at ACB – Ngo Quyen Branch. Third, Salary, Efficiency in work, Fringe 

benefit, Supervision, Leadership style, Loyalty to bank, Co-worker relation, and Work ability are 

the main factors affecting Job Satisfaction here. However, banking employees at ACB – Ngo 

Quyen Branch are not satisfied with Supervision, Leadership style, Loyalty to bank, and Work 

ability due to the Means of those Factors are lower than that of in 7-point Likert scale. 

Keywords: Asia commercial bank - Ngo Quyen branch, banking employees, job 

satisfaction, SPSS 

 

1. Introduction 

Established in 1993, Asia Commercial Bank (ACB) is one of the largest private banks and 

most technologically advanced financial institutions in Vietnam. It operates over 346 branches 

nationwide and provides retail and commercial banking services, including term deposits, credit 

card, loans, financial services, import and export finance, trade finance global payment, and 

guarantee services, to more than 4 million customers nationwide and in the world. ACB was the 

country’s first bank to implement a data warehouse.1 

In Hai Phong city, ACB has some ten braches. One of them is ACB  Ngo Quyen Branch 

                                                 
1 See more at https://www.oracle.com/vn/customers/acb-5-db.html, accessed on August 8th, 2018.  
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which located in May To ward, Ngo Quyen district. At the moment, ACB  Ngo Quyen Branch 

has over 30 banking employees availably working for the Branch. Job satisfaction among 

banking employees here is quite important for the business performance of the Ngo Quyen 

Branch. Because job satisfaction among banking employees may have a direct affect to the 

business operation and profit earned as well as the competitiveness of the Ngo Quyen Branch. 

The question is what are the main factors affecting job satisfaction among banking employees at 

ACB – Ngo Quyen Branch? Are they pay & allowances, working conditions, promotion & 

transfer, nature of the job, welfare facilities, interpersonal relation, leave, supervision, 

organization policy & strategy, job stress, employee personality, communication, etc? 

Determining factors for motivating, retaining, and enhancing job satisfaction of demographically 

diverse productive baking employees is a practical business problem facing business leaders at 

ACB – Ngo Quyen Branch recently. To answer for this research question and to increase job 

satisfaction of banking employees in ACB – Ngo Quyen Branch in the coming time, this 

research will focus on identifying the factors affecting job satisfaction among banking 

employees working at Asia Commercial Bank – Ngo Quyen Branch, Hai Phong city recently. 

The results will have an important policy implication for the ACB – Ngo Quyen Branch as well 

as other ACB – Branches nationwide to have suitable strategy/policy to increase job satisfaction 

of banking employees. The next section of the research will give a brief literature review about 

job satisfaction among banking employees worldwide. 

2. Literature Review  

This section will give a surveys based on studies that focus on job satisfaction among 

banking employees and the rationale behind the research. Identifying the factors affecting job 

satisfaction among banking employees have been mentioned in numerous studies in the past.  

Luthans (1998) indicates there are several dimensions that influence job satisfaction, inter 

alia the work itself, pay, supervision, promotion and the workgroup. Additionally, a better 

financial and working condition establishes more satisfaction among the employees, though 

working condition has a lower impact as compared to the former. Likewise, supervision and 

advancement opportunities also have positive correlation visàvis job satisfaction among the 

employees.  

Shrivastava and Purang (2009) conducted a study to examine the level of job satisfaction 

among employees of public and private banks in India. Results indicated that the means of the 

public and private banks were significantly different from each other. It was found that private 

sector bank employees perceive greater satisfaction with pay, social, and growth aspects of job 

as compared to public sector bank employees. On the other hand, public sector bank employees 

have expressed greater satisfaction with job security as compared to private sector bank 

employees. These findings revealed that private bank employees received high pay, had more 

chances of promotion so they showed high job satisfaction.  

Nimalathasan (2010) examined the relationship between employees’ level job satisfaction 

and performance among employees of People’s Bank in Jaffna Peninsula, Sri Lanka. The results 

of the study revealed that, there is a positive relationship between job satisfaction and 
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employees’ work performance. That is high level of fair promotion, reasonable pay system, 

appropriate work itself and good working condition leads to high level of employees’ 

performance. 

Mansor et al. (2012) performed a research for job satisfaction among the bankers: an 

investigation on Islamic financial institution in eastern region of Malaysia. Results of the study 

revealed that competition is the most influential construct associate with job satisfaction level 

among the employees, followed by working environment, reward system, motivational factors 

and supervision and leadership by using Pearson Correlation Analysis. However, further analysis 

using Multiple Regression revealed that only four independent variables were significant which 

were competition, working environment, reward system and motivational factors but 

supervision/ leadership factors was not significant.  

Grover and Wahee (2013) conducted a study on factors influencing job satisfaction of 

employees in Delhi/NCR. The results indicated that 7 factors viz. fairness, working conditions, 

job security, performance, salary and other benefits, comfortable working environment, training 

and demographic factors (gender, age, income, years of experience, and occupation of an 

employee) have significant influence on job satisfaction. This study found that working 

environment seems to be one of the most important ingredients of job satisfaction followed by 

job security, salary and benefits and training. Secure job environment enhances the degree of job 

satisfaction.  

Rashid Saeed et al. (2013), conducted research for factors affecting the job satisfaction of 

employees in banking sector of Pakistan, a generalization from district Sahiwal. The purpose of 

the study was to find out impact of leadership, motivation, benefits and job organization upon 

job satisfaction of employees that how would these factors affect employees’ job satisfaction in 

banking sector of Sahiwal, Pakistan. It is evident from this study that a positive link exists 

between leadership, motivation, benefits, job organization and job satisfaction. These entire 

factors enhance job satisfaction.  

The researchers Devi and Nagini (2013) undertaken to study job satisfaction of employees 

in banking sector in Vijayawada. This study examines factors influencing job satisfaction of 

employees in private banking sector. The results revealed that there is a significant relationship 

between socioeconomic and demographic variables of the respondents such as Designation, 

Gender, Age, Marital Status, Experience, Work Status, Nature of Family, Income, Number of 

Dependants and job satisfaction; whereas, there is no significant relationship between 

Qualification, Nature of the Job and Job Satisfaction. Furthermore, respondents are more 

satisfied with factors like working conditions in bank, benefits received, healthy work 

environment, welfare policies, challenging and responsible jobs, dignity and respect provided by 

the job, good opportunities for growth of employees and relatively less satisfied with working 

hours, study or training leaves, attitude of management, role overload, tedious work and quality 

time for family members.  
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George (2015) reveals the importance of increasing job satisfaction and trimming down 

JobRelated Stress in organizations. It can be concluded that even in the same sector there can be 

a variation in job stress and job satisfaction of employees. Compared to public sector banks, new 

generation banks and private sector banks have variation in JobRelated Stress and job 

satisfaction. Hence private sector banks and new generation banks have to take measures to 

increase job satisfaction and decrease jobrelated stress among their employees which can solve 

various employeerelated problems in banking sector and lead to better performance of 

employees and reduced burnout of the employees in these banking sectors.  

Sharma and Malu (2015) analysed and compared Job Satisfaction in terms of certain 

Parameters between public and private sector commercial banks situated in the city of 

Bangalore, Karnataka State. Overall Job Satisfaction of employees was independent of type of 

bank which and overall job satisfaction of employees was dependent of type of the bank was also 

rejected. This illustrates that there was no significant association between overall job satisfaction 

score of employees and type of bank. It was further analysed job satisfaction of employees on 

various facets in both the public and private sector Banks reveals that the employees of public 

sector banks were more satisfied with pay, supervision, coworkers, nature of work and 

communication, whereas, employees of private sector banks were more satisfied with promotion, 

fringe benefits, contingent rewards and operating conditions. This means that relationship 

between Pay, Supervision, Contingent Rewards and Operating Conditions and Type of Bank was 

significant.  

Abbas S (2015) has observed that degree of Job Satisfaction of Private Sector Banks was 

found to be significantly lower than in Public Sector Banks. In the study, Job satisfaction was 

measured on the basis of four variables. These were (i) Pay and promotion potential, (ii) General 

working conditions (for example, safety, heat, noise, and dust), (iii) Work relationships (for 

example relation with superiors, peers, subordinates and workers) and (iv) Use of skills and 

abilities. If we carry out a comparative study of various factors, it reveals that all factors except 

“General Working Conditions” show higher mean score in Public Sector Banks as compared to 

Private sector Banks.  

Thangaswamy A (2016) used Porter’s model for measuring job satisfaction The twenty job 

characteristics identified by the Porter have been used for measuring job satisfaction. All these 

20 job characteristics were used for further analysis. The Porter’s model measures the job 

satisfaction of the bank employees with respect to 20 job characteristics in three stages by using 

three types of questions namely a, b, c. The aspiration of the employees about particular job 

characteristic. The importance what the employee attributes to some particular job 

characteristics. Job satisfaction scores as measured through Porter’s model presents the level of 

job satisfaction of the employees in State Bank of India in Kanya kumari District.  

Basu R (2016) study was to find out the influence of Organisational Climate and Team 

Effectiveness on Employee Commitment in Indian Banks. The results further specify that though 

no significant variation exists in respect of Organisational commitment and Organisational 

climate among public and private sector banks, the officers of the private banks perceive more 
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compliance with the functions of their bank as they get more opportunity for Participative 

Decision Making. It can be inferred from this Research paper that the employee commitment in 

work behaviour, once established, exerts stable and long term influence on patterns of behaviour 

that are independent of situational circumstances or linkages with rewards or punishments.  

Generally, these studied have somewhat contributed for the research field recently through 

testing the correlation between job satisfaction and other factors within the banking system. 

However, the research results are mixed.  

In the case of Vietnam, There have been also some researches on job satisfaction among 

employees in companies, universities such as Le Nguyen Doan Khoi and Nguyen Thi Ngoc 

Phuong (2013), Pham Thu Hang and Pham Thi Thanh Hong (2015), Vu Thanh Trang (2015), Le 

Thi Tuong Van (2016), and in Vietnamese commercial banks like Pham Thi Minh Ly (2011), 

Nguyen Thi Thuy Quynh (2012) etc. Regarding the case of ACB – Ngo Quyen Branch, there 

have might not be any researches on job satisfaction among baking employees.  

The review of the above existing literature helped in identifying the various factors capable 

of influencing the degree of job satisfaction of banking employees currently working at ACB – 

Ngo Quyen Branch, Hai Phong city that will be examined in the next section of the research. 

3. Identifying the Factors Affecting Job Satisfaction among Banking Employees 

Working at ACB-Ngo Quyen Branch, Hai Phong City 

3.1. Demographic View of Respondents at ACB – Ngo Quyen Branch, Hai Phong City 

Gender, Age, Marital status, Job Designation, Level of Education and Job experience were 

included as respondent’s demographic view. These were analyzed and shown in the following 

Tables: 

Table 3.1: Respondent’s Gender.  

Gender No. of respondents Percentage (%) 

Male 13 43.33 

Female 17 56.67 

Total 30 100 

Source: Data Collected through Questionnaire, 2018. 

Table 3.2: Respondent’s Age. 

Age No. of respondents Percentage (%) 

Below 25 9 30.00 

2635 11 36.67 

3645 7 23.33 

46 years and above 3 10.00 

Total 30 100 

Source: Data Collected through Questionnaire, 2018. 
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Table 3.3: Marital Status. 

Status No. of respondents Percentage (%) 

Married 21 70.00 

Unmarried 9 30.00 

Total 30 100 

Source: Data Collected through Questionnaire, 2018. 

Table 3.4: Job Designation. 

Designation No. of respondents Percentage (%) 

Manager 1 3.33 

Manager of Personal Customer 1 3.33 

Business Officer for Personal Customer 8 26.67 

Business Officer for Enterprise 3 10.0 

Inspector 3 10.0 

Customer Service Officer 2 6.67 

Clerk 6 20.0 

Others 6 20.0 

Total 30 100 

Source: Data Collected through Questionnaire, 2018. 

Table 3.5: Level of Education. 

Education level No. of respondents Percentage (%) 

Master and above 3 10.00 

Bachelor 23 76.67 

Others 4 13.33 

Total 30 100 

Source: Data Collected through Questionnaire, 2018. 

Table 3.6: Job Experience. 

Job Experience No. of respondents Percentage (%) 

Below 10 years 19 63.33 

1120 years 7 23.33 

Above 20 years 4 13.34 

Total 30 100 

Source: Data Collected through Questionnaire, 2018. 
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3.2. Model’s Justification on Job Satisfaction among Banking Employees at ACB – Ngo 

Quyen Branch, Hai Phong City and Dataset 

3.2.1. Model’s Justification on Job Satisfaction among Banking Employees at ACB – Ngo 

Quyen Branch, Hai Phong City 

Based on such theoretical and analysis framework mentioned in the literature, this study 

has been developed by considering Salary, Efficiency in work, Fringe benefit, Supervision, 

Leadership Style, Loyalty to Bank, Coworker relation, Work ability  as deterministic variables 

of Job Satisfaction. Similarly demographic characteristics such as gender, age, years of job 

experience, etc are considered as moderating variables to job satisfaction. Figure 1 below 

expresses the Job Satisfaction and possible influencing variables on the case of ACB – Ngo 

Quyen Branch, Hai Phong city. 

 

Figure 3.1: Job Satisfaction and Influencing Variables. 

Salary: 

Salary may be safely regarded as a dimension on which larger amounts are preferred to 

smaller amounts by most persons. If salary is constant with perceived effort and status it acts as a 

satisfier. It is observed that because of low level of pay structure many mid level employees 

already switched to another bank and it is a potential threat for the bank. 

Salary 

Efficiency in work 

Fringe benefit 

Supervision 

Leadership Style 

Loyalty to Bank 

Coworker relation 

Work ability 

Job 
Satisfactioon 
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* Gender  
* Age  
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Efficiency in work: 

The Efficiency in work is one of the most crucial factors which influence the level of 

satisfaction as well as motivation of its employees. Organizational and physical factors are 

impetus for task and activity which consequently impact the performance of employees’. The 

productivity of employees is determined excessively by the environment in which they work. 

The working environment consists of two broader dimensions such as work and context. Work 

includes all the different characteristics of the job like the way job is carried out and completed, 

involving the tasks like task activities training, control on one’s own job related activities, a 

sense of achievement from work, variety in tasks and the intrinsic value for a task. Many 

research papers have focused on the intrinsic aspect of the job satisfaction. Results have shown 

that there is a positive link between work environment and intrinsic aspect of the job satisfaction. 

Fringe benefits:  

Salary fringe benefits become the comparison between what persons are paid and what 

they feel they are worth. Dissatisfaction ensures when the workers perceive inequalities between 

their pay and that of others with the same inputs. If salary fringe benefits are constant with 

perceived effort and status it acts as a satisfier. 

Supervision: 

Supervision is one of the most important factors related to job satisfaction, which is 

correlated with factors that also are important in assessing job satisfaction level of bank. 

Employees are moderately satisfied with supervision they get from their superior. It is necessary 

to mention that some express their dissatisfaction with superior support and they blame that they 

are not getting enough support from superior to perform the task effectively and efficiently. 

Leadership Style: 

Leaders create a culture where their subordinates strive for goal attainment for the success 

of their organizations. They make the most of their potential, skill set and influence to motivate 

and inspire followers by asserting their authority, enforcing the rules, participating, manipulating 

the situation and by organizing team efforts. An academic institution needs leaders to transform 

them into autonomous, systemsthinking institutions, professional learning communities that can 

create a highperforming learning environment. Leadership and employee job satisfaction are the 

cornerstones of organizational effectiveness. Leadership determines job satisfaction. It affects 

employees’ motivation and commitment both of which affect the performance of an 

organization, both in the immediate and longer terms. Therefore, improving leadership and 

management capability is an issue that no organization wishing to achieve longterm success can 

ignore (Alemu and Getnet, 2017). 

Loyalty to Bank:  

Job satisfaction and Employee Loyalty represents one of the most key challenges faced by 

the bank managers today when it comes to managing their employees. Employees are the most 
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valuable resource for all organizations; the longer an employee works for a company the more 

valuable it becomes. Many studies have been conducted in various sectors to demonstrate the 

impact of Job Satisfaction on employee loyalty. Employee loyalty is all about employees being 

committed for the success of the organization with a strong belief that working with that 

particular organization is their best option.  

Co-worker relation: 

One’s associations have frequently been mentioned as a factor in job satisfaction. Certainly 

this seems reasonable as people want to be near their friends. Coworkers seem to be co

operative one. After working for many years together brings a sense of mutual cooperation, 

which is there with the bank. But nature of man is such that anything is offered with the 

expectation of return. Above all, employees are moderately satisfied with their support from 

colleagues. This factor has possible impact on job satisfaction among employees at ACB – Ngo 

Quyen Branch. 

Work ability: 

Organizational changes and relative growth of the ageing population together with related 

health problems seem to have increased stressfulness in the work of banking employees. 

However, little is known about their workrelated wellbeing and the factors through which their 

situation could be improved. Some studies showed that banking employees had fairly high job 

satisfaction, work ability and life satisfaction. One of The most important factors inherent in the 

job satisfaction is work ability.  

Gender-male/female Banker:  

Banking is a challenging profession it requires tremendous determination to succeed. 

Those who are working they are doing for their pleasure or for the support income aspect. 

Generally tendency is such that unless women feel necessary she will not go for job. Though the 

scenario is changing very few women are career oriented. Almost all are job oriented, having a 

little desire for further progress. Male employees are thinking of competition era now, and they 

are thinking of promotion to the next cadre. But, in a country like Vietnam the opportunity to 

have a highly secured job is rare. 

Age:  

Age is an important factor to decide about job satisfaction. There are different age groups 

at ACB – Ngo Quyen Branch. While officers above the age group of 35 seems to be settling 

somewhere permanent as frequent transfer is not a conducive one for them. So far female 

employees are concerned, they are highly satisfied as the general duty is related to children 

bringing up and taking care of beloved ones. 

Job experience:  

Employees who have got higher need for achievement time on the job may become crucial 

factor if not promoted, hence they are dissatisfied. It has been seen that job satisfaction level 



1517 

among officers level employee is somewhat below par as they wanted to show their competence 

to the higher level and demand promotion. It is observed that most of the employees put a lot of 

efforts in their work at the initial stage of their career. So, job experience seems to affect job 

satisfaction among banking employees.  

3.2.2. The Dataset 

For data collection purpose, a questionnaire on 7point likert scale was developed and 

personally distributed among over 30 banking employees of ACB  Ngo Quyen Branch and 

received 30 copies back which indicate 96.77% response of the respondents. In which: 1

Extremely unsatisfied; 2Somewhat unsatisfied; 3Slightly unsatisfied; 4Neutral; 5Slightly 

satisfied; 6Somewhat satisfied; 7Extremely satisfied. Descriptive Statistics, Frequency 

Statistics, One Sample T test, Independent sample ttest, Oneway ANOVA, Linear regression 

and correlation applied for analyzing the data and results using the SPSS software. The 

followings are summaries of statistics and data analysis results using the SPSS. 

4. Results and DISCUSSION 

4.1. Results 

Table 3.7: Descriptive Statistics. 

Variables N Minimum Maximum Mean Std. Deviation 

Salary  30 5 7 6.10 .759 

Efficiency in work at ACB Ngo Quyen 30 5 7 6.47 .730 

Fringe benefit 30 5 7 6.57 .568 

Supervision 30 1 3 2.40 .621 

Leadership style at ACB Ngo Quyen 30 2 5 2.93 .828 

Loyalty to bank 30 1 3 2.50 .572 

Coworker relation at ACB Ngo Quyen 30 5 7 6.40 .675 

Work ability 30 1 3 2.00 .695 

Valid N (list wise) 30     

Table 3.8: OneSample Test Results. 

Variables N Mean Std. Deviation Sig. (2-tailed) 

Salary 30 6.10 .759 .000 

Efficiency in work at ACB Ngo Quyen 30 6.47 .730 .000 

Fringe benefit 30 6.57 .568 .000 

Supervision 30 2.40 .621 .000 

Leadership style at ACB Ngo Quyen 30 2.93 .828 .000 

Loyalty to bank 30 2.50 .572 .000 

Coworker relation at ACB Ngo Quyen 30 6.40 .675 .000 

Work ability 30 2.00 .695 .000 

Valid N (list wise) 30    
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Table 3.9: Frequency Statistics.  

Salary 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 7 23.3 23.3 23.3 

Somewhat satisfied 13 43.3 43.3 66.7 

Extremely satisfied 10 33.3 33.3 100.0 

Total 30 100.0 100.0  

 

Efficiency in work at ACB Ngo Quyen 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 4 13.3 13.3 13.3 

Somewhat satisfied 8 26.7 26.7 40.0 

Extremely satisfied 18 60.0 60.0 100.0 

Total 30 100.0 100.0  

 

Fringe benefit 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 1 3.3 3.3 3.3 

Somewhat satisfied 11 36.7 36.7 40.0 

Extremely satisfied 18 60.0 60.0 100.0 

Total 30 100.0 100.0  

 

Supervision 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Extremely unsatisfied 2 6.7 6.7 6.7 

Somewhat unsatisfied 14 46.7 46.7 53.3 

Slightly unsatisfied 14 46.7 46.7 100.0 

Total 30 100.0 100.0  

 

Leadership style at ACB Ngo Quyen 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Somewhat unsatisfied 10 33.3 33.3 33.3 

Slightly unsatisfied 13 43.3 43.3 76.7 

Neutral 6 20.0 20.0 96.7 

Slightly satisfied 1 3.3 3.3 100.0 

Total 30 100.0 100.0  
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Loyalty to bank 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Extremely unsatisfied 1 3.3 3.3 3.3 

Somewhat unsatisfied 13 43.3 43.3 46.7 

Slightly unsatisfied 16 53.3 53.3 100.0 

Total 30 100.0 100.0  

 

Co-worker relation at ACB Ngo Quyen 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 3 10.0 10.0 10.0 

Somewhat satisfied 12 40.0 40.0 50.0 

Extremely satisfied 15 50.0 50.0 100.0 

Total 30 100.0 100.0  

 

Work ability 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Extremely unsatisfied 7 23.3 23.3 23.3 

Somewhat unsatisfied 16 53.3 53.3 76.7 

Slightly unsatisfied 7 23.3 23.3 100.0 

Total 30 100.0 100.0  

Table 3.10: Independent Sample Ttest. 

Group Statistics 

 
Gender of 

Respondent 
N Mean Std. Deviation 

Std. Error 
Mean 

Do you satisfy with current job at 
ACB  Ngo Quyen Branch? 

Female 17 6.41 .507 .123 

Male 13 6.69 .480 .133 

Independent Sample Test Results: Sig. = 0.263 

Group Statistics 

 Your Marital status N Mean Std. Deviation 
Std. Error 

Mean 

Do you satisfy with current job at 
ACB  Ngo Quyen Branch? 

Unmarried 8 6.38 .518 .183 

Married 22 6.59 .503 .107 

Independent Sample Test Results: Sig. = 0.730 
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Table 3.11: Oneway ANOVA Analysis. 

Descriptives – Job experience 

Do you satisfy with current job at ACB  Ngo Quyen Branch? 

 N Mean Std. Deviation Std. Error Minimum Maximum 

Below 10 years       

1120 years 11 6.55 .522 .157 6 7 

Above 20 years 2 6.50 .707 .500 6 7 

Total 30 6.53 .507 .093 6 7 

 

ANOVA 

Do you satisfy with current job at ACB  Ngo Quyen Branch 

 Sum of Squares df Mean Square F Sig. 

Between Groups .004 2 .002 .007 .993 

Within Groups 7.463 27 .276   

Total 7.467 29    

 

Table 3.12: Oneway ANOVA Analysis. 

Descriptives – Level of Education 

Do you satisfy with current job at ACB  Ngo Quyen Branch? 

 N Mean Std. Deviation Std. Error Minimum Maximum 

Master and above 4 6.25 .500 .250 6 7 

Bachelor 22 6.59 .503 .107 6 7 

Others 4 6.50 .577 .289 6 7 

Total 30 6.53 .507 .093 6 7 

 

ANOVA 

Do you satisfy with current job at ACB  Ngo Quyen Branch? 

 Sum of Squares df Mean Square F Sig. 

Between Groups .398 2 .199 .761 .477 

Within Groups 7.068 27 .262   

Total 7.467 29    
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Table 3.13: Oneway ANOVA Analysis. 
Descriptives - Age 

Do you satisfy with current job at ACB  Ngo Quyen Branch? 

 N Mean Std. Deviation Std. Error Minimum Maximum 

Below 25       

2635 13 6.69 .480 .133 6 7 

3645 7 6.43 .535 .202 6 7 

>46 1 6.00 . . 6 6 

Total 30 6.53 .507 .093 6 7 

 

ANOVA 

Do you satisfy with current job at ACB  Ngo Quyen Branch? 

 Sum of Squares df Mean Square F Sig. 

Between Groups .761 3 .254 .983 .416 

Within Groups 6.706 26 .258   

Total 7.467 29    

Table 3.14: Overall Job Satisfaction at ACB – Ngo Quyen Branch 

One-Sample Statistics 

 N Mean Std. Deviation Std. Error Mean 

Do you satisfy with current job at ACB  Ngo 
Quyen Branch? 

30 6.53 .507 .093 

 

One-Sample T-Test 

 Test Value = 0 

t df 
Sig. 

(2-tailed) 
Mean Difference 

95% Confidence Interval of the 
Difference 

Lower Upper 

Do you satisfy with 
current job at ACB  
Ngo Quyen Branch? 

70.52 29 .000 6.533 6.34 6.72 

 

Do you satisfy with current job at ACB  Ngo Quyen Branch? 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Somewhat satisfied 14 46.7 46.7 46.7 

Extremely satisfied 16 53.3 53.3 100.0 

Total 30 100.0 100.0  
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4.2. An Analysis of Tested Results 

Overall Job Satisfaction  

What is the level of overall job satisfaction of employees at ACB – Ngo Quyen Branch, 

Hai Phong city? Table 3.14 above indicates that out of the 30 survey participants, no one 

respondent (n=0) fell in the Extremely Dissatisfied range. However, 46.7 percent of the 

respondents (n=14) fell in the Somewhat satisfied range, while 53.3 percent (n=16) of the scores 

were in the Extremely satisfied range. It could be concluded that 100 percent of the employees 

are satisfied with their job at ACB – Ngo Quyen Branch. The Mean of 30 observations retrieved 

from ACB – Ngo Quyen Branch on Job Satisfaction is 6.53, quiet high, and is significant at the 

level of 1% in One-sample T-test table supported for this conclusion. 

Job Satisfaction and Demographic Variables (Gender, Job Experience, Age,…) 

Using the Independent Samples T-test, the results are shown in Table 3.10 above. The P

value of Independent Sample Ttest is 0.263. This means it is not significant, and we can 

conclude that there are no significant differences in the levels of job satisfaction between male 

and female employees at ACB – Ngo Quyen Branch, Hai Phong city.  

We also witness that there are no significant differences in the levels of job satisfaction 

between married and single groups as shown in Table 3.10 above due to the Pvalue of the 

Independent Samples T-test is not significant. 

Using One-way ANOVA Analysis, the results are presented in Table 3.11 above. The P

value of One-way ANOVA Analysis is 0.993. This means it is not significant. And, we can 

conclude that there are no significant differences between those Job experience groups on Job 

satisfaction at ACB – Ngo Quyen Branch, Hai Phong city. 

Regarding the Level of Education, the Pvalue of One-way ANOVA Analysis in Table 3.12 

is 0.477. It is not significant either. This means there are no differences between groups of 

different Levels of Education at ACB – Ngo Quyen Branch on their job satisfaction. This is 

contrast to the cases of Phil (2009), who suggested that highly educated employees may have 

higher expectations and therefore are more likely to remain unsatisfied. Studies by Mora and 

FerreriCarbonellb (2009) and Zou (2007) also found that highly educated employees had lower 

levels of job satisfaction than lower educated employees and received better promotional 

opportunities, earnings, and job security. Clark et al (1996) stated that higher levels of job 

satisfaction exist among employees who have lower educations while highly educated employees 

are less satisfied with their job.2  

Using the same technique, the results of One-way ANOVA Analysis are illustrated in Table 

3.13. The Pvalue of One-way ANOVA Analysis is 0.416. It is not significant either. And, we can 

conclude that there are no age groups differ significantly regarding their levels of job satisfaction 

at ACB – Ngo Quyen Branch, Hai Phong city. 

                                                 
2
 See more at Hind A. et.al (2013). 



1523 

Job Satisfaction and Other Variables 

Using One-Sample T-Test technique to check whether or not the following factors: Salary, 

Efficiency in work, Fringe benefit, Supervision, Leadership style, Loyalty to bank, Coworker 

relation, Work ability affect to job satisfaction among banking employees at ACB – Ngo Quyen 

Branch, Hai Phong city, the Results are demonstrated in Table 3.8 above. All variables are 

significant at the level of 1 percent. This means that the Factors affecting job satisfaction among 

banking employees at ACB – Ngo Quyen Branch are Salary, Efficiency in work, Fringe benefit, 

Supervision, Leadership style, Loyalty to bank, Coworker relation, and Work ability as the 

author predicted. However, the Mean of Supervision, Leadership style, Loyalty to bank, and 

Work ability are only 2.40, 2.93, 2.50, and 2.0 respectively. They are lower than the Means of 

those in the 7Likert scale, 4.0. This means, banking employees at ACB – Ngo Quyen Branch 

are not satisfied with those factors. 

5. Conclusion and Recommendation 

At the beginning of the twentyfirst century, Vietnam and other developing countries in 

Asia have been experiencing a tremendous growth in banking sector. Private commercial banks 

play a vital role in the overall development of these economies and to be specific in employment 

sector of these Asian countries. Though it is a challenging profession, job seekers have high 

priority to choose it as career. Social status, comparatively high job security and healthy pay

package in early stage of career are considered to be the reasons for choosing banking as 

profession. But after choosing banking as profession there are some crucial factors which work 

as determinants for Job Satisfaction.3 

Established in 1993, Asia Commercial Bank is one of the largest private banks and most 

technologically advanced financial institutions in Vietnam. It operates over 346 branches 

nationwide and provides retail and commercial banking services, including term deposits, credit 

card, loans, financial services, import and export finance, trade finance global payment, and 

guarantee services, to more than 4 million customers nationwide and in the world. ACB was the 

country’s first bank to implement a data warehouse.4 

In Hai Phong city, ACB has some ten braches. One of them is ACB  Ngo Quyen Branch 

which located in May To ward, Ngo Quyen district. At the moment, ACB  Ngo Quyen has over 30 

banking employees availably working for the Branch. Determining factors for motivating, retaining, 

and enhancing Job Satisfaction of demographically diverse productive baking employees is a 

practical business problem facing business leaders at ACB – Ngo Quyen Branch recently. 

By employing a dataset collected from a survey conducted in 2018 using a questionnaire 

on 7point likert scale that was developed and personally distributed among over 30 banking 

employees of ACB  Ngo Quyen Branch, Descriptive Statistics, Frequency Statistics, One 

                                                 
3 See “Factors Affecting ‘Job Satisfaction’ in Commercial Banks”, available at: 

 http://www.fintechbd.com/factors-affecting-job-satisfacti-on-in-commerci-al-banks/ , accessed on 8/8/2018. 
4 See more at https://www.oracle.com/vn/customers/acb-5-db.html, accessed on August 8th, 2018.  
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Sample Ttest, Independent sample Ttest, Oneway ANOVA analysis, and the SPSS software, 

the author finds that:  

Firstly, mentioning overall Job Satisfaction, 100 percent of banking employees are 

satisfied with their current job at ACB – Ngo Quyen Branch. 

Secondly, regarding Job Satisfaction and Demographic Variables, Gender, Job Experience, 

Age, Marital Status, and Levels of Education, there are no significant differences between those 

groups on Job Satisfaction among banking employees at ACB – Ngo Quyen Branch recently. 

Thirdly, considering Job Satisfaction and other Variables, the author finds that Salary, 

Efficiency in work, Fringe benefit, Supervision, Leadership style, Loyalty to bank, Coworker 

relation, and Work ability are the main factors affecting Job Satisfaction among banking 

employees at ACB – Ngo Quyen Branch, Hai Phong city. However, banking employees at ACB 

– Ngo Quyen Branch are not satisfied with Supervision, Leadership style, Loyalty to bank, and 

Work ability due to the Means of those are lower than that of in 7point Likert Scale, 4.0. 

These results will have an important policy implication for the ACB – Ngo Quyen Branch, 

Hai Phong city in specific and other ACB – Branches nationwide in general to have suitable 

strategy/policy to increase Job Satisfaction among banking employees as Job Satisfaction will 

have direct effects to business performance and profitable ability of the bank and the 

productivity of employees either.  

What is the policy implication for ACB – Ngo Quyen Branch, Hai Phong city in the coming 

time? As stated above, the banking employees are not satisfied with Supervision, Leadership 

style, Loyalty to bank, and Work ability at ACB – Ngo Quyen Branch recently. So, the Brach 

Manager should improve the situation by: 

First, mentioning Supervision, it is necessary for Manager to perfect the Supervision of the 

ACB – Ngo Quyen Branch to have enough supports for its bankers to perform their tasks 

effectively and efficiently. Employees are moderately satisfied with supervision they get from 

their superior will have better performance of their work and increase their job satisfaction. 

Second, regarding Leadership Style, Leaders create a culture where their subordinates 

strive for goal attainment for the success of their organizations. They make the most of their 

potential, skill set and influence to motivate and inspire followers by asserting their authority, 

enforcing the rules, participating, manipulating the situation and by organizing team efforts. 

ACB – Ngo Quyen Branch needs to transform itself into autonomous, systemsthinking 

institutions, professional learning communities that can create a highperforming learning 

environment. Leadership determines job satisfaction. Therefore, improving leadership and 

management capability is a goal that ACB – Ngo Quyen Branch has to achieve in longterm 

success. 

Third, considering Loyalty to bank, Job Satisfaction and Employee Loyalty represents one 

of the most key challenges faced by the bank managers today when it comes to managing their 

employees. Employees are the most valuable resource for all organizations; the longer an 
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employee works for a firm the more valuable it becomes. Employee loyalty is all about 

employees being committed for the success of the organization with a strong belief that working 

with that particular organization is their best option. So, there is no way for ACB – Ngo Quyen 

Branch, it should immediately find the pathway to increase the loyalty of their employees 

through income policy, promotion policy, etc.  

Last but not the list, viewing the Work abilityone of the most important factors inherent in 

the job satisfaction every firm should focus on. We all know that organizational changes and 

relative growth of the ageing population together with related health problems seem to have 

increased stressfulness in the work of banking employees. To reduce the stressfulness of banking 

employees and improve their physical health, ACB – Ngo Quyen Branch should have an 

effective health policy for their bank workers annually to ensure that ACB’s employees always 

have a good health to deal with their tasks.  

Overall, there is no doubt that my investigations can contribute to the existing literature on 

the Job Satisfaction among banking employees in terms of testable implications from economic 

model. However, the research on identifying the factors affecting Job Satisfaction among 

banking employees is just the beginning of the study. Further examination can help to expose 

additional factors that may contribute to a deeper understanding of job satisfaction among 

employees. Since, existing data is quite limited, evaluating the impacts of Job Satisfaction on 

bank’s performance is also quiet important which merits further research to understand what 

relations they have.  
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APPENDIXES 

APPENDIX 1: COMPONENTS OF SALARY 

Components of Salary. 

Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

Satisfied with present salary at ACB Ngo Quyen 30 5 7 6.20 .805 

Bank is sympathetic to officers view 30 5 7 6.03 .850 

Bank appreciates performance 30 5 7 5.93 .785 

Satisfied with increment allocation method 30 4 7 6.23 .774 

Income is higher than other banks 30 5 7 6.47 .629 

Satisfied with the chances of promotion 30 5 7 6.23 .679 

Satisfied with the welfare facilities 30 3 7 5.43 .935 

Satisfied with the chances with the income increase 30 4 7 5.73 .944 

Valid N (list wise) 30     

 

Satisfied with present salary at ACB Ngo Quyen 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 7 23.3 23.3 23.3 

Somewhat satisfied 10 33.3 33.3 56.7 

Extremely satisfied 13 43.3 43.3 100.0 

Total 30 100.0 100.0  

 

Bank is sympathetic to officers view 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 10 33.3 33.3 33.3 

Somewhat satisfied 9 30.0 30.0 63.3 

Extremely satisfied 11 36.7 36.7 100.0 

Total 30 100.0 100.0  

 

Bank appreciates performance 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 10 33.3 33.3 33.3 

Somewhat satisfied 12 40.0 40.0 73.3 

Extremely satisfied 8 26.7 26.7 100.0 

Total 30 100.0 100.0  

 



1529 

Satisfied with increment allocation method 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Neutral 1 3.3 3.3 3.3 

Slightly satisfied 3 10.0 10.0 13.3 

Somewhat satisfied 14 46.7 46.7 60.0 

Extremely satisfied 12 40.0 40.0 100.0 

Total 30 100.0 100.0  

 

Income is higher than other banks 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 2 6.7 6.7 6.7 

Somewhat satisfied 12 40.0 40.0 46.7 

Extremely satisfied 16 53.3 53.3 100.0 

Total 30 100.0 100.0  

 

Satisfied with the chances of promotion 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 4 13.3 13.3 13.3 

Somewhat satisfied 15 50.0 50.0 63.3 

Extremely satisfied 11 36.7 36.7 100.0 

Total 30 100.0 100.0  

Satisfied with the welfare facilities 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly unsatisfied 1 3.3 3.3 3.3 

Neutral 3 10.0 10.0 13.3 

Slightly satisfied 11 36.7 36.7 50.0 

Somewhat satisfied 12 40.0 40.0 90.0 

Extremely satisfied 3 10.0 10.0 100.0 

Total 30 100.0 100.0  

 

Satisfied with the chances with the income increase 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Neutral 3 10.0 10.0 10.0 

Slightly satisfied 9 30.0 30.0 40.0 

Somewhat satisfied 11 36.7 36.7 76.7 

Extremely satisfied 7 23.3 23.3 100.0 

Total 30 100.0 100.0  
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Appendix 2: COMPONENTS OF Efficiency in work 

Components of Efficiency in Work. 

Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

Not loose job if work efficiently 30 5 7 6.07 .828 

Immediate supervisor is reasonable 30 5 7 6.30 .794 

Satisfied with recognition by colleagues 30 5 7 6.27 .785 

Superior encourages suggestions for 
improvements 

30 5 7 6.40 .724 

Valid N (listwise) 30     

 

Not loose job if work efficiently 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 9 30.0 30.0 30.0 

Somewhat satisfied 10 33.3 33.3 63.3 

Extremely satisfied 11 36.7 36.7 100.0 

Total 30 100.0 100.0  

 

Immediate supervisor is reasonable 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 6 20.0 20.0 20.0 

Somewhat satisfied 9 30.0 30.0 50.0 

Extremely satisfied 15 50.0 50.0 100.0 

Total 30 100.0 100.0  

 

Satisfied with recognition by colleagues 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 6 20.0 20.0 20.0 

Somewhat satisfied 10 33.3 33.3 53.3 

Extremely satisfied 14 46.7 46.7 100.0 

Total 30 100.0 100.0  

 

Superior encourages suggestions for improvements 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 4 13.3 13.3 13.3 

Somewhat satisfied 10 33.3 33.3 46.7 

Extremely satisfied 16 53.3 53.3 100.0 

Total 30 100.0 100.0  
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Appendix 3: COMPONENTS OF Fringe benefit 

Components of Fringe Benefit. 

Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

Superior gives reasonable attention to 
suggestions 

30 5 7 6.27 .785 

Satisfied with personnel development 
programs 

30 5 7 6.30 .794 

Leave rules cover average requirements 
adequately 

30 5 7 6.30 .794 

Valid N (list wise) 30     

 

Superior gives reasonable attention to suggestions 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 6 20.0 20.0 20.0 

Somewhat satisfied 10 33.3 33.3 53.3 

Extremely satisfied 14 46.7 46.7 100.0 

Total 30 100.0 100.0  

 

Satisfied with personnel development programs 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 6 20.0 20.0 20.0 

Somewhat satisfied 9 30.0 30.0 50.0 

Extremely satisfied 15 50.0 50.0 100.0 

Total 30 100.0 100.0  

 

Leave rules cover average requirements adequately 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 6 20.0 20.0 20.0 

Somewhat satisfied 9 30.0 30.0 50.0 

Extremely satisfied 15 50.0 50.0 100.0 

Total 30 100.0 100.0  
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Appendix 4: COMPONENTS OF Supervision 

Components of Supervision. 

Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

Satisfied with work allotments 30 1 6 2.80 1.095 

Satisfied with general supervision of departments 30 2 4 2.77 .679 

Maximum facilities given for working properly 30 1 5 2.77 .817 

Valid N (listwise) 30     

 

Satisfied with work allotments 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Extremely unsatisfied 1 3.3 3.3 3.3 

Somewhat unsatisfied 13 43.3 43.3 46.7 

Slightly unsatisfied 11 36.7 36.7 83.3 

Neutral 2 6.7 6.7 90.0 

Slightly satisfied 2 6.7 6.7 96.7 

Somewhat satisfied 1 3.3 3.3 100.0 

Total 30 100.0 100.0  

 

Satisfied with general supervision of departments 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Somewhat unsatisfied 11 36.7 36.7 36.7 

Slightly unsatisfied 15 50.0 50.0 86.7 

Neutral 4 13.3 13.3 100.0 

Total 30 100.0 100.0  

 

Maximum facilities given for working properly 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Extremely unsatisfied 1 3.3 3.3 3.3 

Somewhat unsatisfied 10 33.3 33.3 36.7 

Slightly unsatisfied 15 50.0 50.0 86.7 

Neutral 3 10.0 10.0 96.7 

Slightly satisfied 1 3.3 3.3 100.0 

Total 30 100.0 100.0  
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Appendix 5: COMPONENTS OF Leadership style 

Components of Leadership Style. 

Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

Bank’s policy is to override workers to get 
the maximum 

30 1 4 2.37 .718 

Bank treats officers worse than other banks 30 1 3 2.17 .699 

Valid N (listwise) 30     

 

Bank’s policy is to override workers to get the maximum 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Extremely unsatisfied 3 10.0 10.0 10.0 

Somewhat unsatisfied 14 46.7 46.7 56.7 

Slightly unsatisfied 12 40.0 40.0 96.7 

neutral 1 3.3 3.3 100.0 

Total 30 100.0 100.0  

 

Bank treats officers worse than other banks 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Extremely unsatisfied 5 16.7 16.7 16.7 

Somewhat unsatisfied 15 50.0 50.0 66.7 

Slightly unsatisfied 10 33.3 33.3 100.0 

Total 30 100.0 100.0  
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Appendix 6: COMPONENTS OF Loyalty to bank 

Components of Loyalty to Bank. 

Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

Very good relationship between union and 
management 

30 1 5 2.47 .937 

Would not leave job if similar job offer to 
other organization 

30 1 3 2.27 .691 

Valid N (listwise) 30     

 

Very good relationship between union and management 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Extremely unsatisfied 4 13.3 13.3 13.3 

Somewhat unsatisfied 12 40.0 40.0 53.3 

Slightly unsatisfied 11 36.7 36.7 90.0 

Neutral 2 6.7 6.7 96.7 

Slightly satisfied 1 3.3 3.3 100.0 

Total 30 100.0 100.0  

 

Would not leave job if similar job offer to other organization 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Extremely unsatisfied 4 13.3 13.3 13.3 

Somewhat unsatisfied 14 46.7 46.7 60.0 

Slightly unsatisfied 12 40.0 40.0 100.0 

Total 30 100.0 100.0  
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Appendix 7: COMPONENTS OF Coworker relation 

Components of Co-worker Relation. 

Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

Job gives chances to do things felt best 30 5 7 6.43 .679 

Prefer working with present colleagues 30 5 7 6.07 .868 

Valid N (listwise) 30     

 

Job gives chances to do things felt best 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 3 10.0 10.0 10.0 

Somewhat satisfied 11 36.7 36.7 46.7 

Extremely satisfied 16 53.3 53.3 100.0 

Total 30 100.0 100.0  

 

Prefer working with present colleagues 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Slightly satisfied 10 33.3 33.3 33.3 

Somewhat satisfied 8 26.7 26.7 60.0 

Extremely satisfied 12 40.0 40.0 100.0 

Total 30 100.0 100.0  
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Appendix 8: COMPONENTS OF Work ability 

Components of Work Ability. 

Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

Fair chances given for better work 30 1 4 2.33 .844 

Able to do better than present work 30 1 3 2.13 .681 

Valid N (listwise) 30     

 

Fair chances given for better work 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Extremely unsatisfied 4 13.3 13.3 13.3 

Somewhat unsatisfied 15 50.0 50.0 63.3 

Slightly unsatisfied 8 26.7 26.7 90.0 

Neutral 3 10.0 10.0 100.0 

Total 30 100.0 100.0  

 

Able to do better than present work 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Extremely unsatisfied 5 16.7 16.7 16.7 

Somewhat unsatisfied 16 53.3 53.3 70.0 

Slightly unsatisfied 9 30.0 30.0 100.0 

Total 30 100.0 100.0  
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Abstract: This paper focuses on investigating the influence of attitude toward sponsorship 

on transferring  the image from the sponsored event to the brand of sponsor. Base on relevant 

literature that draws specific hypotheses, this research explores the case of Happy Colour Run 

event sponsored by Hanoi Beverage Company (Habeco) with a questionnaire survey was 

conducted with 568 participants at Happy Colour Run in Hanoi, Hochiminh City and Danang. 

The findings show that attitudes towards sponsorship have a positive impact on the image 

transfer from the sponsored event to the brand of the sponsor. Additionally, the study also 

suggests that the event image has a positive impact on the brand image of the sponsor. The 

article also gives some managerial and the following future research orientation. 

Keywords: event sponsorship, event image, brand image, attitudes towards sponsorship 

 

1. Introduction  

Since the 1990s, sponsorship has become a very popular instrument within the mix 

communication resources for companies to establish a communication flow towards defined 

targets. In 2017, worldwide investment in sponsorship is estimated at $62.7 billion compared to 

$37.9 billion USD in 2007 (IEG, 2018). In the United States, spending in 2017 was estimated at 

$23.1 billion (up 4.5% from 2016), in Europe (+5.1%), and in Asia Pacific (+5.7%). In 2018, 

Global sponsorship spending is projected to grow 4,9%, to $65.8 billions, of which sports 

account for 70 % the market; entertainment 10%; causedrelated marketing 9%; arts 4%, annual 

events and festivals about 4%; other activities 3%. Nowadays, the sponsorship opportunity is 

booming in Asia and Vietnam is also the case. 

According to current literature, sponsorship has impact on brand image, brand awareness, 

corporate image (Javalgi et al., 1994) as well as adds financial value to brand (Cornwell et al., 

2001). Event sponsorship also affects the increase of brand equity, attitude of consumers toward 

the sponsor’s brand, and eventually it has effect on the sponsor’s profitability through sales 

increase and loyalty improvement (Cornwell and Maignan, 1998). According to Cornwell et al. 

(2001) and Santos et al. (2008), effects of sponsorship are subjected to the influence of the 

attitude towards sponsorship, by which a consumer with a good attitude toward sponsorship has 
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a more positive response to sponsor recognition (Pham and Johar, 2001), image transfer from an 

event to the sponsor’s brand (Gwinner and Eaton, 1999). 

In addition, studies on image transfer in general and attitude toward sponsorship in 

particular have been mainly investigated in the field of sport sponsorship (Grohs et al., 2004), 

few and limited sponsorship research has been conducted in other contexts such as festivals, 

music, culture, society, etc., which cause difficulty in generalizing the research problem (Abreu 

Novais and Arcodia, 2013, Olson, 2010, Rowley and Williams, 2008). On the other hand, despite 

the worldwide accepted theoretical confirmation about the positive impact of event image on the 

sponsor’s brand image, this research problem has not been proven in Vietnam, given its different 

socioeconomic context in comparision with other countries. 

In this context, this research focuses on the influence of attitude towards sponsorship on 

image transfer from the sponsored event to the brand image of the sponsor. According to 

Gwinner (1997) and Santos et al. (2008), variables such as prior experience with a brand, 

exposure to sponsored event are important control variables that need to be included in the 

research framework with a single postevent measurement. For this purpose, a survey was 

conducted to evaluate the impact of Habeco’s sponsorship for Happy Colour Run event. The 

research results give some implications for the manager and further research direction. 

2. Theoretical Framework 

2.1. The effect of exposure to sponsored event on event image  

Exposure to sponsored event mentions about the number of times an individual is exposed 

to a sponsor’s message during the sponsored event via the name mentioning, appearance of the 

logo, etc (Santos et al., 2008). The brand awarenes is increased with additional exposures, 

although this process happens at a diminishing rate (Grohs et al., 2004). Many researchers have 

argued that more knowledge of a subject can help consumers to have more positive evaluation on 

the subject (Bornstein, 1989, Rindfleisch and Inman, 1998). The impact of simple exposure 

shows that repetitive contact with an entity can enhance the public's appreciation of the entity. 

This is especially true for unintentional exposure (Bornstein, 1989). This effect can be explained 

based on the familiarity with certain entities: people tend to evaluate an entity more positively if 

they are more familiar with that entity (Monin, 2003, Zajonc, 2001). Therefore, we propose that: 

H1: Exposure to the sponsored event have positive impact on the event image. 

2.2. The impact of event image on brand image 

Brand image is defined as "brand perceptions that are reflected by brand associations held 

in the consumers’ memory" (Keller, 1993, p.3). These brand associations are formed from a 

variety of sources including product and brand experience, brand attributes, price information, 

packaging, user images, etc (Keller, 1993). Keller (1993) has suggested that these brand 

associations may be affected when a brand becomes associated, the associations linked with the 

event (e.g., youthful, relaxing, enjoyable, disappointing, sophisticated, élite, etc.) may become 

linked in memory with the brand. 
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Besides, event or special event is defined as "a ritual, celebration, festivals or special 

program that facilitates an activity or creates a specific moment to serve specific social and 

cultural goals or corporate branding of the company, such as: cultural events, sport activities, 

product launching events, music festivals, etc. "(Getz, 2005, p78). Similar to brand, events 

regarding sport, culture, music, art and exhibitions... also share certain characteristics and 

associations (Grohs and Reisinger, 2014). According to the Keller's brand image definition 

(1993), the event image is defined as "event perceptions that are reflected by event associations 

held in consumers’memory" (Grohs and Reisinger, 2014, p1019). 

Creating a positive brand image is a main goal that companies associate with event 

participation in events (Meenaghan, 2001). The connection between the brand and the sponsored 

event should lead to a positive influence towards the brand amongst event visitors (Gwinner, 

1997). Connection is the central effect mechanism for a possible change in attitude towards a 

brand through visiting an event (Mau et al., 2006). In particular, Heider's Balance Theory (1958) 

provides an important basis for explaining the image transfer between event and brand. Through 

sponsorship, people recognize there is a connection between sponsored event and sponsor brand. 

Thus, in the case of different images of event and brand, both images may be adjusted (Dean, 

2002). Spiritual associations of the sponsor brand will generate a beneficial effect on the 

consumers, from which it is translated into attitudes and behaviors towards the sponsor brand 

(Meenaghan, 2001). 

The results of empirical studies lead to the assumption that a combination of a brand and 

an event leads to the direct positive experience on brand. Therefore, we propose that: 

H2:  Image of sponsored event has a positive impact on the brand image of the sponsor.  

2.3. Prior experience with a brand influenced the brand image of the sponsor. 

The sponsorship message can only provide specific information about a product or service 

if the consumer holds the basic knowledge of the sponsors and their product line (Keller, 1993, 

Grohs et al., 2004). This knowledge is based on previous brand experience. These experiences 

can lead to greater familiarity with certain brand (Grohs et al., 2004). As mentioned above, 

people tend to have more positive evaluation on familiar brand than unfamiliar brand. Base on 

this argument, the author suggests the following hypothesis: 

H3: Prior brand experience has a positive impact on the brand image. 

2.4. Attitude toward sponsorship 

In the case of sponsorship, a corporate sponsor hopes that the consumer’s positive attitude 

towards the sponsored event may rub off onto the product, brand or company. In this context, it 

is necessary to examine the attitude towards event sponsorship in general and to assess the image 

of sponsorship as a generic phenomenon. While consumers sometimes have negative attitude 

towards advertising, sponsorship as a communication tool often appears to cause more positive 

effects and a level of goodwill depending on the category of sponsorship engagement, e.g. 

support of cultural activities, sports (Meenaghan, 2001). The response to corporate sponsorship 
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activities is, for this reason, dependent on the attitude and the degree of goodwill towards 

sponsorship in general. Therefore, we propose that: 

H4: a more positive attitude toward sponsorship evokes image transfer from event to 

sponsor brand 

2.5. Framework and research hypotheses 

Based on the results of the literature review and hypotheses elaborated, the author has 

modeled the framework as followed: (Figure 1) 

 

Figure 1: Research model 

3. Methodology 

Happy Colour Run – Youth Color Run – I love my country is organized by the Central 

Committee of Ho Chi Minh Communist Youth Union in collaboration with the People's 

Committees of provinces, cities and DHA Company. This is a meaningful sport and cultural 

event for youth, engaging the young people to patriotism, national pride, constructive and 

defensive spirit toward the country; encouraging the young volunteers to build up their 

businesses on the Youth Island, construct social works and support people's livelihoods in the 

five youth islands as guided by the Prime Minister. Happy Color Run is annually held in various 

big cities such as: Hanoi capital; Ho Chi Minh City; Danang; Hai Phong; Kien Giang; Nha 

Trang. This is a series of events that continue the spirit of happy color road  Ha Long Running 

2014 – For the love toward sea and island, that was successfully held in Quang Ninh province in 

December 2014. 

3.1. Measurement of variables  

To measure event image as well as the brand image of the sponsor, we decided to use the 

concept and scale of the brand imag by Wu and Wang (2014) with 12 items. 

Exposure with 
sponsored 

event 

  H2  H1 

H3   

H4  

 

Event image 

Prior experience 
with the brand 

Attitude toward 
sponsorship 

 

Brand image 



1541 

As agreed by the previous researchers, exposure to the event was measured by three items 

of (Grohs et al., 2004). Attitude toward sponsorship was measured by four items of Giannelloni 

(1990). Finally, prior experiences with the brand was measured by the four items of Santos et al. 

(2008).  

The scales use the 5point likert, exclusive two variables are exposure with the event and 

prior experience with the brand using the 5point scale with: 1… not at all, 2…1 time; 3…2 to 3 

times; 4…4 to 5 times; 5…> 5 times (Grohs et al., 2004). 

3.2. Sample and sampling method 

The study was conducted through two steps: preliminary investigation and formal 

investigation. Particularly, the preliminary investigation consists of qualitative and quantitative 

surveys, the second step is to carry out formal quantitative surveys. In the qualitative survey, the 

author conducted indepth interviews with experts and focus group interviews to improve the 

draft scale 1 and create the draft scale 2. In the quantitative survey, a preliminary study was 

carried out with N = 168, the Cronbach Alpha and EFA reliability coefficients were used to test 

the reliability coefficients of the scales. Observational variables fail to meet standards.  

The completed questionnaire was then included in the official quantitative surveys in 

Hanoi, Da Nang and Ho Chi Minh City from January 2017 to June 2017. The whole object of the 

research is actually all participants in Happy Color Run who are living and working in Vietnam. 

The sampling frame is a complete list of all the people who have registered and attended the 

Happy Color Run events in each city. Sampling is probable. In it, "the opportunity or probability 

of each sample selected from the list is usually the same for all" (Saunders et al., 2012, p261)..  

The questionnaire of this study included 35 observational variables used in factor analysis 

at least 5 factors for each observation variable (Bentler and Chou, 1987). Therefore, the premiary 

sample size is 35 * 5 = 175 elements. However, in order to increase the reliability of the study, 

the author intends to collect 800 elements (N = 800) and eventually 620 questionnaires have 

been collected. After screening and removing invalid questionnaires, the author uses 568 valid 

questionnaires for use in official analytical processing. 

3.3. Data analysis 

Data cleaning and encoding, data entry and data analysis were performed using SPSS 

software version 22.0. The author uses the EFA methodology to test the value of the scale, the 

Cronbach Alpha coefficient for measuring the reliability of the scale. To test theoretical models 

and research hypotheses, the author uses Amos software version 20.0 and uses Structural 

Equation Modeling (SEM). 

4. Research results  

4.1. Evaluation of the scales 

Firstly, the observational variables constituting the scale were evaluated for the value of 

convergence and discrimination by means of exploratory factor analysis (EFA). Data used for 
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exploratory factor analysis by principal component extraction, varimax rotation, with KMO = 

0.900> 0.5 and sig. = 0.000 <0.05, so we can confirm the data to perform factor analysis, it can 

be confirmed that there are 10 factors in the model (Table 1). 

Table 1: Summarizing reliability and total extracted variance  

No Scale 
Number of 
observation 

variables  

General reliability 
coefficient of 

Cronbach’s Alpha 

Total 
extracted 
variance 

Conclusion 

1. Brand Image 12 0.910 73.014% 

All scales are 
reliable 

2. Event image 12 0.884 66.877% 

3. Exposure with event 3 0.703 62.936% 

4. Attitude toward sponsorship 4 0.760 58.208% 

5. Prior experience with the brand 4 0.795 62.856% 

After the EFA analysis, the scale was evaluated for reliability by the Cronbach's Alpha 

coefficient. From 0.8 to 1, the measurement scale is good, from 0.7 to nearly 0.8, the range of 

use, from 0.6 and above is acceptable (Hair et al., 1998). Using the SPSS 22.0 software, the 

author drew the results of Cronbach Alpha's reliability analysis and the Exploratory Factor 

Analysis (EFA) analysis, all of which were Cronbach's Alpha greater than 0.6. Specific results 

are summarized in Table 1. 

4.2. Confirming factor analysis (CFA) 

After a preliminary evaluation of the scale, the author continued to use AMOS software 

version 20.0 to perform CFA (Confirmatory Factor Analysis) analysis of conceptual scales, 

theory and test hypothesis. Test standards used include: Chisquare adjustment of degrees of 

freedom (CMIN / df); GFI (Goodness of Fit Index); TLI (Tucker & Lewis Index); CFI 

(Comparative Fit Index); RMSEA (Root Mean Square Error Approximation). In this study, due 

to the sample size of N = 568 (N> 200), the author will use the standard of Kettinger and Lee 

(1994) to accept CMIN / df <5; GFI, TLI, CFI ≥ 0.9 (Bentler and Bonett, 1980); RMSEA ≤ 0.8. 

Table 2: CFA tessting results 

No Testing criteria Event image Brand image 
Exposure with 

event 
Prior experience with the 

brand 

1. Chisquare/df 3.582 3.371 3.422 3.415 

2. GFI 0.951 0.953 0.939 0.929 

3. TLI 0.944 0.961 0.927 0.943 

4. CFI 0.956 0.971 0.941 0.954 

5. RMSEA 0.067 0.065 0.065 0.065 

Table 2 shows that GFI, TLI, CFI are all greater than 0.9; Chisquare / df <5 and RMSEA 

≤ 0.08, this indicates that the pattern is consistent with market data. 

In addition, for a more comprehensive assessment of the quality and reliability of the scale, 

the author undertakes a Composite Reliability (C.R), Average Variance Extract (A.V.E). By Hair 
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et al. (2010), if C.R > 0.7 and A.V.E > 0.5, it can be concluded that the observed variable 

correlates with the other observed variables in the same factor and the scale is considered to be 

convergent, if the square root of the AVE is larger than the correlation between the two, then it 

can be concluded that the observed variable is not correlated with the other observation variable 

in another factor and the scale is considered to be discriminative. 

Table 3: Summarizing C.R; A.V.E of scales in framework 

No Scale C.R A.V.E Conclusion 

1. Brand image 0.953 0.628 

All scales are 
reliable 

2. Event image 0.938 0.557 

3. Exposure with  event 0.945 0.539 

4. Attitude toward sponsorship 0.870 0.627 

5. Prior experience with the brand 0.961 0.610 

4.3. Testing research model 

The research model has the following coefficients Chisquare / df = 3.505; GFI = 0.901; 

TLI = 0.903; CFI = 0.917; RMSEA = 0.066, showing that the model is suitable for market data. 

The result on model analysis will be represented in details in the following table 4. 

Table 4: The result of model testing without the impact of moderating variable 

Relationship Estimate S.E. C.R. P 

HASK < TXSK 1.998 .409 4.879 *** 

HATH < HASK .670 .066 10.135 *** 

HATH < KNTH .256 .028 9.158 *** 

In the table: Estimate: average estimated value; S.E: standard error; C.R: critical value; 

P: value level; ***: p<0,001. 

4.4. Testing of hypotheses 

4.4.1. Testing of H1, H2 và H3 

Estimate result in Table 2 indicate that the relationship weights are positive and 

statistically significant (P ≤ 0.05): 

The image of the Happy Color Run event has a positive relationship with the Habeco brand 

image (H1 = 0.670). Thus, more positive image of Happy Color Run will make the image of 

Habeco brand become more positive.  

The exposure to Happy Color Run had a positive relationship with the event image 

(H2=1,998). Thus, exposure to the Happy Color Run event will positively affect the event image.  

Prior experience with the brand has a positive relationship with the brand image (H4 = 0.256). 

Thus, prior experience with Habeco brand has positively influenced Habeco brand image.  

In summary, the H1, H2, H3 hypotheses are accepted. 
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4.4.2. Testing of moderating effects. 

The author tests the H4 hypothesis, which is equivalent to measuring the impact of event 

image on the brand image under the influence of attitudes toward sponsorship. This study uses 

Hayes (2013) regression analysis in Version22 SPSS software.  

The influence of these moderating variable on the image transfer will be followed steps by 

Hayes (2013). Testing of the influence of moderating variable has been used model 1 of Hayes 

(2013). 

The regression equation of model 1:  

Y = i1 + b1X + b2M + b3XM 

Table 5: Regression result to test H4 

Model = 1:  Y = HATHM; X = HASKM; M = TDTTF; Sample size: 568 

Dependent variable: HATHM – brand image 

Model summary 

R R2 F df1 df2 p 

0.5813 0.3379 95.9303 3.0000 564.0000 0.0000 

Model 

 Coeff Se T P LLCI ULCI 

Constant 0.0164 0.0360 0.4563 0.6484 0.0143 0.0872 

TDTTF 0.1105 0.3850 2.8722 0.0042 0.3490 0.1861 

HASKM 0.5123 0.0386 13.2785 0.0000 0.4365 0.5881 

int_1 0.0366 0.0251 1.4606 0.0447 0.0259 0.0926 

Product terms key:  int 1 = HASKM x TDTTF 

R-square increase due to interaction (s): 

 R2-chng F df1 Df2 P 

int_1 0.0250 2.1333 1.0000 564.0000 0.0447 

Conditional effect of X on Y at value of the moderator (s): 

TDTT Effect Se T P LLCI ULCI 

1.0000 0.5489 0.0437 12.5578 0.0000 0.4631 0.6348 

0.0000 0.5123 0.0386 13.2785 0.0000 0.4365 0.5881 

1.0000 0.4757 0.0482 9.8669 0.0000 0.3810 0.5704 

Values for quantitative moderators are the mean and plus/minus one SD from mean 

Level of confidence for all confidence intervals in output: 95% 

Table 5 shows that the regression coefficient for Int_1 (XM) is b3 = 0.0366 and t (564) = 

1.4606 is statistically significant (p = 0.0447 <0.05). Therefore, the influence of event image on 

brand image is moderated by attitude towards sponsorship. This result allows us to conclude: 

Attitude toward sponsorship enhances the impact of event image on the brand image of sponsor. 

5. Conclusion 

This study has demonstrated the effect of sponsored event image (Happy Color Run) on 

brand image of sponsor (Habeco). This would confirm that sponsorship could be an opportunity 
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to develop brand image, thanks to an association with the external entity. Therefore, sponsors 

need to evaluate the image of the potential partner (Sponsee) before entering a contractual 

relationship. In addition, although this study focuses on sponsor, it also has implications for 

sponsee. For sponsee, they also need to better understand the effectiveness of sponsorship 

activities in order to stimulate commitment among existing sponsors, rebuild sponsosrship 

strategies and design sponsorship contracts are more attractive. 

Attitude toward sponsorship is also a key variable in the sponsorship persuasion process. 

This study shows that a more positive attitude towards sponsorship evokes a more positive image 

transfer process from event to the brand. Based on the findings on attitudes toward sponsorship 

can significantly affect the transfer process. Therefore, the information processing process of the 

target public is very important in achieving the sponsorship results. This process involves the 

memorization of targeted public groups (through direct contact), sponsorship awareness, and 

evaluation of sponsorship activity is positive or negative. Therefore, we advise managers to 

closely monitor the exposure, perceptions and attitudes toward sponsorship of consumers. 

The main limitation of this study is only studied in three cities of Hanoi, Da Nang and Ho 

Chi Minh City, while the Happy Color Run events are organized in other cities such as Hai 

Phong, Quang Ninh, Nha Trang, Kien Giang, etc. Other types of research in the field not only in 

the country but in other countries as well as other types of events may have different effects.  In 

addition, this study only selects single postevent measurement, we do not have any primary 

assessment of the previous brand image. However, this issue is really difficult to implement 

because in this case, Happy Color Run and Habeco have been linked since the year 2014. The 

study compares the brand image before and after joining Event sponsors can give us a more 

complete assessment. 
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Abstract: The main research objective is to measure the impacts of factors to employee job 

satisfaction. It is denoted that this study relies on four factors, namely recognition, training and 

development, salary, and job security to explain for the changes of employee job satisfaction in joint 

stock commercial banks in Hanoi. Based on the results of the analysis, the research will provide 

solutions to increase employee job satisfaction within joint stock commercial banks in Hanoi. 

Keywords: Banks, Employee satisfaction, recognition, salary, job security 

 

1. Introduction 

Human resources is key success factor within the firms which are delivering services to the 

customers (Parasuraman et al., 1985). According to Gaspar (2006), services firms are different to 

the ones which are delivering goods to the customers due to services are tangibles and it is hard to 

evaluate. This statement is also true in banking sector whether banking services is tangible and the 

quality of banking services is highly depended on the quality of human resources. In this context, it 

should be noted that banking managers need to focus on their employees as most effective way to 

increase banking performances. In Vietnam, banking sector is in high dynamic level. The 

development of Vietnam banking sector is amazing, regarding to the fact that this sector has been 

growing up since 1980s, after Vietnamese Government conducts economic renovation with strong 

focus on marketoriented mechanism. Under this research background, it is identified that the 

employees within Vietnam banking sector has high opportunity to select the job. It is showing 

through the fact that they can either choose the job from one bank or they can leave this job and 

move to another banks in case of job dissatisfaction. According to Nguyen (2015), banking is one 

of the top industries that have high job turnover rate. Nguyen (2015) indicates that job turnover 

rate in banking industry in Vietnam is 8.8% and it is followed by trading industry and oil and 

mining industry with job turnover rates of 8.4% and 6.0% respectively.  

Moreover, banking managers today take high consideration on employee job satisfaction 

due to its benefits. According to Hardy et al. (2003), higher employee job satisfaction will reduce 

                                                 
1 This research is funded by the National Project KX.01.18/16-20 “Monetary and  Financial Constrainsts to 

development enterprises in Vietnam: Situations, Problems and Solutions” 
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job absenteeism and therefore it helps to increase the quality of outputs or higher productivity at 

work. Dalal (2005) indicates that higher employee job satisfaction will reduce job turnover 

intention and therefore the firms can reduce operating cost such as training cost for new 

employees. In addition, maintenance of employee job satisfaction will assure for higher service 

quality to the customers that is considered as key strategic weapon to every firm in high 

completion market (Crossman and AbouZaki, 2003).  

Since employee job satisfaction is important, there are many empirical evidences which are 

developed by both local and foreign researchers. Sowmya and Panchanatham (2011) develop a study 

with quantitative research method to point out key factors that influence on employee job 

satisfaction, including salary and promotion, organization characteristics, supervisor behavior, job 

characteristics and working environment, and coworker behavior. Rao and Poornima (2014) also 

develop a set of items to measure the changes of employee job satisfaction, including salary and 

promotion, supervisor behavior, job characteristics and working environment, coworker behavior, 

job appraisal, and compensation benefits. In Vietnam, the topic about employee job satisfaction is 

also studied by different researchers during the time. Nguyen (2012) systematize theories of 

employee satisfaction by establishing a model for assessing employee satisfaction. The study of 

Nguyen (2012) provides certain understand the factors that affect the satisfaction of employees at 

Eximbank Da Nang. The results show that income is the most influential factor in the satisfaction of 

employees at Eximbank in Da Nang. In addition, employee satisfaction is significantly influenced by 

factors including leadership and quality of training. Other factors, colleagues and working conditions 

have no statistical significance to the satisfaction of employees at Eximbank Da Nang. So that,the 

main research objective is to measure the impacts of factors to employee job satisfaction. It is 

denoted that this study relies on four factors, namely recognition, training and development, salary, 

and job security to explain for the changes of employee job satisfaction in joint stock commercial 

banks in Hanoi. Based on the results of the analysis, the research will provide solutions to increase 

employee job satisfaction within joint stock commercial banks in Hanoi 

2. Research model and research hypotheses 

Upon on the discussion of factors influencing on employee job satisfaction, research model 

is constructed as below: 

 

Figure 1: Research model 

Source: Au (2012) 

H1 

H2 

H3 

H4 

Training and development 

Salary 

Job security 

Employee job satisfaction in joint stock 
commercial banks in Hanoi 

 

Recognition 
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The research model above is derived from the study of Au (2012) when this researcher 

examines employee job satisfaction at Vietinbank. According to Au (2012), the changes of 

employee job satisfaction are explained by four factors, including recognition, training, salary, 

and job security. This study has good results since these factors can explain for more than 70% 

of changes in employee job satisfaction in Vietinbank. However, the question is that this model 

is applicable for other banks in Vietnam or not since Au (2012) only applies this model for 

Vietinbank only. Other researchers provide different research models to measure the impacts of 

factors on employee job satisfaction. Nguyen et al. (2013) provide a research model whether 

employee job satisfaction is influenced by relationship with the management, working 

environment, career development, teamwork spirit, and compensation. However, this model of 

Nguyen et al. (2013) does not take into account the importance of recognition and job issues. 

Chu and Dang (2016) develop a research model in which employee job satisfaction level is 

depended on work nature, working conditions, training and advancement opportunities, 

supervisor support, coworker relationship, salary, and bonuswelfare policies. This model 

consists of many factors but it only explains for 51.6% of changes in job satisfaction of the 

employees. Moreover, this model is developed in different industries and it may not be suitable 

for Vietnamese banks.  

Therefore, research hypotheses are proposed as below: 

H1: Recognition has positive effect on employee job satisfaction in joint stock commercial 

banks in Hanoi 

H2: Training and development has positive effect on employee job satisfaction in joint 

stock commercial banks in Hanoi 

H3: Salary has positive effect on employee job satisfaction in joint stock commercial banks 

in Hanoi. 

H4: Job security has positive effect on employee job satisfaction in joint stock commercial 

banks in Hanoi 

3. Data analysis techniques 

Reliability test is used to test the reliability level of the survey scale and it is conducted at 

factor level. It means that there are four reliability test which is conducted separately for 

recognition factor, training and development factor, salary factor, and job security factor. 

According to Hinton (2004), reliability test consists of three requirements. The first requirement 

is that overall Cronbach’s alpha must be higher than 0.6 or each factor must pass reliability 

requirement with Cronbach’s alpha value higher than 0.6. Moreover, reliability test also requests 

that each item of one factor must have certain correlation with its factors and correlation level is 

reflected through Corrected ItemTotal Correlation with value must be higher than 0.3. Finally, 

reliability test demands that when one item is deleted, new Cronbach’s alpha value must be 

lower than before elimination.  

Explanatory factor analysis (EFA) is applied when the researchers want to test validity 
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level of the survey item and it is powerful when they want to reduce the number of variable in 

the dataset (Hair et al., 1998). Given to the fact that there are 13 variables which play the role of 

explanatory factors, it is necessary to reduce this number to reduce the time and the effort to 

measure their impacts to employee job satisfaction in Vietnam banking system. It is denoted that 

EFA is applied only when KMO value is higher than 0.5 and the test for KMO value must be 

statistical significant. In addition, some variables will be combined into single component and 

number of component is decided upon on how many of them have initial eigenvalues higher than 

1.0. Finally, each item of each component must have factor loading value higher than 0.5.  

ANOVA analysis is conducted in this study in order to test how the differences in 

demographic characteristics of the respondents create different assessment to each factor used in 

conceptual research model (Vaus, 2002). It is noted that Independent Sample TTest will be 

applied for gender variable while OneWay ANOVA is applied for age, monthly income, and job 

role of the respondents. In case of these tests are statistical significant, the difference in 

demographic characteristics create different assessment of the respondents and vice versa. 

Linear regression is utilized to create causal relationship between employee job satisfaction 

and four explanatory factors, including recognition, training and development, salary, and job 

security. Overall explanation of explanatory factors is shown through RSquare and higher R

Square value means higher explanation from explanatory variables (Hinton, 2004). In addition, 

each explanatory factor will come up with unstandardized coefficient (B) and standardized 

coefficient (Beta) and B and Beta must pass TTest or TTest is statistical significant. Moreover, 

the factor which has highest Beta will have highest influence on employee job satisfaction.  

4. Results Findings 

4.1 Reliability test 

Reliability test is applied for recognition, training and development, salary, and job 

security. This section will verify reliability level in the survey scale of examined factor.  

Table 1: Reliability test of recognition factor 

Code Survey Items 
Cronbach’s 

alpha 

Corrected 
Item 

Correlation 

Cronbach’s 
alpha if item 

deleted 

REC1 

REC2 

 

REC3 

You often receive recognition from your supervisors. 

You feel your coworkers are recognizing your working 
outputs. 

Your supervisors give autonomy to you. 
0.807 

0.665 

 

0.623 

 

0.755 

0.780 

 

0.777 

 

0.661 

Source: Survey data from the researcher 

Recognition factor has Cronbach’s alpha of 0.807 with intercorrelation of REC1, REC2, 

and REC3 with overall factors of 0.665, 0.623, and 0.755. Intercorrelation of items of this factor 

are higher than 0.3 as requirement. Moreover, deleting REC1 returns new Cronbach’s alpha of 

0.780 while deleting REC2 and REC3 returns new Cronbach’s alpha of 0.777 and 0.661. All new 

Cronbach’s alpha which are obtained from deletion are lower than 0.807. Therefore, it is 

concluded that this factor gains good reliability level in its survey’s scale.  
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Table 2: Reliability test of training and development factor 

Code Survey Items 
Cronbach’s 

alpha 
Corrected Item 

Correlation 

Cronbach’s 
alpha if item 

deleted 

TAD1 

 

TAD2 

 

TAD3 

 

TAD4 

The training content is matched with your needs. 

 

Your supervisors provide clear career development for you. 

 

Different training methods are being applied in your bank. 

 

The lectures in the training is qualified enough. 

 

 

0.808 

0.650 

 

0.692 

 

0.668 

 

0.524 

0.749 

 

0.732 

 

0.747 

 

0.804 

Source: Survey data from the researcher 

Training and development factor has Cronbach’s alpha of 0.807 with intercorrelation of 

TAD1, TAD2, TAD3, and TAD4 with overall factors of 0.650, 0.692, 0.6668, and 0.524. Inter

correlation of items of this factor are higher than 0.3 as requirement. Moreover, deleting TAD1 

returns new Cronbach’s alpha of 0.749 while deleting TAD2, TAD3 and TAD4 returns new 

Cronbach’s alpha of 0.732, 0.747 and 0.804. All new Cronbach’s alpha which are obtained from 

deletion are lower than 0.808. Therefore, it is concluded that this factor gains good reliability 

level in its survey’s scale.  

Table 3. Reliability test of salary factor 

Code Survey Items Cronbach’s alpha 
Corrected Item 

Correlation 

Cronbach’s 
alpha if item 

deleted 

SAR1 

 

SAR2 

 

SAR3 

Your current salary level is matched with average 
salary in the market. 

Your current salary level is appropriate with current 
workloads. 

The bank conducts salary review every year based on 
actual performances. 

0.853 

0.734 

 

0.679 

 

0.775 

0.789 

 

0.850 

 

0.749 

Source: Survey data from the researcher 

Salary factor has Cronbach’s alpha of 0.853 with intercorrelation of SAR1, SAR2, and 

SAR3 with overall factors of 0.734, 0.679, and 0.775. Intercorrelation of items of this factor are 

higher than 0.3 as requirement. Moreover, deleting SAR1 returns new Cronbach’s alpha of 0.789 

while deleting SAR2 and SAR3 returns new Cronbach’s alpha of 0.850 and 0.749. All new 

Cronbach’s alpha which are obtained from deletion are lower than 0.807. Therefore, it is 

concluded that this factor gains good reliability level in its survey’s scale.  

Table 4: Reliability test of job security factor 

Code Survey Items 
Cronbach’s 

alpha 
Corrected Item 

Correlation 
Cronbach’s alpha 

if item deleted 

JCU1 

JCU2 

JCU3 

You feel that current job is stable. 

You feel that current job is matched with your skills. 

You do not perceive any harmfulness from current 
job in the future. 

 

0.784 

0.586 

0.713 

0.577 

 

0.746 

0.608 

0.761 

Source: Survey data from the researcher 
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Job security factor has Cronbach’s alpha of 0.784 with intercorrelation of JCU1, JCU, and 

JCU3 with overall factors of 0.586, 0.713, and 0.577. Intercorrelation of items of this factor are 

higher than 0.3 as requirement. Moreover, deleting JCU1 returns new Cronbach’s alpha of 0.746 

while deleting JCU2 and JCU3 returns new Cronbach’s alpha of 0.608 and 0.761. All new 

Cronbach’s alpha which are obtained from deletion are lower than 0.784. Therefore, it is 

concluded that this factor gains good reliability level in its survey’s scale.  

4.2. Explanatory factor analysis 

To apply EFA analysis, it must pass the requirement of which KMO value is higher than 

0.50 and Bartlett’s Test has pvalue less than 0.05. Obtained result is presented in the table 

below: 

Table 5: KMO and Bartlett’s Test 

Items Value 

KMO value 0.701 

Bartlett’s Test value 1,093.016 

pvalue of Bartlett’s Test 0.000 

Source: Survey data from the researcher 

KMO value is equal to 0.701 and it is higher than 0.05. It is denoted that Bartlett’s Test is a 

ChiSquare test and it returns the value of 1,093.016 with pvalue is less than 0.05. Therefore, 

EFA will be used with given dataset.  

Table 6: Total Variance Explained 

Items 
Initial eigenvalues 

%Cumulative variance 
explained 

Component 1 3.198 24.603 

Component 2 2.441 43.383 

Component 3 2.121 59.699 

Component 4 1.703 72.797 

Component 5  Component 13 <1.000 100.000 

Source: Survey data from the researcher 

The next step is to generate a table with extracted components. There are 13 components in 

the dataset and each component will have initial eigenvalue. However, the number of component 

is decided upon on how many components have initial eigenvalues higher than 1.0 and these 

components must have cumulative percentage of variance explained higher than 50%. Table 

above shows that first four components have initial eigenvalues higher than 1.0. In more detail, 

initial eigenvalues of Component 1, Component 2, Component 3, and Component 4 are 3.198, 

2.441, 2.121, and 1.703 and they have cumulative variance explained value of 72.797% and it is 

higher than 50%. It is concluded that there are four components in the dataset and details in the 

components’ constructs will be presented in the table below: 
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Table 7: Rotated Component Matrix 

Items Component 1 Component 2 Component 3 Component 4 

TAD1 

TAD2 

TAD3 

TAD4 

0.757 

0.842 

0.802 

0.762 

   

SAR1 

SAR2 

SAR3 

 

0.891 

0.839 

0.904 

  

REC1 

REC2 

REC3 

  

0.837 

0.843 

0.864 

 

JCU1 

JCU2 

JCU3 

   

0.807 

0.887 

0.802 

Source: Survey data from the researcher 

Table above shows the details in the components’ constructs. Component 1 has all 

variables of training and development factor, Component 2 has all variables of salary, 

Component 3 has all variables of recognition, and Component 4 has all variables of job security. 

These components and their subsets have factor loading values higher than 0.50. Therefore, EFA 

results that research model is corrected and it does not need to change the hypotheses.  

4.3. Anova 

ANOVA is applied for demographic variables and different demographic variables may 

use different ANOVA analysis. There are two types of ANOVA: one is Independent Sample T

Test and other is OneWay ANOVA. Independent Sample TTest is applied for gender variable 

as below: 

Table 8: Independent Sample TTest of Gender 

Factor Assumption F-Test p-value T-Test p-value 

Employee job 
satisfaction 

Equal variance 

Not equal variance 

4.183 

 

0.042 0.850 

0.849 

 

0.396 

0.397 

Recognition 
Equal variance 

Not equal variance 

15.444 0.000 2.343 

2.350 

0.020 

0.020 

Training and 
development 

Equal variance 

Not equal variance 

0.050 0.823 0.979 

0.980 

0.329 

0.328 

Salary 
Equal variance 

Not equal variance 

1.758 0.186 0.988 

0.986 

0.324 

0.325 

Job security 
Equal variance 

Not equal variance 

1.462 0.228 0.386 

0.386 

0.700 

0.700 

Source: Survey data from the researcher 
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Table above shows that only recognition factor has FTest and TTest to be statistical 

significant at 5% of confidence interval. In more detail, recognition factor has FTest value of 

15.444 and pvalue of FTest is less than 0.05 while TTest value is 2.343 in case of equal 

variance assumption and is 2.350 in case of equal variance not assumption with pvalues of two 

assumptions are less than 0.05. Thus, male and female do have different point of view about 

recognition in Vietnamese banks. Other while, male and female do not have different point of 

view about employee job satisfaction, training and development, salary, and job security in 

Vietnamese banks.  

Then, second type of ANOVA which is named as OneWay ANOVA will be applied for 

other demographic variables, including age, monthly income, and job position.  

Table 9: OneWay ANOVA for Age 

Factor F-Test p-value 

Employee job satisfaction 1.633 0.183 

Recognition 2.141 0.096 

Training and development 1.318 0.270 

Salary 1.221 0.303 

Job security 4.652 0.004 

Source: Survey data from the researcher 

Table above shows that all variables have FTest to be statistical insignificant at 5% of 

confidence interval. Only recognition factor has FTest value of 2.141 and pvalue is less than 10% 

of confidence interval; thus age will impact to the respondents’ evaluation towards recognition in 

joint stock commercial banks in Hanoi at 10% of confidence interval but it will not have impact at 

5% of confidence interval. Other factors have pvalues of FTest higher than 0.05 or 0.10 so that age 

does not impacts to the respondents’ evaluation towards employee job satisfaction, training and 

development, salary, and job security at 5% or 10% of confidence interval.  

Table 10: OneWay ANOVA for Monthly Income 

Factor F-Test p-value 

Employee job satisfaction 0.945 0.420 

Recognition 1.270 0.286 

Training and development 1.532 0.208 

Salary 0.396 0.756 

Job security 0.423 0.737 

Source: Survey data from the researcher 

Table above shows that all variables have FTest to be statistical insignificant at 5% or 

10% of confidence interval. Thus, monthly income does not impacts to the respondents’ 

evaluation towards employee job satisfaction, recognition, training and development, salary, and 

job security at 5% or 10% of confidence interval.  
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Table 11: OneWay ANOVA for Job Position 

Factor F-Test p-value 

Employee job satisfaction 0.831 0.478 

Recognition 0.964 0.411 

Training and development 1.463 0.226 

Salary 0.853 0.466 

Job security 1.737 0.161 

Source: Survey data from the researcher 

Table above shows that all variables have FTest to be statistical insignificant at 5% or 

10% of confidence interval. Thus, job position does not impacts to the respondents’ evaluation 

towards employee job satisfaction, recognition, training and development, salary, and job 

security at 5% or 10% of confidence interval.  

4.4. Multiple linear regression 

The last data analysis is multiple linear regression, of which recognition, training and 

development, salary, and job security play the role of independent variables while employee job 

satisfaction is depended on the changes of these independent variables. Obtained result is 

presented in the table below: 

Table 12: Multiple linear regression 

Factors B Beta T-Test p-value 

Constant 0.025  0.115 0.908 

Recognition 0.214 0.358 7.590 0.000 

Training and development 0.254 0.349 7.371 0.000 

Salary 0.268 0.526 11.347 0.000 

Job security 0.271 0.509 11.014 0.000 

RSquare = 0.595 

Adjusted RSquare = 0.586 

FTest = 71.536 (pvalue < 0.05) 

Source: Survey data from the researcher 

Table above shows that RSquare is equal to 0.595 and it is statistical significant at 5% of 

confidence interval. It means that 59.5% of change in employee job satisfaction is explained by 

recognition, training and development, salary, and job security in joint stock commercial banks 

in Hanoi 

H1: Recognition has positive effect on employee job satisfaction in joint stock commercial 

banks in Hanoi 

Recognition has B and Beta of 0.214 and 0.358. Pvalue is less than 0.05. Thus, H1 is 

accepted.  

H2: Training and development has positive effect on employee job satisfaction in joint 

stock commercial banks in Hanoi 
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Training and development has B and Beta of 0.254 and 0.349. Pvalue is less than 0.05. 

Thus, H2 is accepted. Human resources in the industry just redundant. Human resources are 

overqualified but lack skills, weak knowledge, difficult to adapt to change; and lack of high

quality human resources in many specialized areas such as development strategies, risk 

management, international investment. A survey by the Human Resources Institute of Banking 

and Finance shows that the number of students in finance and banking graduates in the school 

year 20122013 is about 32,000 people, and by 2016 61,000 people, but the number of students 

recruited only about 50%. From the fact of recruitment, Ms. Ngoc said that graduates working at 

banks still lack skills and knowledge. 

H3: Salary has positive effect on employee job satisfaction in joint stock commercial banks 

in Hanoi 

Salary has B and Beta of 0.268 and 0.526. Pvalue is less than 0.05. Thus, H3 is accepted. 

This factor gains highest Beta value compared to Beta values of recognition, training and 

development, and job security so that this factor has highest impact to employee job satisfaction 

in Vietnamese banks. Commercial banks in Hanoi are the banks paying the highest average 

employee income. More than VND32 million per month at Vietcombank; VND29.2 million per 

month at BIDV, nearly VND26 million per month at MBBank. 

H4: Job security has positive effect on employee job satisfaction in Vietnam banking 

system. 

Job security has B and Beta of 0.271 and 0.509. Pvalue is less than 0.05. Thus, H4 is 

accepted.  

5. Recommendation 

First, joint stock commercial banks in Hanoi should increase the awareness of employees 

about recognition at work. The banks should publish the information of the employees who 

obtain significant quality of work through various channels such as emails or billboards. Thus, 

other employees will know who are working best in the banks. Moreover, the managers should 

be trained in the context of giving certain recognition to their staffs. The recognition from the 

managers must be in publish manner so that other employees will know about how the tasks are 

done and how it is qualified upon on specific measurements.  

Second, joint stock commercial banks in Hanoi should improve autonomy at work. In fact, 

autonomy in Vietnamese banks is still very low since the respondents disagree with current 

autonomy in their banks. Therefore, the managers must be trained in how to give certain 

autonomy for their staffs. Autonomy must be documented in the banks’ policies and it must be 

ensured that all employees can access these policies. Moreover, autonomy must become working 

culture in the banks and top managers must maintain this working culture to reduce the time of 

processing the jobs and enhance their employee satisfaction.  

Third, joint stock commercial banks in Hanoi should review and further enhance efficiency 

of salary mechanism. Currently, the banks’ employees are receiving basic salary and 
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monthly/quarterly/yearly bonus. Therefore, the banks should have clear policies and competitive 

salary as well as bonus to their employees. To assure the salary policies are clear, the banks must 

publish how bonus to be calculate to their employees. To assure the salary and the bonus are 

competitive, Human Resource Department in the banks must compare current average salary of 

the employees in different job roles with current average salary of these job roles in the market. 

In addition, the banks should conduct annual salary review which is based on performance 

appraisal of the employees. In more detail, the employees who obtain outstanding at works will 

have higher salary increase rate and vice versa. Moreover, the bonus must be calculated upon on 

performance appraisal as well.  

6. Conclusion 

The impacts of factors to employee job satisfaction are identified through multiple linear 

regression. Multiple linear regression shows that recognition, training and development, salary, 

and job security can explain for 59.5% of changes in employee job satisfaction. Such explanation 

level is significant since FTest returns pvalue less than 0.05. What is the factor that has highest 

influence on employee job satisfaction in joint stock commercial banks in Hanoi? 

Beta values of recognition, training and development, salary, and job security are 0.358, 

0.349, 0.526, and 0.509. Since all factors have TTest to be statistical significant at 5% of 

confidence interval, it is identified that salary has highest influence on employee job satisfaction 

due to it has highest Beta value compared to Beta values of other factors.  

7. Appendix I: Survey Questionnaire 

Please provide your assessment using following scale point: 

Part I: Recognition 

Please read each item carefully and tick () for rating your agreement based on your opinion. 

Rating scale: Strongly Disagree 

Disagree 

Neutral 

Agree 

Strongly Agree 1 2 3 4 5 

You often receive recognition from your supervisors.      

You feel your coworkers are recognizing your working outputs.      

Your supervisors give autonomy to you.      

 

Part II: Training and development 

Please read each item carefully and tick () for rating your agreement based on your opinion. 

Rating scale: Strongly Disagree 

Disagree 

Neutral 

Agree 

Strongly Agree 1 2 3 4 5 

The training content is matched with your needs.      

Your supervisors provide clear career development for you.      

Different training methods are being applied in your bank.      

The lectures in the training is qualified enough.      
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Part III: Salary 

Please read each item carefully and tick () for rating your agreement based on your opinion. 

Rating scale: Strongly Disagree 

Disagree 

Neutral 

Agree 

Strongly Agree 1 2 3 4 5 

Your current salary level is matched with average salary in the market.      

Your current salary level is appropriate with current workloads.      

The bank conducts salary review every year based on actual performances.      

 

Part IV: Job security 

Please read each item carefully and tick () for rating your agreement based on your opinion. 

Rating scale: Strongly Disagree 

Disagree 

Neutral 

Agree 

Strongly Agree 1 2 3 4 5 

You feel that current job is stable.      

You feel that current job is matched with your skills.      

You do not perceive any harmfulness from current job in the future.      

 

Part V: Job satisfaction 

Please read each item carefully and tick () for rating your agreement based on your opinion. 

Rating scale: Strongly Disagree 

Disagree 

Neutral 

Agree 

Strongly Agree 1 2 3 4 5 

In overall, you satisfy with current job in the bank.      

 

Please choose which information below is true to you: 

Part VI: Demographic Information 

Please circle () on  for your correct information or fill in the blanks. 

1. Gender 

Male Female 

2. Age 

Less than 30 

3035 

3640 

4145 

4650 

More than 50 

3. Monthly salary 

Less than 10VNDm 

1015VNDm 

1520VNDm 

2025VNDm 

2530VNDm 

More than 30VNDm 

4. Job position 

Junior officer 

Senior officer 

Junior manager 

Senior manager 
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Abstract: This paper analyzes, in a comparative approach, the particularities of R & D 

activity in small and medium enterprises in Romania and other countries of the European Union. 

The key areas over which the comparative analysis was focused were the R & D expenditure of 

SMEs, their R & D staff and the intellectual property rights. In terms of R & D spending and R & 

D personnel, small and medium-sized enterprises in Romania are significantly diverging from the 

European Union average and the values of other Central and Eastern European countries in 

terms of harnessing intellectual property rights Romanians have values closer to those of the 

European Union average. 

Keywords: SMEs, research, development, activities, innovation 

 

1. Introduction 

SMEs in Romania are the most dynamic sector in the economy. Just like in other countries, 

they are the type of firms that have the biggest contribution to GDP formation, and the majority 

of employees work on them. The activity of Romanian SMEs usually starts as a result of the 

action of one or more entrepreneurs who notice an opportunity they are trying to do with a very 

low starting capital. The situation variable is the one that often explains the beginning of the 

entrepreneurial activity in Romania.  

As entrepreneurs face a lack of capital at the beginning of their activity, a series of Startup 

Nation and Startup Plus programs have begun and have proposed to step up national 

entrepreneurial activity and / or in certain development regions. Facilitating the entrepreneurs' 

activity through these programs is not conditional on the R & D activity. Startup Nation's 

national programs have favored SME investment projects in the IT, creative industries and 

manufacturing industries. European SME finance through the Startup Plus program was not 

aimed at SMEs in the field of agriculture. These are supported by other programs funded by the 

European Union. 

In the process of organizing SMEs, the R & D function is often lacking. This lack of R & D 
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function and its reflection in the structural organization through the existence of specialized 

compartments originates in several causes. First of all, not all major Romanian enterprises have their 

own R & D departments either because they are only local branches of multinational firms or 

because research  development in Romania is considered the field of action of specialized research 

institutes or universities. Romanian SMEs, taking this tradition, have not posed the problem of their 

own specialized departments. Secondly, the lack of financial resources constrains Romanian SMEs 

to minimize the number of staff employed and to concentrate human resources on the operational 

departments directly involved in the firm's business and its relationship with the market. 

At national level, in order to encourage SMEs to use researchdevelopment outcomes at 

universities, they are encouraged to be part of the consortia carrying out applied research projects 

funded under national programs or to participate in innovation competitions with a contribution 

financial minimum. 

Up to now, with few exceptions, there has been no comparative analysis between the 

situation in Romania and other European Union countries that reveals to what extent the 

situation in Romania reflects a general state of affairs existing at the level of the European Union 

or is only a situation particular at national level. Through this article, we propose to carry out 

such an analysis that reflects the position of Romania, as compared to other states, regarding the 

R & D function of SMEs. 

2. Literature review 

The issue of the R & D activities of SMEs has been the subject of several studies 

conducted so far, although very few refer to the situation in Romania. The R & D activities of 

SMEs have been studied mainly in relation to three essential elements: the survival and success 

of firms on the market, the financial results of SMEs and the increase in labor productivity. From 

this point of view, studies by several researchers such as Rotwell (1991)and Moore (1993) have 

shown that innovative SME activities are a determining factor in their success. 

Yüzbaşıoğlu, Çelik and Topsakal, in the 2014 study of SMEs in the category of travel 

agencies in the Antalya region, showed the relationship between service innovation and 

operational age. There is also a significant relationship between 'organizational innovation' and 

'number of staff' (2014). Also, the authors of this study have shown that the innovative processes 

within the tourism agencies in the Antalya area of Turkey are also materializing in the process 

improvement, which is of particular importance in the longterm survival of SMEs.  

Bozic and Radas (2005) considered that that the ultimate goal of innovative SME activities 

is to improve their business performance. This is why the study by Bozic and Radas on SMEs in 

Croatia focuses not on innovation activity itself but on its results, explaining which factors are 

crucial to the results of innovation. The most important factors that condition innovation 

outcomes are the proportion of highly educated employees, market orientation and 

implementation of strategic, management and marketing changes. The ownership structure is not 

a factor that is significantly correlated with the results of the research and development activity, 

which confirms a series of studies prior to that carried out by Bozic and Radas. 
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Tabas, Beranova and Vavrina (2011) considered that SMEs face four types of barriers in 

terms of innovative activities: financial limitations, lack of qualified staff, organizational barriers 

and innovation infrastructure. The costs of innovation are generally high and small and medium

sized enterprises can not always cover these costs from their current operational activity. The 

number of certified researchers is limited (at least in Romania) and career security in an SME is 

much lower compared to a similar post in a university or stateowned research institute. Another 

explanation mentioned by Tabas, Beranova and Vavrina for the lack of qualified staff is, in the 

case of the Czech Republic, that of the mix between the demographic decline and the reduction of 

the attractiveness of the technical studies. Another important factor mentioned by Tabas, Beranova 

and Vavrina is the lack of governmental support for R & D activities carried out by SMEs. 

Zimmermann (2017) concluded that the main factors that constitute barriers to R & D 

activity by small and mediumsized enterprises are the high costs, the uncertainty of success and 

the difficulty of financing research and development. From this last point, Zimmerman noticed 

that companies with a higher rate of profit allocate larger funds for R & D activity. Also a higher 

rate of profit increases the probability that a small and mediumsized enterprise will have its own 

R & D activities. 

Lesáková (2009) considers that in the case of SMEs in Slovakia, innovative activities are 

mainly driven by those small and mediumsized enterprises which, under the pressure of 

competition, must constantly offer new products and services, develop and implement new 

technologies and to penetrate new markets. In Lesáková's study, the main barrier to innovative 

business activities in Slovakia is the lack of financial resources . The same results are obtained in 

the study conducted in the Czech Republic by Tabas, Beranova and Vavrina but also by 

Zimmermann in Germany. Like other studies and that done by Lesáková, the lack of research 

infrastructure is an important obstacle to achieving appropriate results in this activity. 

In a comparative analysis dedicated to Eastern European SMEs, Aralica, Račić and 

Redžepagić (2008) showed that the small and mediumsized enterprises with the highest growth 

in the analyzed countries (Croatia, former East Germany, Poland and Romania) have 

demonstrated greater capacity for R & D cooperation with other private firms.  

3. Research methodology 

Given that there have been relatively few previous studies dedicated to research and 

development issues in SMEs, the research carried out under this article has the following 

objectives: 

• to carry out comparative analyzes to show the stage of Romania's SMEs in terms of their 

R & D function in relation to the situation of other states in the European Union; 

• choosing comparisons to be at the same level of development and being in the same area 

of Europe; 

• identifying those areas of research  the development in which SMEs in Romania are 

ahead or from SMEs in other European Union countries. 
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In order to meet the above mentioned objectives, the applied research methodology 

included the following steps: 

1. The study of the specialized literature and the results obtained by other previous 

researches in the same field; 

2. Identification of the available data sources on the R & D function within SMEs; 

3. Selection of the most relevant databases. Eurostat's databases on science, technology and 

innovation have been selected and used (business expenditure on R & D by size class and source 

of funds; total R & D staff and researchers in business sector by size class and sex; CIS 2014 ). 

4. Selection of domains in which the comparison between SMEs in Romania and those 

from other European Union states will be made. The following areas were selected: R & D 

spending for SMEs; total R & D personnel and researchers in the business enterprise sector; 

intellectual property rights and licensing in the enterprises; the importance of the reasons for not 

innovating and the barriers to innovation in the enterprises. 

5. Identifying the countries in the European Union for which the analysis of the R & D 

activities of SMEs is the most relevant for the comparison with SMEs in Romania. From this point of 

view, the following countries in the European Union were chosen: Bulgaria, Czech Republic, 

Estonia, Croatia, Latvia, Lithuania, Hungary, Romania, Slovenia, Slovakia. Poland has also been 

selected for intellectual property rights and licensing in enterprises and innovation barriers. 

6. Carrying out the comparative analysis of the R & D activity of the SMEs in the selected 

countries and drawing conclusions on the situation of R & D activities carried out by SMEs in 

Romania compared to other EU countries. 

The research carried out mainly focused on the identification of those areas in which the 

research  development function of SMEs in Romania has a number of deficiencies compared to 

the situation of small and medium  sized enterprises in other European Union countries. For this 

reason, the European Union average and a number of central and eastern European countries 

with a level of development similar to Romania's level of development were selected as the basis 

for comparison.  

4. Research results 

The results obtained as a result of the comparative analysis of research activities carried 

out by small and medium enterprises in Romania and other European Union countries concern 

the following areas: R & D spending for SMEs; total R & D personnel and researchers in the 

business enterprise sector; intellectual property rights and licensing in the enterprises; the 

importance of the reasons for not innovating and the barriers to innovation in the enterprises. 

The results of the analysis of the expenditures of the small and medium enterprises for the 

R & D activity are presented in Table 1, as an index calculated by reference to the European 

Union average. The results are differentiated by size classes of small and medium enterprises. 
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Table 1. The index of R & D expenditure of SMEs per capita calculated  

by reference to the EU average 

No. Country/SMEs class From 1 to 9 employees From 10 to 49 employees 
From 50 to 249 

employees 

1 Bulgaria 0.33 0.20 0.15 

2 Czech Republic 0.29 0.38 0.83 

3 Estonia 0.55 0.57 0.48 

4 Croatia 0.02 0.05 0.23 

5 Latvia 0.45 0.12 0.15 

6 Lithuania 0.57 0.37 0.22 

7 Hungary 1.27 0.65 0.32 

8 Romania 0.05 0.04 0.08 

9 Slovenia 2.08 1.73 1.14 

10 Slovakia 0.17 0.14 0.23 

For all size classes of SMEs in Romania, their research spending is extremely low 

compared to both the European average and the R & D expenditure of SMEs in other EU 

countries. In the case of the size class "from 1 to 9 employees" R & D expenditures of SMEs 

represent only 5% of the European Union average and Romania is in the penultimate place 

among the analyzed countries. Only SMEs in Croatia have lower R & D spending than those in 

Romania. With the exception of Slovenia (for all business classes) and Hungary (micro

enterprises) in all the other analyzed countries, small and mediumsized enterprises have R & D 

expenditure below the European Union average. 

The results of the analysis of the R & D personnel of small and medium enterprises in the 

European Union are presented in Table 2. The results are also differentiated by size classes of 

small and medium enterprises. 

Table 2. Index of R & D personnel of SMEs by size classes calculated  

by reference to the EU average 

No. Country/SMEs class From 1 to 9 employees From 10 to 49 employees 
From 50 to 249 

employees 

1 Bulgaria 0.57 0.38 0.26 

2 Czech Republic 0.32 0.65 1.21 

3 Estonia 0.07 0.07 0.05 

4 Croatia 0.01 0.04 0.07 

5 Latvia 0.08 0.03 0.04 

6 Lithuania 0.16 0.18 0.08 

7 Hungary 0.95 0.74 0.41 

8 Romania 0.18 0.16 0.27 
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No. Country/SMEs class From 1 to 9 employees From 10 to 49 employees 
From 50 to 249 

employees 

9 Slovenia 0.40 0.38 0.27 

10 Slovakia 0.05 0.08 0.15 

Small and medium Enterprises in Romania have research and development staff well 

below the European Union average for all size classes. However, enterprises in the 50 to 249

strong class of R & D personnel (27% of the European average) compared to enterprises in the 

size classes from 1 to 9 employees (18% of the European Union average) and from 10 to 49 

employees (16% of the European Union average). Compared to other Central and Eastern 

European countries in the European Union, small and mediumsized enterprises in Romania are 

registering higher values of R & D personnel than those of SMEs in countries such as Estonia, 

Croatia or Latvia for all grades sized but far behind SMEs in countries such as Hungary or the 

Czech Republic. 

In order to characterize the R & D activity of SMEs, an analysis has also been made of 

how SMEs use their intellectual property rights. The results of this analysis are shown in 

Table 3. 

Table 3. Indices of intellectual property rights determined  

by reference to the European Union average 

Country 
Index of the enterprises that 

registered an industrial 
design right 

Index of the enterprises that 
applied for a patent 

Index of the enterprises  
that registered a 

trademark 

Bulgaria 1.65 1.10 1.13 

Czech Republic  0.31  

Estonia 0.18 1.08 0.54 

Croatia 1.18 0.53 0.58 

Latvia 0.12 0.65 1.08 

Lithuania 0.47 0.72 0.86 

Hungary 0.76 1.01 0.76 

Poland 1.59 2.13 0.96 

Romania 0.47 0.62 0.77 

Slovakia 2.24 0.50 1.25 

As regards the capitalization of intellectual property rights, small and mediumsized 

enterprises in Romania are closer to the EU average than to R & D spending or research staff for 

all the indices analyzed: right, index of the companies that applied for a patent, index of the 

companies that registered a trademark. 

5. Conclusions 

In this paper a number of peculiarities of R & D activity in small and medium enterprises 

in Romania were analyzed compared to other Central and Eastern European countries that are 
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members of the European Union. The analysis focused on spending on R & D activity, R & D 

staff and the intellectual property rights. 

Small and Medium Enterprises in Romania have a significant gap in the resources 

allocated to R & D activity, which is evidenced by the gap between the European Union average 

and the average of other EU Member States in Central and Eastern Europe in terms of research 

spending development. This gap is present irrespective of the SME class in terms of the number 

of employees. 

The gap is important both in relation to the EU average and other Central and Eastern 

European countries, but not to the same extent, and to R & D staff. The research revealed that 

Romania's small and mediumsized enterprises are closer to the EU average in terms of 

intellectual property rights. 
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Abstract: This paper comparatively analyses the policies adopted by both Bangladesh and 

Vietnam in the ready-made garment industry to encourage FDI in this industry. It provides a 

snapshot of whether FDI and export oriented industrial policies have been effectively pursued to 

propel the garment industry in acquiring the know-hows and moving into more complex garment 

production technology. The findings show that to some extent, the Vietnamese policies are 

somewhat aligned to attract FDI as opposed to Bangladesh. It is imperative for both the 

countries to pursue industrial policies to encourage FDI in this industry to assist these countries 

to propel to the next level of industrialization.  

Keyword: ready-made garment, FDI, Export  

 

1. Introduction 

History shows that almost all Newly Industrialised Economies (NIEs) of East Asia i.e. 

Japan, South Korea and Hong Kong, started initially with garment and textile exports and 

subsequently moved into technologyintensive goods. Therefore, the garment and textile industry 

may be the first step towards achieving technologyintensive industrial development (Rock, 

2001). This industry has the potentials to be a spring board for both Bangladesh and Vietnam to 

move to the next level of development, provided, policies pursued by both these countries 

closely imitate the development policies of the NIEs (Rhee, 1990, Rock, 2001).The objective of 
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this paper however, is to analyze the industrial policies implemented in these countries to 

encourage business set ups in the garment industry. It is postulated that the ability to encourage 

business set ups will encourage foreign direct investment (FDI). Additionally, it will provide the 

platform necessary to develop linkages within the economy. Bangladesh and Vietnam are at 

diverse ends of the spectrum in terms of garment exports – the former an early entrant whilst the 

latter a late comer.  

Accordingly, the world bank statistics for export value for textiles and clothing in 2016 for 

Bangladesh and Vietnam were USD 9.936 and USD 21,432 million respectively (Bank, 2016). The 

export value indicates that the garment industry (and textile) is a significant contributor to the gross 

domestic product (GDP) of these countries. This comparative analysis was prompted by the fact 

that both these countries are at the same level of economic development  “lower middle income” 

and somewhat pursuing industrialisation through export oriented garment industry.  

The rest of this article is structured as follows. Section II gives an overview of the garment 

industry in Bangladesh and Vietnam. Section III discusses literature related to policies on foreign 

direct investment and exports on trade growth and technology transfer. Section IV briefly 

describes and analyses the policies implemented by both these countries in encouraging FDI and 

governance. Section V provides an analysis on the garment industry exports. Finally, in the 

concluding part, suggestions for possible policy reforms will be explored. 

2. Overview of garment industry in Bangladesh and Vietnam 

The industrial base of Bangladesh is rather narrow and the readymade garments industry 

are amongst the top five industries which contributes to the economic growth of the country. The 

garment industry accounts for 75% of the country’s export earnings, and is only three decades of 

age (Mottaleb, & Sonobe, 2011; Haider, 2007) It was initiated by Daewoo, a leading textile 

manufacturer, based in South Korea in the late 70s, which planned to operate in Bangladesh 

(Rhee, 1990; Mottaleb, & Sonobe, 2011; Yunus, & Yamagata, 2012; Ahmed et al. (2014)). The 

operation in Bangladesh was also a means of overcoming the import restrictions faced by its 

garment products in the United States and some OECD countries. In 1979, a joint collaboration 

was established which was instrumental in the training of some 130 employees on the areas of 

garment technology, factory management, and international marketing (Rock, 2001; Rhee, 1990; 

Mottaleb, & Sonobe, 2011; Yunus, & Yamagata, 2012; Ahmed, Greenleaf, & Sacks, 2014). 

Subsequently, these employees left the indigenous company and started other garment facilities 

which contributed to the US$2 billion in garment sales in 1990 growing to US$6.9 billion in 

2005 (Rhee, 1990; Mottaleb, & Sonobe, 2011; Haider, 2007). By 2010, the total export was at 

US$16 billion which accounted for 82% of the total merchandise export of Bangladesh (Ahmed 

et al., 2014). The impressive development of this industry is attributed to the initial foreign 

technology import and diffusion of knowhows attained through extensive training of the pioneer 

employees, who were catalyst for the growth of the industry when they ventured out to start their 

own firms (Rhee, 1990; Mottaleb, & Sonobe, 2011). 

The export quota system under the Multifibre Agreement (MFA) was instrumental for the 

initial growth of the industry in Bangladesh (MFA) (Yunus, & Yamagata, 2012; Ahmed et al., 
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2014). However, the arrangement came to an end in 2004 and since then the market has been 

very competitive (Haider, 2007; Yunus, & Yamagata, 2012). It is interesting to note that despite 

the end of the quota system, the RMG industry in Bangladesh has been steadily growing at an 

annual average rate of 25% (Ahmed et al., 2014). According to Yunus and Yamagata (2012) the 

growth rate recorded for financial year ending 200506 was 23.5% higher than the average, and 

the earnings was 75% higher than for the period of 200304 (Yunus, & Yamagata, 2012). 

Previous studies identified migration of highly educated entrepreneurs into the industry and the 

cheap cost of labor were the main factors which contributed to the astounding growth of this 

industry in Bangladesh post MFA (Mottaleb, & Sonobe, 2011; Haider, 2007; Ahmed et al., 

2014). It is predicted that Bangladesh will enjoy increasing growth rates as its labour cost is its 

comparative advantage given the Chinese competitors are facing increased labour cost and unrest 

(Ahmed et al., 2014).  

On the other hand, the garment industry in Vietnam is the largest manufacturingbased 

export sector since its implementation of the Doi Moi economic reform policy in 1986 (Kenta, 

2012; Goto, Natsuda, & Thoburn, 2011; Knutsen, 2004). Its export volume was US$10.3 billion 

in 2010 accounting for 14.4% of all Vietnam’s exports (Kenta, 2012). Vietnam has become a 

leading garment supplier for Japan, Western Europe and U.S. (Nadvi, Thoburn, Thang, Ha, Hoa, 

Le et al., 2004). The industry recorded an impressive growth rate of 29% from 1991 to 2000 

(Nadvi et al., 2004). The garment sector similar to the Bangladeshi sector is export oriented. 

According to Hill (Hill, 2000), Vietnam’s garment export success is due to the policies 

implemented by the government where it managed successful macroeconomic stabilisation 

policies, realistic exchange regime policy, open policy towards foreign direct investment and 

allowed exporters to operate on the basis of an incentives regime which was similar to (though 

imperfectly) international prices. As a late comer to this industry, Vietnam’s performance is 

satisfactory though not outstanding as China, Bangladesh, and Sri Lanka (Hill, 2000, 1998). 

However, a notable factor is that Vietnam has a more diversified export structure compared to 

Bangladesh which has an almost unhealthy reliance on textiles and garment exports (Yunus, & 

Yamagata, 2012; Hill, 2000).  

Although Vietnam has a large domestic textile sector but this sector is not able to support 

its exportoriented garment industry as it is uncompetitive and of inferior quality (Kenta, 2012). 

As such, the garment industry operates mostly on the “cut, make and trim” model (‘CMT’) 

where materials are received free of charge from international buyers (Kenta, 2012; Nadvi et al., 

2004; Hill, 2000). It makes the industry highly labour intensive but low skillintensive (Kenta, 

2012). Although as an earlystage exporter this may not come as a surprise but if it intends to 

progress into higher value processes and productions, then its current practices may need to 

change (Hill, 2000). 

In 1995, when Vietnam’s garment industry was in its infancy, most exportoriented 

garments were produced by stateowned enterprises (SOEs) and the performance of these 

enterprises were generally weak (Kenta, 2012; Knutsen, 2004; Nadvi et al., 2004; Hill, 2000, 

1998).  However, this situation has changed, with SOEs ownership shrinking as low as 8.4% in 
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2011. Currently, the majority of the industry is operated by foreigninvested companies (Goto et 

al., 2011; Nadvi et al., 2004). Nevertheless, Goto (2012) noted that SOEs have undergone 

equitization program and have been reclassified, which may mean that former SOEs are still 

playing the dominant role in the export of garments (Kenta, 2012).   

Plagued by increased labour costs, the industry seems to be slowly losing its luster. This is 

aggravated by the fact that no significant attempt has been made to change the modality of 

operation from CMT, which makes upgrading of process or products to be confined (Kenta, 

2012). However, operating under this modality has allowed for technology transfer in the 

production process. It has been particularly so for the exports bound for Japan as the buyers from 

this country have been supplying technical staffing on a relatively longterm basis (Kenta, 2012). 

In some instances, these buyers have provided advanced machinery to allow for production of 

higher valueadded products (Kenta, 2012).  

Goto (2012) found that international buyers played an instrumental role in technological 

transfer in export oriented suppliers which was not apparent amongst suppliers serving the 

domestic markets (Kenta, 2012). As the industry is highly CMT concentrated, the industry does 

not display any knowledgeintensive function outside the CMT operation (Kenta, 2012). 

At the end of the MFA, Vietnam was still subjected to MFA style quota into the U.S. since 

it was not a World Trade Organisation (WTO) member before 2007 (Goto et al., 2011). The 

monitoring programme by the U.S. was seen as an uncertainty which may affect the industry. 

Hence, some suppliers adopted the strategy of reducing export shares to U.S. by diversifying the 

market, particularly to Japan and EU (Goto et al., 2011). Vietnam gained increased market 

power as the global buyers’ viewed sourcing from, and heavy reliance on China was risky 

business (Goto et al., 2011). 

The discussion above brings to the fore the manner in which the industry developed in 

these countries. It is interesting to note that the entry point of the countries were different and to 

a large extent relied on the MFA but the industry is still striving in Bangladesh given its cheap 

labour though, Vietnam is showing signs of increased labour costs which may be an impediment 

in its ability to remain competitive in this industry in the long run. It is also very clear on the 

modality of the industry’s operation in these countries, the knowhow is not transferred to the 

host country which results only menial and high labour intensive tasks being done at the 

receiving countries. Hence, it is important to carve the industrial policies to encourage 

technology transfer in this industry. 

3. Literature review 

Industrial policies are very crucial for the development of a given country. There are many 

arguments on how this may be operationalized. The standard advice given by the World Bank 

has always been to allow the markets to determine the development strategy of a country. 

However, state intervention in the markets has been seen to be successful in the NIEs. The 

contentious point however is not only the availability of those policies but the governance 

structure that exist in these countries. Accordingly literature brings to the fore that a country 
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where there is a weak governance institutions, the effectiveness of policies implemented are 

questionable (Ahmed et al., 2014). The purpose of this paper is to explore the policies that have 

been adopted in both these countries to encourage investment and trade in the RMG industry. 

Table 1 below summarizes the ease with which business can be conducted in both these 

countries. This is a starting point to show that although Vietnam has started later than 

Bangladesh, it has somewhat been much successful in all the factors evaluated by the World 

Bank (Bank, 2018). 

Table 1: Doing Business World Bank Ranking: Bangladesh and Vietnam 

Factors 
World Bank Ranking 2018 

Bangladesh Vietnam 

Overall 177 68 

Starting a business 131 123 

Dealing with construction permits 130 20 

Getting electricity 185 64 

Registering property 185 63 

Getting credit 159 29 

Protecting minority investors 76 81 

Paying taxes 152 86 

Trading across borders 173 94 

Enforcing contracts 189 66 

Resolving insolvency 152 129 

Source: The World Bank Doing Business Guide 

This telltale figures by the World Bank suggests that these countries though at diverse 

spectrum of development level may need to consider FDI development strategies with particular 

emphasis given not only to the increase in capital but also the spillover effects in relation to skill 

acquisition, ability to compete and entering into the export markets (Anwar and Nguyen, 2011, 

Giroud, 2007, Hoekman et al., 2005, Crespo and Fontoura, 2007, Thompson, 2002, Fosfuri et al., 

2001, Borensztein et al., 1998). The most important benefit of FDI is the spillover effect (Anwar 

and Nguyen, 2011) assist to link suppliers and business customers in the host economy (Giroud, 

2007). The connection will help built complementary markets. All these studies, make the 

assumption that MultiNational Corporations (MNCs), the conduit of FDI, possess the 

knowledge assets that can be spread outside its country of origin (Haskel et al., 2007, Thompson, 

2002). These knowledge assets are believed to be a source reference for domestic firms in host

countries which may encourage imitation to build technological capacity (Fosfuri et al., 2001).  

Developing countries were said to use FDI to undertake the “catch-up” process in 

acquiring the current state of technology and not the frontier technology which is usually the 

pursuit of advanced economies. FDIs are the typical model for technology diffusion and growth, 

pursued by developing countries. The ability and extent of adoption and implementation of the 

new technologies will determine the economic growth of the country concerned (Borensztein et 
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al., 1998). Hence, policies related to technology, capital markets, taxes should encourage such 

investment (Liu 2008). It is imminent for host country governments to realize that adoption of 

technology which is new, is risky, and may need to be supported with some form of subsidy to 

mitigate the risk, and in the absence of such subsidy, the integration may never take place 

(Hoekman, Maskus et al. 2005). 

Empirical evidence have been forwarded to show that FDI through MNCs encouraged 

competition and efficiency which benefits local firms (Crespo and Fontoura, 2007, Thompson, 

2002). However, a competing number of literature also suggest that competing domestic firms 

perform poorly with an increased presence of MNCs given MNCs have the ability to hire high 

quality labour and indirectly halting the growth of domestic firm markets (Hoekman et al., 2005, 

Crespo and Fontoura, 2007). Conversely, local firms have access to labour pool with MNC 

experience and knowledge which assists with diffusion of technology and capability into 

domestic firms (Crespo and Fontoura, 2007, Thompson, 2002, Fosfuri et al., 2001, Liu, 2008).  

Another area of literature related to FDI has been based on the institutional features of the 

host country which was deemed an important factor in the decision making related to location of 

FDI investment by the investing country. The determinants were the degree of political stability 

and government intervention in the economy; property rights enactments especially relating to 

legal rights of MNCs and limitation on ownerships imposed; property and profit tax system, and 

bureaucratic procedures are some of the identified factors (De Mello Jr, 1997). “Openness” and 

adequacy of infrastructure are also factors which may work in favour of the host country. 

4. Analysis of policies 

Most developing countries have a comparative advantage in the garment and textile 

industry as it relies on relatively low end technology and is highly labour intensive (Mayer, 

2005). The removal of the quota requirement under the MFA in 2004, allowed many changes to 

happen including the sophisticated suppliers to move the more labour intensive production stages 

to lowwage economies whilst retaining skillintensive design and marketing segment in higher

wage economies (Mayer, 2005). It is important to analyse the policies implemented by each of 

these countries to understand the industrial development that has been planned through the 

garment industry. 

5. Bangladesh 

A series of enactments were passed to encourage FDI into Bangladesh. Amongst the Acts 

were the Foreign Private Investment (Promotion and Protection) Act of 1980; the Industrial 

Policy Act of 2005, the Bangladesh Export Processing Zones Authority Act of 1980; the 

Companies Act of 1994, and the Telecommunications Act of 2001. These legislations offered 

incentives for investors, which included 100% foreign ownership in most sectors with an 

opening up to garment industry as well, tax holidays and exemptions, reduced import duties on 

capital machinery and spare parts, and dutyfree imports for 100% exporters of readymade 

garments. A tax rebate facility to nonresident Bangladeshi investors was also extended to induce 

investment from abroad (State, 2013). 
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The Bangladeshi government policy in relation to development of garment industry by and 

large has been noninterventionist (Ahmed et al., 2014). Similar to the many developing 

countries policy pattern, it adopted the import substitution policies in the years following its 

independence (Ahmed et al., 2014). However, the focus turned to exportoriented growth led by 

the private sector (Ahmed et al., 2014). Nevertheless, it is interesting to note that despite the 

readymade garment industry playing a phenomenal growth factor in the country, no targeted 

government subsidies were given to this industry nor was the industry picked as a winner to be 

selectively promoted to propel the growth of its manufacturing sector  (Ahmed et al., 2014).  

Taking the cue from the successes of the Newly Industrialized Economies (NIEs), it will merit 

the government policies to be more targeted to build the RMG industry. 

One of the first attempt to support the industry through industrial policy was through 

relatively low cost schemes like Special Bonded Warehouse system, back to back letter of 

credit financing, duty drawback scheme, and cash incentives (Rhee, 1990, Ahmed, 2009, Ahmed 

et al., 2014, Yunus and Yamagata, 2012, Haider, 2007). These form of schemes have not 

required state financing. The Special Bonded Warehouse system was introduced to overcome 

administrative inefficiencies faced by the garment factories. These factories were given the free 

trade status if it was 100% export oriented (Rhee, 1990). This system administered dutyfree and 

restriction free imports of intermediate inputs for garment exporters (Rhee, 1990, Yunus and 

Yamagata, 2012). 

Failure in the financial market was initially resolved by obtaining financing from 

multinational corporation collaborators (Rhee, 1990). Since the initial periods, the government, 

through the local commercial banks provided open back to back import letters of credit under its 

strict foreign exchange control (Rhee, 1990, Ahmed, 2009, Yunus and Yamagata, 2012). In 

1993, this policy was further revised to allow back to back letters of credit up to 70% of the main 

letter of credit. This was done to ensure that foreign exchange spent on purchasing input 

materials for manufacturing did not exceed 70% of the value of export earnings. This 

compulsorily ensured at least a 30% net foreign exchange earnings of total export value (Yunus 

and Yamagata, 2012). 

Further, the Bangladeshi government maintained realistic exchange rates i.e. it devalued 

tariff from 89% to 17% in the 1980 fiscal year to ensure exporters had equal footing with foreign 

competitors (Rhee, 1990, Ahmed, 2009). This tariff was further brought down to 13.4% in 2006 

(Ahmed, 2009). In 1980 as well, the garment export industry was announced as a sector which 

did not require investment licensing (Rhee, 1990). These measures made imported raw materials 

more accessible and incentivizing exportoriented activities, which encouraged exportoriented 

investments (Rhee, 1990, Ahmed, 2009, Yunus and Yamagata, 2012). 

Export promotion policy was pursued through the encouragement of foreign direct investment, 

establishment of export processing zones, holding trade fairs both in and out of the country, and 

dutyfree raw material imports (Haider, 2007, Yunus and Yamagata, 2012, Rock, 2001).  Save for 

the Export Processing Zones, the government does not encourage FDI into the industry as a measure 

of protecting the local entrepreneurs (Mohiuddin, 2008). However, this approach limits the access to 
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new technology and skills spillover to the industry which can be obtained through the presence of 

foreignowned companies (Ahmed, 2009).  Further, the cost of borrowing from local banks are 

higher compared to its competitors, which basically makes access to affordable financing difficult 

and may not be motivating the industry to expand (Ahmed, 2009). This is quite the reverse to the 

policies adopted by the East Asian NIEs, where the financial and basic infrastructure required in 

promoted industries were readily available (Lall, 1996). 

 

 

 

 

 

 

 

 

 

 

Figure 1 

The policies adopted to secure FDI generally, seem to progressively build on the FDI inflows 

(Figure 1). However, the amounts secured are so much modest as opposed to the Vietnamese 

counterpart as can be seen in Figure 2 below. As highlighted by literature, if the garment industry 

is to be built to compete at the next level of technical production, then FDI has to be channeled to 

bring in the necessary expertise to benefit from the technological spillovers. Further, the 

Bangladesh government has been slow to open this industry to foreign owned companies, simply 

because of the protectionist policies pursued. This may be counter reactive to the development of 

the industry in the long run. Further, the deplorable conditions of its garment sector employees 

have been getting unwanted publicity which pressurizes the international garments community into 

stipulating conditions to reform the labour conditions. 

Vietnam  

The primary objective of Vietnam’s economic reform policies stem from the intent of 

attracting FDI flows into the country. Vietnam’s exports could benefit from inflow of foreign capital, 

technology, access to foreign markets and to maximize its comparative advantage of cheap labour 

costs and natural resources (Mai, 2001). The priority was to attract FDI for labour intensive 

industries and to exploit its natural resources (Mai, 2001). One of the industry that was targeted for 

FDI was textile and garment. The success of the policy drive is witnessed in the rapid growth in the 

industry. The Vietnamese policies are more interventionist than most of its other emerging counter

parts including Bangladesh where government intervention is very minimal (Meyer et al., 2006). 



1577 

Although investment policy was geared towards attracting FDI since the late 80s (Thai, 

2005), FDI inflow was low but gradual increases were witnessed when favourable amendments 

were made to the Law on Foreign Investment in 1990 and 1992 respectively (Thai, 2005, Binh, 

2006, Mai, 2001, Athukorala and Tien, 2012). The Law on Foreign Investment 1987, was 

legislated to promote innovation and boost productivity of local firms (Anwar and Nguyen, 

2011, Binh, 2006). This legislation though amended numerous times since its enactment, 

recognised business to business cooperation contracts, joint ventures and fully foreign owned 

business, as the only possible types of FDI in Vietnam (Anwar and Nguyen, 2011, Athukorala 

and Tien, 2012). According to Anwar & Nguyen (2011), the business to business cooperation 

contract was limited to oil exploration projects. Whilst joint venture were targeted for 

infrastructure projects and fully owned foreign ventures were allowed in industries which are 

deemed important for Vietnam’s industrial development. 

  The amendment to the Law of Foreign Investment from 1991, led to the formation of 

export processing zones. Firms who are in these zones were offered incentives to export and 

maximum duration of foreign ownership was increased from the initial 20 years to 70 in selected 

cases (Anwar and Nguyen, 2011, Binh, 2006, Athukorala and Tien, 2012). Another bout of 

changes happened with another amendment taking place in 1996. The change allowed private 

firms to enter into joint ventures with foreign collaborators, though so, SOEs are still dominating 

in this area (Anwar and Nguyen, 2011). Restrictions were also placed in labour intensive 

industries. Further, conditions were imposed on export through the introduction of domestic 

content requirement. Concessionary import duties are given if such domestic content is included 

(Anwar and Nguyen, 2011). Though FDI is changing the landscape of Vietnamese private sector 

but SOEs are still playing a leading role in the economic growth for Vietnam. More fundamental 

reforms took place in the form of Domestic Investment Encouragement Law 1998 and 

Enterprises Law 1999 (Thai, 2005). Further tax holidays were given for investment in priority 

sectors up to eight years (Athukorala and Tien, 2012). 

Athukorala and Tien (2012) reported that unified laws passed in 2005 to replace the initial 

Law on Foreign Investment and Law on Domestic Investment Promotion treated foreign and 

domestic investors on equal footing in relation to investment approval and incentives offered and 

giving freedom to potential investors on the mode of business entry by abolishing the requirement 

of local content and export performance requirements. The new laws only required projects with 

above US$1million capital investment to apply for approval. This approval was to be given at 

provincial level and if the amount exceeds US$20 million, then it would require central 

government approval. This change made it easier for foreign owned firms to be established in 

Vietnam and it also endeavoured to reduce the amount of paper work involved (Athukorala and 

Tien, 2012). This was seen as a positive move. Figure 2, shows that these reforms had a positive 

effect in the inflow of FDI into Vietnam as can be seen from the period of 2005. 

Mai (2001) found that 51% of the implemented FDI flows into Vietnam from the periods 

of 198898 was in industries where Vietnam had a comparative advantage in like food, foodstuff, 

and drink and tobacco industries, garment industry, raw material production, and mineral 
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industries. These FDI flows contributed tremendously in promoting the development of export

oriented industries.  

Figure 2, shows the inflow of FDI for the periods between 2005 and 2015. It can be seen 

that it grew rapidly prior to the Asian Financial Crisis and dropped markedly and has rebound 

since 2004. Its FDI pattern is much greater as opposed to Bangladesh. The export pattern of 

Vietnam relative to its FDI is also displaying an increasing trend. It seems to suggest that the 

policy reforms undertaken by Vietnam is indeed giving a very positive outlook to its growth. The 

total growth of exports are also contributed by the increasing export amount of readymade 

garment to the international markets. 

 

 

 

 

 

 

 

 

 

 

Figure 2 

Analysis 

Figure 3 below shows the export of readymade garments for both the countries for the 

periods between 2005 and 2015. It can be seen that although Vietnam is a late comer but it seems 

to be closing the gap with the exports by Bangladesh. The general export trend of Bangladesh is 

not strong which indicates that it is highly reliant on the garment export. Whereas, the charts 

indicate that Vietnam has a more diversified export pattern and the contribution of the garment 

industry is not that significant although it is one of the main industries promoted by Vietnam. 

Even in light of such relatively low reliance is placed on the garment industry, the total exports 

for Vietnam is on an increasing trend.  

The conclusion that can be drawn from this analysis is that the FDI policies and the export 

policies implemented by the late comer government of Vietnam seems to yield the benefits 

envisaged. It may seem that Bangladesh may need to review its FDI policies and encourage more 

highend technology intensive firms into Bangladesh to benefit from the technological spillovers. 

However, an empirical analysis has to be embarked on to determine the effect of the FDI 

spillovers in the garment sector in both these countries. This will assist in determining whether 
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this sector has been able to get the benefits as highlighted by literature in terms of productivity, 

efficiency, world class labour and the development of vertical linkages to the industry. This 

study will set the trajectory for future research in this area.   

 

 

 

 

 

 

 

 

 

 

Figure 3 

5. Conclusion 

The analysis above gives us a snapshot of the situation in both these countries. The analysis 

shows that FDI has indeed assisted Vietnam to embark on catchup technology for it to compete 

with an early entrant to the industry.  Hence, the Bangladesh government may need to be more 

interventionist in its approach if it would like to get the benefit of increased capital for the garment 

industry and also benefit from the technological spillovers. Although, it is not the purpose of this 

paper to consider this issue, but the authors believe that the Bangladesh government should 

diversify its exports instead of solely relying on the garment industry similar to the stance taken by 

the Vietnamese government. As for the Vietnamese garment industry, it needs to develop and 

move from the CMT model of operation for it to sustain and grow this industry. 
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Abstracts: Small and Medium Enterprises (SMEs) have played an important role in 

Vietnam’s economic development. They are not only offering employment but also promoting 

innovative ideas. However, they are facing many constraints in accessing resources. Especially, 

financial constraints have been hindering on their performance and their growth. This paper 

employs the probit and logit regression methods to evaluate factors that are important in 

determining SMEs’ access to bank loans in Vietnam. Based on a sample of 695 businesses that 

are directly collected by structured questionnaires in Hanoi City, Da Nang city and Dong Nai 

province, findings from the study show that: the size of firm, the collateral requirements, the cost 

of bribes and gifts, and high interests are main constraints to bank loans for most of firms, 

especially SMEs. There are still marked discrimination in processing loan application (such as 

scale of firm, type of ownership). The firm performance and development of capital markets are 

positive factors that help SMEs to have an easier access to bank loans. From empirical results, 

some policy implications are recommended in order to improve accessibility to bank loans for 

enterprises in general and for Vietnam’s SMEs in particular. 

Keywords: access to bank loans, financial constraint, SMEs, probit/logit model  

 

1. Introduction 

After the implement of the Doi Moi policies in 1986, the government has gradually 

transformed the model of Vietnam’s economy, from a command to a market economy. Most of 

markets in Vietnam have been liberalized, but markets for factors of production, especially 

capital markets, are still heavily under control of the government. For many years, the state

owned sector is widely considered the “backbone” of the economy, and therefore has enjoyed the 

use of most of the country’s resources, including: land minerals, credit, policy incentives… 

These are main cause that has increased barriers to factors of production, and most of all to 

capital, for the private sector. In year 2017, Vietnam’s government has stated that the goal to 
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“develop the private sector to become an essential engine of the market-oriented economy” in 

Vietnam. This is an important direction in removing constraints of the private sector in the 

coming period. However, the current situation is that private businesses, most of those SMEs, are 

being discriminated against when seeking access to markets for the factors of production, 

particularly to credits from the banking sector. 

This paper will focus on evaluating the ability to access commercial banks’ loans of 

Vietnam SMEs, and clarify factors that currently act as barriers to accessibility. The study also 

proposes some policy implications to improve SMEs’ access to the financial resources from 

banking sector. To achieve objectives, the rest of the paper is organized as follows. Section 2 

presents a literature reviews. Section 3 employs the probit and logit regression technique to 

provide empirical evidences regarding determinants of accessibility to bank loans for Vietnam’s 

SMEs base on firm level financial data and loan information that collected by our survey in 

2017. The final section includes conclusion and some policy implications to improve access to 

banking loans for private enterprises. 

2. Literature Reviews 

Empirical studies in Vietnam as well as other countries pointed out some of main factors 

that affect bank loans accessibility for businesses, especially those in the SMEs. These factors 

include size of firm, type of ownership, collateral requirements, operational efficiency and other 

factors regarding institutions and market information. 

In term of firm size, compare to large and stateowned enterprises, SMEs have less access 

to external financial resources from official markets and to be more constrained in their 

operation and growth (Galindo, A., Schiantarelli, 2003; Beck and Demirguckunt, 2005). Due to 

the rapid growth and lack of liquidity, these enterprises are always in need of extra capital in 

their operation (GarciaFontes, 2005). 

In addition, some studies show that the lack of transparency in accounting and financial 

management of SME often create information asymmetric or inadequate information regarding 

the financial capability of firms; while commercial banks base on this information to process 

their loan applications. Therefore, from the perspective of banks, SMEs are often considered the 

riskier group of clients. According to Lin (2009), in the case of China, due to low trust in SME, 

banks often have higher requirements for SMEs in term of collaterals and other lending 

conditions compared to larger firms that SMEs cannot the ability to meet. 

DemirgüçKunt (2006) implied that an effective information and institutional system 

would increase responsibilities and performance of loan obligations for enterprises, as well as 

protect property rights. Thereby, outside investors can effectively control their capital 

contributions and monitor activities of shareholders or managers of companies to protect their 

investment. Kern (2013), in countries with more developed institutions, enterprises will 

encounter fewer barriers in accessing loan from the financial intermediaries than in countries 

with less developed institutions. 

Beck, DemirgucKunt and Maksimovic (2008), based on crosssectional dataset at firm

level from several countries, have drawn the conclusion that improvements of the protection of 
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copyrights significantly increased external financing of SMEs. Fang (2007) showed that unless 

government had effective protection on the property right of the private sector, the market will 

automatically increase the cost of managing loans and that would be a market imperfection. On 

the other hand, if government intervention was so strong that it can help banks’ decisions as 

means to ensure the stability of financial system. 

In addition, in examining constraints to external capital accessibility of firms, some studies 

focus on internal problems of firms that are most likely to be hindered to access their bank loan. 

For examples, age of the owner/manager, level of education of business have positive impact to 

credit accessibility (Rand, J., &Tarp, 2007; Yaldiz, Altunbas and Bazzana, 2011; Kasseeah, H., 

& Thoplan, 2012; Khanh Nguyet, 2014; Nhung N.T., Gan, C., and Hu, 2016); the age of firm has 

positive impact to access to official financial sources (Oliner, S. D., & Rudebusch, 1992; Beck 

and Demirguckunt, 2005; Akoten, Sawada and Otsuka, 2006); businesses that have state’s 

ownership have advantage in accessing external finance (Laeven, 2003; Harrison, A. E., Love, I., 

& McMillan, 2004); businesses in urban areas or close to a commercial bank’s branch have 

easier access to bank loans (Gine, 2011; Yaldiz, Altunbas and Bazzana, 2011). 

It can be seen for SMEs, constraints to external credit do not limited to internal factors of 

the business but also include factors from the institutional and information system of each 

country. Because of depending on the availability of data, the empirical model for each country 

will use different sets of independent variables. 

With limitations of data, this paper would only focus on evaluating and estimating the 

impact for some of the determinants of commercial banks’ loans accessibility.  

3. Methodology and Empirical Model Specifications 

The purpose of this paper is to evaluate the factors determining SMEs’ access to bank 

loans. Therefore, this section will analyze the impact of some factors on the ability to access 

commercial bank loans through a quantitative model.  

 

Figure 1. Conceptual framework of the access to bank loans 
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Figure 1 presents factors, which will be considered in the following empirical study, likely 

to impact on banks process of loan applications (businesses might gain access to official credit 

sources). They include characteristics of the firm (firm size, type of ownership, age of firm); 

performance of the firm (revenue growth rate, ROE, ROA); characteristics of the loans 

(collateral requirements); and other external factors such as location of firm, stock market… 

3.1. Data and Methodology 

a) Data Description 

The dataset employed in this study is based on our survey conducted by structured 

questionnaires in December 2017. The sample comprised of 699 enterprises from 3 provinces: 

Hanoi, Da Nang and Dong Nai. The selected firms are also those that are queried in the annual 

enterprise survey by the GSO. Processed sample included 695 observations. 

Table 1. Summary Statistics of Sample Data 

No. Indicator SME1 Large Firms Total 

1 Whole sample 56.7 43.3 100 

 Stateowned enterprises 23.3 76.7 100 

 NonStateowned enterprises 58.9 41.1 100 

2 Enterprise with loan application 48.3 51.7 100 

 Stateowned enterprises 10.7 89.3 100 

 NonStateowned enterprises 51.1 48.9 100 

3 Enterprise with approved application 47.3 52.7 100 

 Stateowned enterprises 10.7 89.3 100 

 NonStateowned enterprises 50.1 49.9 100 

4 The age of the enterprises (average) 9.25 12.81 10.8 

 Stateowned enterprises 20 25.6 24.3 

 NonStateowned enterprises 8.97 11.23 9.9 

Source: Calculation from the dataset 

Table 1 shows that SMEs amounted to about 56.7% of all firms included in the sample. 

58.4% of firms in sample had a loan application (of which 48.3% were from SMEs and 51.7% 

were from large enterprises). The ratio of being approved for disbursement for SMEs with loan 

application was only at 47.3%. 

                                                 
1 According to the Provision of assistance for SME Law, No. 04/2017/QH14 dated 12/06/2017, SME is 

defined as firms with less than 200 employees, less than 100 billion dongs in capital and less than 300 billion dongs 

in revenue 
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Figure 2. Main causes for firm to not apply for a loan 

Source: Calculation from the dataset 

In Figure 2, excepting firms that “do not need loans” and “do not want to be in debt”, 

others do not apply for a loan because of some reasons, such as “interest rate are high”, 

“application too cumbersome” and “stringent collateral requirements”.  

Table 1 also shows that average number of year that an enterprise had been in operation till 

the time of the survey was 10.8 year. Of which, the proportion of SMEs with less than 5 years in 

operation was 31.2% and less than 10 years in operation was 66.5%. In theories, firms which had 

been in the market for longer were expected to have easier access to resources in the financial 

markets. In practice, however, the majority of firms in Vietnam, especially those in the SME 

sector, had a relatively young age. This factor could also be considered one of the main 

constraints to financial accessibility for private enterprises. 

b) Key Variables  

In order to understand SMEs’ financing constraints in Vietnam, this section has conducted 

econometric analysis by probit and logits regression models. The dependent variable (Y) equal to 

1 if the firm has applied for a bank loan and loan application was approved. On the other hand, if 

the loan application was rejected, Y equal to zero. 

Independent variables: those variables that stated the firm as being a SME (SME), a state

owned enterprise (STATE), the age of the firm (AGE), ROE, ROA, the availability of collateral 

(collateral), the loanrelated unofficial cost for bribes and gifts (corruption), variable that state if 

the firm was listed on the stock market (stockmarket) and other interactive terms. Table 2 

summarizes the variables employed in empirical models. 
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Table 2. Definitions of variables employed in the regression models. 

No Name Description Measurement 

1 SME Small and Medium 
enterprise 

SME =1 if a firm had less than 200 employees, less than 100 billion 
dongs in capital and less than 300 billion dongs in revenue, otherwise 
SME =0 

2 STATE State ownership STATE =1 if more than 50% of the firm’s capital was state ownership, 
otherwise STATE =0 

3 AGE Age of the firm Age of firm were calculated from a firm officially registered for business 

4 ROE  After tax profit over equity 

5 ROA  Profit over total assets 

6 collateral Collateral collateral =1 if a firm had adequate collateral available, otherwise 
collateral =0 

7 corruption Loanrelated unofficial 
cost for bribes and gifts 

corruption =1 if a firm did spend money on bribe and gift to receive bank 
loans. 

8 stockmarket Listed in the stock market stockmarket =1 if a firm was listed on the stock market, otherwise 
Stockmarket =0 

9 collateralsme Interactive term collateralsme = collateral × SME  

10 corruptionsme Interactive term corruptionsme = corruption × SME 

Source: Calculation of the authors 

c) Model specifications 

This research employed the probit and logit regression approach to estimate impact of 

various factors on the probability of the loan application from the SMEs being approved for 

disbursement by banks. In probit and logit models, the probability of loan application from the 

SMEs being approved for disbursement by banks are expressed as a nonlinear function of a set 

of regressor X, that can be written as: 

  (1) 

   (2) 

Of which:  is the probability of loan application from the SMEs being approved 

for disbursement by banks;  is a set of selected independent variables;  is the cumulative 

distribution function of the standard distribution;  is the cumulative distribution function 

of logistic distribution. 

Equation (1) and (2) are probit and logit formula for conditional probability that a loan 

application is approved by the bank, is the function of the set of factors that had impact on the 

likelihood of the decision to loan of the banks or other financial institutions (X). The set of 

variables X included: SME, STATE, AGE, ROE, ROA, collateral, corruption, stockmarket and 

the interactive terms collateral sme, corruptionsme. 
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3.2. Estimation Results 

In the linear probability model the magnitude of the coefficient for each independent 

variable gives the size of the effect that variable is having on dependent variable, and the sign on 

the coefficient (positive or negative) gives the direction of the effect. Because the slope 

coefficient measures the marginal effect of the independent/explanatory variable. This is not the 

case with the probit/logit model, the coefficients do not have this straightforward interpretation. 

The magnitude cannot be interpreted using the coefficient because different models have 

different scales of coefficients. However, signs of coefficients in the probit/logit model have the 

same meaning as in the linear probability (i.e. OLS) model. In this paper, the impact of 

independent variable to dependent probability will be explained through using of the average 

marginal effect (AME). The estimation results from the probit and logit regressions are 

summarized in Table 3. 

Table 3. Probit and Logit estimation results 

                Probit regression  Logit Regression 

                Coef AME  Coef AME 

SME             0.848*** 0.320***  1.463*** 0.340*** 

                (0.02) (0.01)  (0.06) (0.01) 

STATE           0.141*** 0.055***  0.223*** 0.054*** 

                (0.02) (0.01)  (0.03) (0.01) 

AGE             0.016*** 0.006***  0.028*** 0.007*** 

                (0.00) (0.00)  (0.00) (0.00) 

ROE            0.020*** 0.008***  0.035*** 0.009*** 

                (0.00) (0.00)  (0.00) (0.00) 

ROA           0.537 0.211  1.714* 0.420* 

                (0.33) (0.13)  (0.85) (0.21) 

collateral      1.582*** 0.571***  2.730*** 0.593*** 

                (0.06) (0.02)  (0.13) (0.02) 

corruption      0.116* 0.045*  0.538*** 0.125*** 

                (0.05) (0.02)  (0.01) (0.00) 

Stockmarket     0.073** 0.028**  0.036 0.009 

                (0.03) (0.01)  (0.04) (0.01) 

corruptionsme   0.657*** 0.230***  0.907*** 0.198*** 

                (0.07) (0.02)  (0.03) (0.00) 

collateralsme   0.477*** 0.182***  0.808*** 0.191*** 

                (0.04) (0.02)  (0.09) (0.02) 

Intercept 0.199***   0.360***  

                (0.04)   (0.08)  

regional          yes   yes  

Sources: estimation results 

Note: Significance level: * 10%, ** 5%, *** 1%, the standard errors in parenthesis. 

For the variable SME (Table 3), estimation results from the probit model showed that the 
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probability for the loan application being approve would decrease by 32 percentage points if the 

applied enterprise was SME. The respective figure in the logit model was 34 percentage points. 

In term of firms’ characteristics (such as the stateowned dummy STATE, the age of the 

firm AGE), estimation results from the probit and logit model showed that the probability of 

being approved will increase respectively by 5.5 and 5.4 percent points if a firm is stateowned 

enterprise. Therefore, it could be observed that state ownership still directly affected enterprises’ 

credit accessibility. The number of years that a firm had been in the market also had positive 

impact on credit accessibility. The coefficient on age of firm is positive and statistically 

significant impacts on probability of loan application approval. It means that if the age of firm 

increased by 1 year, the approved probability would also increase by 0.60.7 percentage points. 

This result was supported by theoretical framework that firms with higher number of years in 

operation would have better credit history and therefore had easier access to resources from 

financial institutions in general and commercial banks in particular. 

In term of firms’ performance (ROA and ROE), the coefficient of return on asset and 

return on equity implied that the approved probability increased when these variables increased. 

In logit model, if ROA increased by 1%, the approved probability would increase by 42 

percentage point. Probit model also showed similar sign of impact the coefficient of ROA but 

not statistically significant. The coefficient of ROE variable showed that impact was indeed 

positive as expected and statistically significant. However, the magnitude of impact was rather 

small, from 0.8 to 0.9 percentage points. This result indicated that the more efficient the firm 

managed its assets, the better the probability of the loan application being approved. 

For the variable represented collateral requirements of loans (collateral), the coefficient of 

collateral requirements of the loans that estimated from the two models showed that the availability 

of collateral has significant positive impact to the decision to loan of banks. In Table 3, being able 

to post collateral is associated with 57 percentage points increase in the probability of loan 

approval in probit model and 59.3 percentage points in the logit model. To better observe the 

negative impact of this constraint to the credit accessibility of firm, the research investigated the 

structure of collateral requirements in the loan applications. Figure 3 show that the most popular 

form of collateral was land and building owned by the firms (with a 38.47% share), machines and 

equipment had a 36.46% share, personal assets accounted for 24.51% and the rest are account 

receivable and inventory (10.55%). This result helped to show why private enterprises (which 

largely comprised of SMEs) could hardly ever meet collateral requirements from the financial 

institutions. For these firms, the majority of them with rented land, building and machines.  



1590 

 

Figure 3. The structure of collateral 

Source: Calculation from the dataset 

For the variable represented unofficial facilitating cost (such as bribes and gifts

corruption), estimation results from both models had expected signs and significance level at 

10% and 1%. These results implied that the approved probability did increase when the firm paid 

unofficial costs. The logit model showed that the probability increased by about 12.5 percentage 

points. Thus, unofficial cost was still a constraint to firms’ credit accessibility, especially for 

those from the SME sector. 

The variable of stockmarket, which represented the development of capital markets, had 

positive sign and were statistically significant. The AME of this variable showed that approved 

probability was only at about 2.8 percentage points. Development of capital markets require 

firms to be more transparent in financial performance, as well as more standard in accounting 

activities which, in turns, help firms easier to access financial resources. Firms in the survey 

appeared to be aware of that issue. Figure 4 shows the number of firms that displayed an intent to 

be listed on stock market significantly increasing with the timeframe, 117 firms wanted to be 

listed in the next 5 years, compared to 7 firms wanted to do so in the next year. 

 

Figure 4. Number of firms in the sample that had intent to be listed  

on the stock market within the next 5 year 

Source: Calculation from the dataset 
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Coefficients of interaction terms between the variable SME and the control variable 

collateral and corruption had positive sign and were statistically significant at 1% level of 

significance. These results showed that there were differences in the treatment of financial 

institutions between SMEs and larger firms regarding collateral availability and unofficial costs 

during the loan application approval process. The coefficients of interaction term showed that the 

approved probability for an SME willing to pay for bribes and gifts was higher than a larger firm 

with the same characteristics by 20 to 23 percentage points. Similarly, among the firms with 

adequate collateral, the approved probability for an SME was 18.2 to 19.1 percentage points 

higher than a larger firm with same characteristics. 

3.3. Goodness of fit testing 

Pseudo R2 uses the likelihood function to measure the fit of the model but this value tends 

to be smaller than Rsquare (OLS). The Pseudo R2 values ranged from a minimum of 0.262 

(Aldrich, J. H., & Nelson, 1984) to a maximum of 0.489 (Veall, M. R., & Zimmermann, 1994). 

Thus, the result of probit and logit regression model have Pseudo R2 values of 0.3668 and 0.3652 

that are considered highly satisfactory.  

In addition, according to Stock and Watson (2007) if the dependent variable Yi=1 and the 

predicted probability was higher than 50% or if the dependent variable Yi=0 and the predicted 

probability was lower than 50% then Yi would be correctly predicted. Otherwise Yi would be a 

failure prediction or incorrectly predicted. 

In Table 4, the probit model predicts correctly 31.37% of rejected loan application and 

50.64% of approved loan application. Thus, the total correctly predicted percentage of probit 

model is 82.01%. The logit model also correctly predicts 31.37% of rejected loan application and 

50.79% of approved loan application. Therefore, the total correctly predicted percentage of logit 

model is 82.16%.  

Table 4. The fraction correctly predicted by Probit and Logit model 

 Predicted by Probit model Predicted by Logit model 

Actual approval rejection Total approval rejection Total 

Firm’s loan application is approved 352 86 438 353 86 439 

Firm’s loan application is rejected 39 218 257 38 218 256 

Total 391 304 695 391 304 695 

Sources: estimation results 

The ROC test statistics also indicated confirming results. The value of the estimated ROC 

line from the probit model was 0.8717 and from the logit model was 0.8730. These tests showed 

that estimation results from both models were reliable. Both models are fitted to the data. 
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Figure 5. Statistical value of the ROC lines 

Source: Estimation results of the model 

4. Conclusions and policy implications 

The probit and the logit estimation results showed that: (i) the size of firm is the important 

factor that determine accessibility to bank loans. (ii) collateral is the main constraint to credit 

accessibility, especially for SMEs which still hired most of their production premises and 

equipment. (iii) Discrimination is still available in the process of approving loan application 

between SMEs and larger firm. Additionally, efficiency in operation and assets management as 

well as the development of capital markets are also factors that have positive impacts that help 

firms have easier access to capital resources. 

Base on study results, the paper gives out some policy implications in order to improve 

credit accessibility of firms in general and SMEs in particular, which are: 

● Improve the legal framework and the information infrastructure which reduce transaction 

costs, create a more equal and fairer competitive environment for all kinds of business to access 

financial resources from commercial banks. 

●  Encourage the development of nonbank system to meet the demand for loans of SMEs. 

Through which, the competitiveness in the financial system will be enhances and firms can 

reduce dependence on the commercial bank system. However, the economy will face some 

challenges for regulators, namely: 

○ Access to capital resources from unofficial financial institutions will create risks and 

instability which results from booming loan activities. This, in turns, could badly damage the 

performance of SMEs. In order to mitigate these threats, the Government should introduce 

regulations that regulate strictly the behaviors of nonbank financial institutions through the 

development and improvement of a monitoring and supervising system. These should be based 

on existing regulations for the formal financial system. 

○ Develop corporate bond market to reduce the burden on the banking sector. Gradually 
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permit firms to access bond market. At first, larger firms should be encouraged to use the 

corporate bond market to finance projects then expand to selected groups of SMEs. 
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Appendix. Estimation results of probit and logit model 

Probit regression  Number of obs = 695 

Log pseudolikelihood = 302.32832  Pseudo R2 = 0.3652 

y Coef. 
Robust  

Std. Err. z P>|z| [95% Conf. Interval] 

sme .8475785 .0248784 34.07 0.000 .8963392 .7988177 

state .1411389 .0173079 8.15 0.000 .1072161 .1750617 

age .0157298 .0006699 23.48 0.000 .0144168 .0170428 

ROE .0204293 .0021214 9.63 0.000 .0162715 .024587 

ROA .5368184 .3322731 1.62 0.106 .1144249 1.188062 

collateral 1.582399 .0550283 28.76 0.000 1.474545 1.690252 

corruption .1158362 .051413 2.25 0.024 .0150686 .2166039 

stockmarket .0726504 .0251275 2.89 0.004 .0234013 .1218995 

corruptionsme .6566437 .0701899 9.36 0.000 .519074 .7942134 

collateralsme .4767584 .0419309 11.37 0.000 .3945753 .5589415 

_cons .1988166 .0442564 4.49 0.000 .2855576 .1120756 

Marginal effects after probit      

y Coef. Std. Err. z P>|z| [95% Conf. Interval] 

sme .3204037 .0090094 35.56 0.000 .3380618 .3027457 

state .0547701  .0065659  8.34  0.000  .0419012  .0676389 

age .0061848  .0002671  23.16  0.000  .0056613  .0067083 

ROE .0080326  .0008293  9.69  0.000  .0064072  .009658 

ROA .2110722  .1305207  1.62  0.106  .0447438  .4668881 

collateral .5708123  .0160484  35.57  0.000  .5393581  .6022665 

corruption .0450397  .0197632  2.28  0.023  .0063045  .0837749 

stockmarket .0283821  .0097661  2.91  0.004  .0092409  .0475234 

corruptionsme .2296772  .0198817  11.55  0.000  .1907098  .2686447 

collateralsme .1824909  .015588  11.71  0.000  .151939  .2130429 

Probit model for y 

                               True  

Classified D ~D Total 

+ 352 86 438 

 39 218 257 

Total 391 304 695 

 

Classified + if predicted Pr(D) >= .5 

True D defined as y != 0 

  

Sensitivity  Pr( +| D)  90.03% 

Specificity  Pr( |~D)  71.71% 

Positive predictive value  Pr( D| +)  80.37% 

Negative predictive value  Pr(~D| )  84.82% 

False + rate for true ~D  Pr( +|~D)  28.29% 

False  rate for true D  Pr( | D)  9.97% 

False + rate for classified +  Pr(~D| +)  19.63% 

False  rate for classified   Pr( D| )  15.18% 
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Correctly classified   82.01% 
 

Logistic regression 

Log pseudolikelihood = 301.57933 

 Number of obs 

Pseudo R2 

= 

= 

695 

0.3668 

y Coef. 
Robust  

Std. Err. z P>|z| [95% Conf. Interval] 

sme  1.462532  .0636408  22.98  0.000  1.587266  1.337798 

state  .2231872  .0274499  8.13  0.000  .1693863  .276988 

age  .0281166  .0025541  11.01  0.000  .0231107  .0331224 

ROE  .0352269  .0045498  7.74  0.000  .0263096  .0441443 

ROA  1.713919  .8517979  2.01  0.044  .0444258  3.383412 

collateral  2.72978  .1300509  20.99  0.000  2.474884  2.984675 

corruption  .5375272  .0078443  68.52  0.000  .5221526  .5529018 

stockmarket  .0359323  .0449493  0.80  0.424  .0521667  .1240313 

corruptionsme  .9067539  .0288936  31.38  0.000  .8501235  .9633843 

collateralsme  .8076139 .0888364 9.09 0.000 .6334977 .9817301 

_cons .360203 .0777843 4.63 0.000 .5126575 .2077486 

Marginal effects after logistic 

y Coef. Std. Err. z P>|z| [95% Conf. Interval] 

sme .3395598 .0138598 24.50 0.000 .3667246 .312395 

state .0538356 .0064106 8.40 0.000 .0412711 .0664002 

age .0068957 .000634 10.88 0.000 .0056531 .0081383 

ROE .0086396 .0011063 7.81 0.000 .0064712 .0108079 

ROA .4203468 .2084443 2.02 0.044 .0118035 .8288902 

collateral .5928521 .0210849 28.12 0.000 .5515265 .6341776 

corruption .1248488 .0019428 64.26 0.000 .121041 .1286566 

stockmarket .0087918 .0109814 0.80 0.423 .0127313 .0303149 

corruptionsme .1979836 .004753 41.65 0.000 .188668 .2072992 

collateralsme .1909646 .0202197 9.44 0.000 .1513346 .2305946 

Probit model for y 

                               True  

Classified D ~D Total 

+ 353 86 439 

 38 218 256 

Total 391 304 695 
 

Classified + if predicted Pr(D) >= .5 

True D defined as y != 0 

  

Sensitivity Pr( +| D) 90.28% 

Specificity Pr( |~D) 71.71% 

Positive predictive value Pr( D| +) 80.41% 

Negative predictive value Pr(~D| ) 85.16% 

False + rate for true ~D Pr( +|~D) 28.29% 

False  rate for true D Pr( | D) 9.72% 

False + rate for classified + Pr(~D| +) 19.59% 

False  rate for classified  Pr( D| ) 14.84% 

Correctly classified  82.16% 
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Abstract: This study examines the effect of cash conversion cycle on the liquidity in 

twenty listed leather and footwear companies in Vietnam between 2013 and 2016. The data is 

taken from 20 companies in the leather and footwear industry of Vietnam, which is one of the 

most important industry in Vietnam. The methodology that was followed included regression 

and correlation analysis. Results revealed that there is positive relationship between current 

ratio and cash conversion cycle. Additionally, Cash conversion cycle also had positive impact 

on quick ratio.   

Key word: cash conversion cycle, liquidity, current ratio, quick ratio 

 

1. Introduction  

Working capital management is an important tool of enterprise finance because it directly 

affects the liquidity of the company. There are two basic ways to assess the working capital 

management of firms. They are balance sheet and  Cash Conversion Cycle (CCC). The cash 

conversion cycle (CCC) is a metric that expresses the length of time, in days, that it takes for a 

company to convert resource inputs into cash flows. The cash conversion cycle attempts to 

measure the amount of time each net input dollar is tied up in the production and sales process 

before it is converted into cash through sales to customers (investopedia). Every enterprise pays 

attention on their liquidity, therefore they have to find out the factors affecting the liquidity. And 

cash conversion cycle is one of the factors. Every company is trying to control their cash 

conversion cycle to raise their liquidity. 

In Vietnam, leather and footware is one of the key industries. The industy contributes 

10% to Vietnam’s GDP and Vietnam is among the top 10 countries producing footwear in the 

world. With the aim to maximize their profit, the companies are interested in financial aspects. 

There are many studies on difference financial aspects. However, no studies have been 

conducted on the relationship between CCC and liquidity in the industry. This study aim to 

measure the role of cash conversion cycle in explaining the variations in the liquidity of 

Vietnam’s leather, footwear companies. 
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2. Theoretical basis and analysis framework 

Cash conversion cycle concept: 

According to Keown et al. (2003): the cash conversion cycle is the sum of days average 

collection period and the inventory period minus the average repayment period for receivables 

payable.  

Current ratio concept:  

The current ratio measures the adequacy of current assets  to meet the company’s short

term liabilities. It reflects whether the company is in a position to meet its liabilities as they fall 

down (Investopedia) 

Quick ratio concept: 

The quick ratio is also known as the acid test ratio because by eliminating inventory from 

current assets it provides the acid test of whether the company has sufficient liquid resources 

(receivables and cash) to settle its liabilities (Investopedia) 

Previous studies 

In finance literature the researchers approaches this subjcet from difference aspects as 

follow: 

Lyroudi & Lazaridis (2000) stated that the cash conversion cycle has a significant impact 

on the company’s liquidity. Moreover, the profitability of the company partly depends on their 

liquidity. 

Kurt et al. (2002) found the relationship of a tool in working capital management cash 

conversion cycle with profitability, liquidity and debt structure. In the study,  data of 167 firms 

which listed on the Istanbul Stock Exchange (ISE) for the period of  6 years was collected. The 

study indicated a positive relationship between cash conversion cycle and liquidity ratios and 

negative relationship with return on asset and return on equity, also the results suggested that 

higher leverage  ratio affects adversely the liquidity and profitability. Moreover, there is no 

significant relationship between the cash conversion cycle and the leverage ratio. There is no 

notable difference in the cash conversion cycle on the basis of period, but it differs on the basis 

of sector and company size.  

Raheman and Nasr (2007) studied the impact of the components of working capital 

management with liquidity through a sample of companies. And the study came to the conclution 

that the presence of a significant relationship between them.   

According to the study of Appuhami (2008), operating cash flow is an important element 

and have a significant impact with working capital management.  

Dong and Su (2010) researched the relationship between cash conversion cycle and 

performance of company. Anh they found moral and negative relationship between cash 

conversion cycle and performance and positive relationship between the average payables and 

performance. Additionally, the managers can improve profitability by decreasing the average 
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collection and storage, and also that the longer period to repay receivables creditor gives the 

company a better chance to invest in opportunities and to enhance profitability. 

The study of Ebben et al. (2011) collected data from 879 small U.S. manufacturing firms 

and 833 small U.S. retail firms. The results shown that cash conversion cycle has significantly 

relation to all of liquidity, invested capital, and performance. Additionally, more efficient cash 

conversion cycle means better liquidity, need less debt and equity financing, and gives higher 

returns. Mreover, the small firm may be sensitive in managing CCC. The study focused on the 

importance of cash conversion cycle as a active management tool for small company owners.  

Cagle, Corey et al. (2013) researched a company's liquidity. They compared Circuit City 

and Best Buy consumer electronics companies for the period fo ten years. The results indicated 

that the current ratio measure does not include a time factor but the cash conversion cycle 

formula combines time related to number of days of inventory on hand, number of days of sales 

outstanding, and number of days of payables.  

LiHua Lin, et al. (2014) collected data of two listed and delisted Taiwan food industries 

companies’ performance for the period 1996 – 2005. The result indicated that cash conversion 

cycle indicators better reflect the company's actual shortterm debtpaying ability and liquidity.  

3. Methodology 

3.1. Measurement of Variables 

The study takes Cash Conversion Cycle (CCC) to represent independent variables and Current 

Ratio, Quick Ratio are dependent variables. The studied variables are calculated as follows:  

Inventory Holding Period = (Average Inventories/Cost of GoodsSold) x 365  

Receivables Collection Period = (Average Accounts Receivables/Sales) x 365  

Payables Payment Period = (Average Accounts Payables/Cost of Purchases) x 365  

Cash Conversion Cycle = Inventory Holding Period + Receivables Collection Period  

Payables Payment Period  

Current ratio = Current Assets/Current Liabilities 

Quick ratio = (Current Assets – Inventory)/Current Liabilities 

3.2. Research model   

Base on the review of the literature the following reseach model are tested  as below: 

Current ratio = α + β ccc + ε     

Quick ratio = α + β ccc + ε       

α = Constant Term  

β = Coefficient Term 

ε = Error term 
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3.3. Population & Sampling  

For the purpose of the study on the impact of cash conversion cycle on profitability, twenty 

leather and footwear companies are selected. as below: 

Table 1: Some leather and footwear companies selected 

No Type of enterprise The number of enterprise 

1 Small and medium sized enterprise 10 

2 Large enterprise 10 

3.4. Period of Study  

The study collected 4 years financial statements data starting from 2013 to 2016 

3.5. Data Collection  

Secondary data is collected through five years financial statements data of leather and 

footwear companies . 

3.6. Hypotheses 

In the light of the above discussion, the present study expects  positive relationship 

between length of CCC and profitability. The main hypotheses to be tested in this study are as 

follows:   

H01: Cash conversion cycle has a significant association with  Current ratio 

H02: Cash conversion cycle has a significant association with Quick ratio.  

4. Research Methodology  

This study aims to investigate the impact of cash conversion cycle on Leather and footwear 

companies’ liquidity; this is as an empirical study based on Vietnamese data. The study is based 

on two factors to measurement of service firms’ liquidity, namely firms’ current ratio and firms’ 

quick ratio. The study population consisted of  all Vietnamese Leather and footwear companies 

during the period (20132016). In addition, the required financial data for the study factors/ 

variables will be gathered from the database of  Leather and footwear companies available online 

during the study period. The database of these companies is based on the annual firm reports of 

the studied firms.   

Besides, quantitative strategy has been adopted for this  study. This is because the study 

wants to explore the impact of cash conversion cycle on Leather and footwear  firms’ liquidity 

(firms’ current ratio and firms’ quick ratio). Also, the study wants to explore the relation and the 

strength of the relation amongst the factors / variables discussed in this study. Thus, the study is 

based on use the Statistical Package for Social Sciences, were the study has been used 

Correlation and Simple Regression analysis to test the hypotheses.  

5. Data Analysis and Results  

5.1. Descriptive Data Analysis  

The current study has been used measures of central tendency through mean, standard 

deviation, the lowest and highest values. This is in order to describe and explain the nature of 
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data and characteristics of data. The study used these measures due to the commonly used in 

previous studies. The following sections explain the result of  these measures according to 

variables of this study respectively:  

Cash Conversion Cycle  

The following table shows the result of measures of mean, standard deviation, the lowest 

and highest value of cash conversion cycle.  

Table 2: Descriptive Statistics of Cash Conversion Cycle 

 N Minimum Maximum Mean Std. Deviation 

CCC 80 374.81 112.50 .2525 87.61492 

Valid N (listwise) 80     

Table 2 shown the results of the descriptive data analysis for the study period (20132016), 

it can be concluded on the basis of mean values that the maximum Cash Conversion Cycle 

during the study period was (375.81), and the minimum Cash Conversion Cycle during the 

study period was (112.50). Besides, the mean of Cash Conversion Cycle  was (0.2525) with the 

standard deviation was (87.61492).  

Liquidity  

This study has discussed the liquidity variable through two factors current ratio and quick 

ratio in order to measurement of service firms’ liquidity in this study. The following tables show 

the result of measures of central tendency (mean, standard deviation, the lowest and highest 

value) for leather and footwear firms’ current ratio and  leather and footwear firms’ quick ratio 

during the study period (20132016).   

Table 3: Descriptive Statistics of Current ratio 

 N Minimum Maximum Mean Std. Deviation 

Current Ratio 80 .07 7.57 3.7098 1.76719 

Valid N (listwise) 80     

The above table shown that the lowest value of leather and footwear firms’ current ratio 

was (0.07). Also, the highest  value of it was (7.57). The mean for leather and footwear firms’ 

current ratio during the study period (20132017) was (3.7098), with the standard deviation 

(1.76719). 

Table 4: Descriptive Statistics of Quick ratio 

 N Minimum Maximum Mean Std. Deviation 

Quick Ratio 80 .00 2.35 .4809 .52472 

Valid N (listwise) 80     
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In addition, Table 3 showed the results of the descriptive data analysis for leather and 

footwear firms’ quick ratio during the study period (20132016). The maximum leather and 

footwear firms’ quick ratio was (2.35), and the minimum leather and footwear firms’ quick ratio 

during the study period was nearly (0.00). Also, the mean of quick ratios was 0.4809 with the 

standard deviation was (0.52472).   

5.2. Correlations between Variables   

Pearson correlation test has been used in this study in order to find the relationship 

between the study variables/factors. The result of this test as follows: 

Table 5: Correlations between variables 

 CCC Current Ratio Quick Ratio 

CCC 

Pearson Correlation 1 .298** .240* 

Sig. (2tailed)  .007 .032 

N 80 80 80 

Current Ratio 

Pearson Correlation .298** 1 .324** 

Sig. (2tailed) .007  .003 

N 80 80 80 

Quick Ratio 

Pearson Correlation .240* .324** 1 

Sig. (2tailed) .032 .003  

N 80 80 80 

**. Correlation is significant at the 0.01 level (2tailed). 

*. Correlation is significant at the 0.05 level (2tailed). 

According to the basis of  PValues in Pearson correlation test that shown in the above 

table 4, there is a positive correlation between Current Ratio and Quick Ratio (0.324) with 

significance level is 0.003 (under 0.05). The correlation between Cash Conversion Cycle and 

Current Ratio is (0.298) and significance level is 0.007 (under 0.05). Besides, the correlation also 

between Cash Conversion Cycle and Quick Ratio is (0.240) with significance level is 0.032. 

5.3. Hypotheses Testing  

On the basis of the measured data by Simple Regression analysis to test the hypotheses in 

this study, the following parts show the result of this test according to each hypothesis  

H01: Cash conversion cycle has a significant association with  Current ratio 

This hypothesis looks at the impact of cash conversion cycle on leather and footwear 

firms’ current ratio, based on the period (20132016). The current study is based on use the 

Simple Regression test, and the result of this test as follows:  
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Table 6: Model Summary of the hypothese 1 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .298a .089 .077 1.69745 

a. Predictors: (Constant), CCC 

Table 7: ANOVAa of the hypothese 1 

Model Sum of Squares Df Mean Square F Sig. 

1 

Regression 21.971 1 21.971 7.625 .007b 

Residual 224.743 78 2.881   

Total 246.715 79    

a. Dependent Variable: Current Ratio 

b. Predictors: (Constant), CCC 

Table 8: Coefficientsa of the hypothese 1 

Model 
Unstandardized Coefficients Standardized Coefficients 

T Sig. 
B Std. Error Beta 

1 
(Constant) 3.708 .190  19.540 .000 

CCC .006 .002 .298 2.761 .007 

a. Dependent Variable: Current Ratio 

From the above table, cash conversion cycle has a significant positive relationship with 

current ratio. The positive value of beta (.006) was significant (p<.05), hence the hypothesis (H01) 

is accepted. R2 value of the full model regression is (0.089). Thereby, there is a significant impact 

of cash conversion cycle on leather and footwear firms’ current ratio during the study period.   

H02: Cash conversion cycle has a significant association with  Quick ratio 

This hypothesis aims to investigate the impact of cash conversion cycle on leather and 

footwear firms’ quick ratio; this is during the period (20132016). The result of the Simple 

Regression as follows: 

Table 9: Model Summary of the hypothese 2 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .240a .057 .045 .51268 

Predictors: (Constant), CCC 

Table 10: ANOVAa of the hypothese 2 

Model Sum of Squares df Mean Square F Sig. 

1 

Regression 1.250 1 1.250 4.754 .032b 

Residual 20.501 78 .263   

Total 21.751 79    

a. Dependent Variable: Quick Ratio 

b. Predictors: (Constant), CCC 
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Table 11: Coefficientsa of the hypothese 2 

Model 
Unstandardized Coefficients Standardized Coefficients 

T Sig. 
B Std. Error Beta 

1 
(Constant) .481 .057  8.384 .000 

CCC .001 .001 .240 2.180 .032 

a. Dependent Variable: Quick Ratio 

Above tables depicts that  there is a positive  relationship between cash conversion cycle 

and  quick ratio. Moreover, 5.7% of cash conversion cycle impact on quick ratio. Beta value of 

(0.001), thereby the correlation of cash conversion cycle and leather and footwear firms’ quick 

ratio is calculated to be (0.001), which is lower than significance level of (0.05), so it provides 

enough evidence that the model is significant. As a conclusion, there is a significant impact of 

cash conversion cycle on leather and footwear firms’ quick ratio during the study period (the 

hypothesis is accepted).   

6. Summary and Conclusion  

This paper studied the impact of cash conversion cycle on liquidity in twenty one 

Vietnam’s leather and footwear companies in the period of 2013 to 2016. Results showed that 

there is positive relationship between Current ratio and cash conversion cycle and 8.9 percent 

variation of Current ratio explained by CCC. In addition, Cash conversion cycle also had 

positive impact on Qick ratio and 5.7% explained by CCC.  Base on the results, we can see that 

thank to shorter cash conversion cycle, enterprises will increase their profitability. Therefore, the 

leather and footwear companies should pay more attention on estimating and evaluating the cash 

flows of the business to improve their profitability. Depending on those results the researcher 

recommends Vietnamese leather and footwear firms’ manager to ajust their CCC to increase 

their liquidity. 
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Abstract: Development of agricultural production with Good Agricultural Practices 

(GAP) standards is an objective trend of sustainable agriculture. The study used methods of the 

Data Envelopment Analysis (DEA) and Ordinary Least Square (OLS) Regression to quantify 

impact of farmers’ adoption of GAP on the Total Factor Productivity Change (TFPCH) in 

investment in grape and apple production in Ninh Thuan province, Vietnam.  The research 

findings showed that farmers’ adoption of GAP positively influenced on increase on TFP. 

Therefore, it is necessary to find-out solutions to speed up farmers’ investment in development of 

agriculture with GAP standards. 

Keywords: GAP, TFPCH, impact, farmer household, Ninh Thuan, Vietnam 

 

1. Introduction  

Good agricultural practices (GAP) associated with satisfying customers’ product standards 

are very nessesary for Vietnam to penetrate global agricutural market and bring more benefits to 

farmers. Agricultural production with GAP standards ensures safety for comsumers, producers 

and also protects rural environment.   

Ninh Thuan is one of the farming provinces in Vietnam in grape and apple products. 

Farmer households in Ninh Thuan started adoption of GAP standards in production of these 

products since 2013. In addition to initial achievements of expanded cultivation area and 

increased goodwill of these products, there are still difficulties and limitations in increase of 

production scale and market development. 

The study aims to investigate impact of GAP adoption on TFPCH in farmer households’ 

investment in agricultural production by using two main methods of DEA and OLS, in order to 

provide farmers and state managers with objective view of real benefits of GAP adoption. 

2. Literature Review 

According to Holleran et al. (1999), incentives based on that production units invest in 

measures to control food safety have originated from both inside producers and outside 
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customers and governmental regulations. Sharing this point of view. Reardon and Farina (2001) 

stated a food producer can have advantage over its competitors through applying techniques to 

enhance food safety. Studies of  Wannamolee (2008), Mushobozi (2010), Jiao et al (2010), 

Henson và Northen (1998) show that partners within agricultural supply chain including 

producers, distributors as well as consumers play very important roles in encouraging application 

of food safety standards in which GAP is generally basic one. 

Hobbs (2003) argued that benefits of  GAP can divide in two aspects. The first one is to 

reduce farmers’ production costs by effective use of labors, reasonable selection of inputs and 

application of good methods. In a casestudy of Kenya, GAP help reduce significantly costs of 

vegetable production. This production method contributes to improve production effectiveness in 

terms of economic, social and environmental aspects. GAP help farmers control production costs 

by applying appropriate farming techniques. The second one is to contribute to increase selling 

prices of agricultural products. GAP is to help enhance product quality, thus, GAP’s products can 

penetrate markets with higher standards. However, when supply of GAP products increased, risk 

of reduced prices is unavoidable. 

In order to ensure strictly standards of GAP, it is necessary to have significantly invest in 

technical training on production, processing, selections of inputs (seed/seedlings, fertilizers, etc.) 

as well as in getting regularly certification of quality audits (Graffham et al., 2007; Okello and 

Swinton, 2007). These impact on production efficiency in the case that outputs achieved is not 

proportionally.  As the result, this make difficulty for small farmers and facilitate sized 

enterprises in agricultural production with GAP standards, as examples in Kenya (Asfaw, 2007; 

Graffham, 2006; Graffham et al., 2007; Mungai, 2004) and Uganda (Kleih et al., 2007). 

However, higher effectiveness of investment in agriculture with GAP have stimulated small 

farmers to adopt GAP. To be able to protect themselves from competition with enterprises, many 

small farmers have cooperated each other to set up an organization of agricultural production 

with GAP standards and have succeeded, as in Zimbabwe (Henson et al., 2005) and in 

Madagascar (Minton et al., 2007), or made linkages between small farmers and enterprises as in 

several projects of EurepGAP in Zambia (Graffham and MacGregor, 2007). 

Using the index of Total Factor Productivity Change (TFPCH) as index of Malmquist in 

Data Envelopment Analysis (DEA) to measure efficiency of development investment have been 

carried out by many authors, especially in agricultural investment, such as Mao and Koo, 1997; 

Lin, 1992; Fan and Pardey, 1997; Jin et al., 2002; Chen el al., 2008,  Fan & Zhan, 2002.  These 

studies used different input and output indexes to measure TFPCH index, for example, Lin 

(1992) used 4 normal inputs and 6 supplement variables, Fan and Pardey (1997) used 5 normal 

input variables and 2 supplement variables, main input factors used by these authors were based 

on CobbDouglas production function. 

Researches of Fan và Pardey (1997) have stated that change in production techniques lead 

to significant change in the Total Factor Productivity. Fan et al. (2004) in his study also showed 

that increase of R & D in agriculture, rural education and infrastructure by supports from 

Government would contribute to increase of Total Factor Productivity of agriculture. Thus, it is 
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said that farmers’ adoption in development of agriculture with GAP would make changes in 

production techniques, infrastructure, knowledge of production, etc. These would significantly 

impact on TFPCH. 

2. Data and Methodology 

2.1. Research Site 

Ninh Thuan is a province of coastal southcentral area of Vietnam. There are some 

favourable conditions for development of agricuture following GAP standards especially grape 

and apple plantation, such as appropiate climate for cultivating grape and apple; most farmers 

with longtime experiences of these fruit plantations. At the year of 2016 Ninh Thuan ranked the 

third province in number of farmer groups that have invested in developing grape and apple 

productions following VietGAP standards, with grape area of 280 ha and apple area of 47.2 ha. 

However, there are several difficuties in sustainable agriculture development here namely poor 

livelihoods, low education levels and limited capital sources of farmers, having located far from 

economic centers and big cities. Having solved these barries would make theoretical and 

practical constributions to GAP  agriculture in developing countries generally and in Vietnam 

particularly.  

2.2. Data Collection 

Data in this research was gathered through surveying 200 farmer households in Ninh 

Thuan province wih using structured questionaires.  

Primary data was collected using ramdom and leveling methods in Ninh Thuan with 

sample sise of 200 farmer households in which 100 households cultivating with VietGAP 

standards who represented for 88 GAP linkage groups of farmers and 100 farmer households 

without VietGAP agricultural prodution. Leveling was based on terms of locations and linkage 

groups. There are total 88 GAP linkage groups of farmers in Ninh Thuan province 

(Vietgap.com.vn) with total 1.272 farmer househols, in which 27 groups at Phan Rang  Thap 

Cham city, 26 groups in Ninh Hai district, 20 groups in Ninh Phuoc district, 10 groups in Ninh 

Son district and 5 groups in Thuan Nam district. The research based on sizes of linkage groups 

of farmers to select farmer groups for survey, after that, seleted randomly households in the 

surveyed groups of farmers. 

2.3. Processing Techniques 

According to DEA, the ML (Malmquist) formula to calculate TFPCH can be decomposed 

into two components: technical change and efficiency change (Grosskopf et al., 1994). The 

efficiency change can further be decomposed into pure efficiency change and scale efficiency 

change.  The “technical change” component measures the shift in the frontier over time and can 

be interpreted as providing evidence of innovation for the province considered.  The “pure 

efficiency change” component measures the extent to which observed production is moving 

toward (or away from) the frontier, which is constructed by the best practice provinces based on 

the variable returns to scales (VRS) technology.  The pure efficiency change component, 
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therefore, captures the performance relative to the best practice in the sample and can be 

interpreted as the catchingup effect.  The “scale efficiency” in a given period captures the 

deviations between the VRS technology and the CRS technology at observed input levels.  So 

the TFPCH formula can be written as follows: 
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.  

This research uses the method of Data Envelopment Analysis (DEA) for criteria of 

maximizing Variable Returns to Scales (VRS) to measure Total Factor Productivity Change 

(TFPCH). According to CobbDouglass production function, outputs depend on four factors of 

capital, labour, natural resources and technology. The research uses four input factors namely 

annual production costs/1000m2/year, initial investment costs/1000m2, number of labour and 

cultivating area, and three outputs namely average yield/1000m2/year, average profit/1000m2/year 

và average revenue/1000m2/year to measure total efficiency.  

The research uses Ordinary Least Square (OLS) regression to quantify impact of GAP 

participation/adoption on total efficiency of farmer households’ investment in agricultural 

development, as model: TE = f(GAP, Ivo, Acr, L, Pro, Exp, Know, Infras) 

+ Identify input variables including investment capital, production costs, cultivating area 

and number of labour basing on CobbDouglass production function, results from calculating 

total factor productivity changes show that input factors often negatively impact on total 

efficiency. 

+ Average profit is an output variable that have direct impact on investment efficiency, 

results from calculating total factor productivity changes show that output variables often 

positively impact on total efficiency. 

+ GAP: According to Hobbs (2003), adoption of GAP have positively impacted on 

investment efficiency due to efficient use of labour, appropriate selection of inputs and 
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application of good management. Moreover, technical change through GAP have also influenced 

significantly on TFPCH (Fan và Pardey, 1997; Fan et al., 2004). 

+ Control variable: Efficiency of investment in agricultural development with GAP 

depends on infrastructure (PinstrupAndersen and Shimokawa, 2006; WB, 2007; Mai Thi Thanh 

Xuan và Dang Thị Thu Hien, 2013), characteristics of farmer household namely farmer’s 

knowledge of GAP and production experience (Janvry and Sadoulet, 2000; WB, 2007; Mai Thi 

Thanh Xuan và Đang Thi Thu Hien, 2013); the qualitative study has also the same results that 

main part of surveyed households agreed that efficiency of investment in grape and apple 

cultivation have been clearly impacted by weather, especially in grape cultivation. 

3. Results and Discussions 

3.1. Descriptive Statistics of Variables 

Results from DEA as following: 

Table 1: Total Eficiency TE as results of DEA 

  

Group of households  

with-out GAP adoption  

Group of households  

with GAP adoption 

Mean Maximum Minimum Mean Maximum Minimum 

TFPCH 0.8576 1.2037 0.6472 0.9771 1.4493 0.7449 

EFFI 0.926 1.1206 0.7425 0.9791 1.2553 0.7799 

TECH 0.9234 1.1206 0.8204 0.9959 1.3333 0.8563 

Source: Results from the survey of 200 farmer households in Ninh Thuan 

Table 1 shows that there is no increase in the total factor productivity at the after GAP 

adoption compared with beforeGAP adoption for both groups of households. In detail, analysis 

of VRS with a data envelopment shows that change in TFPCH of 0.9771 for group of farmer 

households adopting GAP demonstrated that TFP at afterGAP adoption reduced 2.29% in 

comparison with beforeGAP adoption, however, still less than the reduction of 14.24% in TFP 

for group of farmer households without GAP adoption.         

Table 2: Differences of 2 household groups in TFPCH by Malmquist index in 2016  

Not Indicator 
Difference 

Xi (GAP=1)  Xi (GAP=0) Sig. 

1 TFPCH 0,1195 ,000 

Source: Results from the survey of 200 farmer households in Ninh Thuan 

Comparison between the two groups shows that group with GAP adoption has higher 

TFPCH than group without GAP adoption with significant level 99% in analysis of VRS using a 

data envelopment of 11.95%. This indicates that GAP adoption have positive impact on 

improvement of TFP of famers investing in grape and apple cultivation in Ninh Thuan province.  
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Figure 1: Map of changes in TFP of household groups with  

and without GAP adoption in 2016 

Source: Results from the survey of 200 farmer households in Ninh Thuan 

The above map gives the same conclusion on differences between the two groups. The 

group with GAP adoption has more change in TFP at high TFPCH level and less change in TFP 

at low TFPCH level. 

3.2. Verification of Conformity of the Model 

Table 3: Verification of Explanations of the Model 

Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .819a .671 .658 .088348122491973 

a. Predictors: (Constant), GAP, LnExp, Infras, LnL, LnAcr, Know, LnPro, LnIvo  

Source: Results from the survey of 200 farmer households in Ninh Thuan 

Result of verification of conformity of the model showed adjusted R2 =0,658. This means 

65,8% of change in investment capital is explained by independent variables. 

Table 4: Verification of conformity of the model 

ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 3.047 8 .381 48.790 .000b 

Residual 1.491 191 .008   

Total 4.537 199    

a. Dependent Variable: TFPCH 

b. Predictors: (Constant), GAP, LnExp, Infras, LnL, LnAcr, Know, LnPro, LnIvo  

Source: Results from the survey of 200 farmer households in Ninh Thuan 
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Verification Tests of Model Coefficients Omnibus in table 2 result Sig. = 0.000 <0.01. So 

can reject the null hypothesis β1 = β2 = .... = β8. Thus, the 99% significance level can conclude 

regression model was fit. 

3.3. Impact of factors on decision to invest in developing agricultural production of 

farmers GAP 

Table 5: The models’ regression results 

Coefficientsa 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

T Sig. Collinearity Statistics 

B Std. Error Beta   Tolerance VIF 

1 (Constant) 1.577 .320  4.922 .000   

Infras .023 .008 .119 2.691 .008 .886 1.129 

Know .016 .007 .130 2.127 .035 .462 2.166 

LnExp .040 .012 .154 3.416 .001 .843 1.186 

LnL .255 .021 .553 12.203 .000 .838 1.193 

LnAcr .092 .012 .351 7.614 .000 .811 1.233 

LnPro .300 .038 .519 7.993 .000 .409 2.447 

LnIvo .341 .073 .312 4.641 .000 .379 2.635 

GAP .193 .026 .641 7.453 .000 .233 4.296 

a. Dependent Variable: TFPCH 

Source: Results from the survey of 200 farmer households in Ninh Thuan 

The regresion result showed 5 variables impact negatively on TFPCH with significance 

95%, in which number of household labour have strongest impact, total area of cultivation and 

lately investment capital. This indicated that increase in input resources have strong impacts on 

investment efficiency. Besides, average profit and experience of household head impact 

positively on investment efficiency with significance 99%. 

Especially, adoption of (or participation in) GAP has positively on efficiency of  farmer 

households’ investment in agricultural development. If other factors are constant, farmer 

households’ adoption of (or participation in) GAP will increase TFPCH 0,641 with significance 

99%. This result support to points of view of Hobbs (2003), Fan and Pardey (1997) and Fan et 

al. (2004). 

4. Conclusions 

Development of agricultural production with GAP is an objective trend of sustainable 

agriculture. The study basing on data of 200 farmer households cultivating grape and apple 

stated that adoption of GAP has positively impacted on TFPCH, and this result supports to 

points of view of Hobbs (2003), Fan and Pardey (1997) and Fan et al. (2004). However, 

increase in TFP (compared with TFP before adoption of GAP) is still under potential. The 
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reason for this may be application of GAP have not get results as expected. Thus, it is 

necessary to find out appropriate solutions to speed up agricultural production with GAP in 

terms of both quantity and quality. 

In our point of view, it is necessary to implement following solutions: (1) Planning and 

organizing areas of safety agricultural production that are appropriate to each local province. 

This will create conditions and orientations for famer household to invest in agricultural 

production with different GAP standards driven by market demands. (2) Enhancing knowledge 

and skills of GAP production for famer households. This help them understand efficiency of 

adoption of GAP and know how to invest in agricultural production with GAP standards. (3) 

Developing markets for agricultural products certified GAP standards. This is the crucial 

condition to ensure sustainability of adoption of investing in GAP of famer households. (4) 

Implementing linkages between 4 shareholders of farmers, firm state managers and scientists. In 

development of GAP agriculture, small famers could not do themselves separately. Positive 

participation of related shareholders is very important for development of GAP agriculture. 
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Abstract: Fixed assets play an integral role in helping companies to meet organizational 

aims including wealth maximization, meeting customers’ needs, etc, and they become especially 

important when firms have activities of manufacturing. In order to evaluate the efficiency of 

using fixed assets, the fixed asset turnover is often calculated. The goal of this study is to look at 

the influence of fixed asset turnover on firm profitability in Vietnamese food processing sector 

from 2013 to 2017. With the data collected from companies in this industry in Vietnam, we used 

regression analysis method to show the effect of this ratio on firm profitability. According to our 

research, there is a relationship between dependent variable (ROA, ROE) and the independent 

variable (fixed asset turnover). Although the link is positive, the result is not statistically 

significant. 

Keywords: food processing companies, fixed assets, profitability. 

 

1. Introduction 

Always does the profitability draw main attention from every manager, because it plays a 

vital position within the structure and development of firm. Consequently, it can measure the 

performance and success of a company. Based on improving the profitability, a firm can also 

enhance its reputation. Therefore, maximizing the profits of firm becomes one in all the most 

objectives of managers.  

There are many ways to achieve that purpose, but no leader can ignore the impacts of fixed 

assets, especially in companies producing directly. They understand that it is difficult for an 

organization to have sustain growth without some investment in fixed asset like land, building, 

plant and machinery, fixtures, fittings and motor vehicle. In other words, generating profits by 

pouring money in such assets can ensure long term profitability.   

Vietnam is an agricultural country, therefore, the food processing companies has a solid 

ground to develop. In order to reach success and become the backbone of Vietnamese economy, 
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their main objective is the maximization of profit which is able to cause the maximization of 

shareholders wealth, as a result, investing in fixed assets is necessary. Our study focuses on the 

impact of firm fixed asset turnover on their gain. Examining many relationships among the assets 

and sales asset utilization provide an overview about their capacity to create profit. Effective 

fixed asset utilization becomes especially helpful to companies considering a growth based on 

capital investment, when they realize that the production can be increased by improving 

efficiency of existing resources. The goal of our research is to ascertain the relationship between 

fixed asset turnover and profitability in Vietnamese food processing industry. 

The hypothesis that the fixed asset turnover does significantly impact on the level of profit 

of food processing sector in Vietnam. The H2 there is no significant relationship between fixed 

asset turnover and profitability.  

2. Literature review 

(Okwo, Vol 4, No.20, 2012), with the data collected from four companies in Nigerian 

brewery sector over eleven years period, authors completed a research named “Investment in 

fixed Asset and Firm Profitability”. They used regression statistical method to look at the 

relationship between level of investment in fixed assets and its impact on the operating profit 

reported by Nigerian brewery firms. Although the link is positive, the result is not statistically 

significant. Consequently, there is not a strong positive influence of investment in fixed assets on 

the operation profit. This finding is similar to previous researches which show that investment in 

noncurrent assets does not have any strong impact on the firm profitability. 

Athar Iqbal and Madhu Mati (2012) focused on “Relationship between Noncurrent Assets 

& Firms Profitability”. This study is done based on the scope of research relating to the firm’s 

profitability and the relationship with the noncurrent assets as managing working capital and 

capital expenditure efficiently affects the profitability of the firm. Authors used the data over ten 

years of non–financial firms listed at Karachi Stock Exchange (KSE) 100 index. Studied 

companies come from different sectors such as Cement, Manufacturing, Engineering, Chemical, 

Paper, Sugar, Textile, Transport, Tobacco, Vanaspati and Jute etc. Multiple regression analysis 

has servedin finding out the effects of non–current assets on profitability. It is concluded that 

there is a relationship between NonCurrent Asset and Firms Profitability. 

MuhammadNabeelUlfat, Mubashir Junaid and KhizarMunair (2015) studied “Impact of 

Fixed Asset on Firm Profitability”. With this study, authors tried to find out the influences of 

fixed asset on firm profitability in the textile, cement and sugar sector in Pakistan. The study 

uses the data collected from companies over fiveyear period from 2010 to 2014. Authors used 

regression analysis method to indicate the effects of fixed asset on firm profitability. According 

to the past researches, the investment on noncurrent asset does not have strong impact on 

corporation profitability. However, this research proves that there is a significant association 

between dependent variable (Net Profit) and the independent variables (fixed assets).  

(Eniola Victoria Oluwaremi and Dr.  Florence Memba, Vol II Issue IX, 2016). Authors 

conducted a research on “Relationship between asset management and financial performance of 
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listed manufacturing firms in Nigeria”. This study tries to indicate the relationship between asset 

management and the financial performance of listed manufacturing firms in Nigeria where the 

information in the Financial Statements from 2005 to 2014 of 74 companies were exploited for 

the research. The financial performance of listed manufacturing companies in Nigeria is 

evaluated based on the indicator of Return on Asset used as an indicator for the dependent 

variable of the study, while the indicators for the dependent variable (asset management) include 

fixed asset management, cash management, inventory management and accounts receivable 

management. The result shows that there was significant and positive relationship between asset 

management and the financial performance of studied companies. As a consequence, authors 

recommend that organizations should spend major attention on the management of its fixed 

assets especially consisting of high maintenance culture and good depreciation strategy in order 

to provide adequate funds for their replacement as and when necessary. In addition, their account 

receivable management should be well done, because it can help to maintain a good and suitable 

percentage of monies owed to the organization.  

Alexandra V. Lubyanaya ,Airat M. Izmailov , Ekaterina  Y.  NikulinaandVladislav A. 

Shaposhnikovb (2016) have a study named’ Evaluation of the Effect of NonCurrent Fixed 

Assets on Profitability and Asset Management Efficiency”.  Its aim is to investigate the 

association between noncurrent fixed assets and the profitability, the asset management 

efficiency. This study depends on combining the deductive approach with the quantitative 

analysis approach, leading to the results of the research: The differences in the measurement of 

accounting figures under International Financial Reporting Standards (IFRS) and Egyptian 

Accounting Standards (EAS) may directly influence the numerator of ratio calculations, their 

denominator, or both. In cases where the difference in measurement affects only the numerator 

or only the denominator, the impact of the modification is straightforward, that becomes easy to 

identify and to interpret. Identification and interpretation are less obvious when there are 

numerous diverging effects on ratios.  

Emekekwue (2005) outlined investment because the art of designing expenditures whose 

come back square measure expected to exceed one year. It involves a sacrifice of present 

consumption in exchange of future advantages. Since investment involves a sacrifice of gift 

condition, there's a part of risk that future outcome might not be completed. The efficiency in the 

use of noncurrent assets is measured with fixed   assets turnover magnitude relation.  

Pandey (1981) opined that the fixed assets turnover quantitative relation measures the 

efficiency with that a firm is utilizing its investment in fixed assets, like land, building, plant and 

machinery, furniture etc. It additionally indicates the adequacy of sale in respect to the 

investment in fixed assets.  

3. Research Methodology 

The research study is analytical in nature and involved testing of hypotheses quantitatively. 

The main content of this research approach is to find out a concise answer to the research 

questions through the collection and analysis of information of firms. The study is mainly based 

on secondary financial data including income statements, balance sheets, and cash flow 
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statements of listed sampled food processing firm for period of 2013 to 2017. This offered an 

improved understanding of the links existing among the variables. This section of the article 

discusses the corporations and variables enclosed within the study.  

3.1. Sample selection:  

The study uses financial data of 20 food processing listed corporations in Vietnam between 

2013 and 2017 as the sample, for instance, figures for Profit before tax, Net Book Value of Fixed 

Assets, Sales and others. Companies with missing data are excluded from the study.  

3.2. Measurement of Variables  

This study identifies key variables including dependent and independent variables that 

influence profitability of Vietnamese food processing sector. Fixed asset return is an independent 

variable, and we take Earning price per share ratio, Return on equity ratio and Return on assets 

as measures of profitability to represent dependent variables.   

Independent Variable:                                      

We take one variable as independent variable:  

Fixed assets turnover ratio (FAT):  The fixedasset turnover ratio measures a company's 

ability to generate net sales from fixed asset investments, specifically property, plant and 

equipment (PP&E)  net of depreciation. A high fixedasset turnover ratio shows that the 

company has been more effective in utilization the investment in fixed assets to generate 

sale/revenues.  

The fixedasset turnover ratio is calculated as:  

Fixedasset turnover = 
Net sales

 Average fixed assets  

Dependent Variables: 

We take three variables as dependent variables: 

 Return on assets (ROA)is the value of the  firm’s  annual net  income divided by the 

firm’s total assets in book value. This ratio measure for the operating efficiency for the company 

based on the firm’s generated profits from its total assets. 

ROA = 
Net profit after taxes

 Total assets   

 Return on equity (ROE) or return on capital is the ratio of net income of a business during 

a year to its stockholders' equity during that year. It is a measure of gain of stockholders' 

investments. It shows net income as percentage of shareholder equity. The formula to calculate 

return on equity is:  

ROE =  
Net profit after taxes

 Total shareholders' equity  
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The portion of a company's profit allocated to each outstanding share of common stock. 

Earnings per share serve as an indicator of a company's profitability. Calculated as: 

 Earnings per share are generally considered to be the single most important variable in 

determining a share's price. It is also a major component used to calculate the pricetoearnings 

valuation ratio.  

EPS = 
Net Income  Dividends on Preferred Stock

 Average Outstanding Shares   

Hypothesis development:  

In the light of the above discussion, the present study expects relationship between fixed 

assets and profitability. The main hypotheses to be tested in this study are as follows:   

H1: Fixedasset turnover has an association with Return on Equity 

H2: Fixedasset turnover has an association with Return on Assets 

H3: Fixedasset turnover has an association with Earning Per Share 

3.3. Research model: 

 

ROA = β0 + β1FAT+ ε  

ROE = β0 + β1FAT+ ε  

EPS = β0 + β1FAT+ ε  

ROE = Return on Equity  

ROA = Return on Assets  

Fixed assets 

FixedAsset Turnover 

Profitability 

Return OnEquity 

Return On Asset 

Earning Per Share 
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TA = FixedAsset Turnover 

α = Constant Term  

β = Coefficient Term 

ε = Error term 

4. Results and Discussion 

4.1. Descriptive statistics 

The table 1 shows the mean value of the variable return on asset is around 5 percent and 

return on equity is around 7.2 percent with standard deviation of 0.098 and 0.356 respectively; 

the mean value for fixed asset turnover of all the companies together is about 8.71.  

Table 1: Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

FAT 100 2.20 29.78 8.7171 5.22294 

ROA 100 .19 .79 .0508 .09850 

ROE 100 1.29 .65 .0726 .21417 

EPS 100 9581.00 11497.00 1999.8400 2796.43898 

Valid N (listwise) 100     

4.2. Correlation between fixed asset tturnover and profitability ratios 

The Sig.(2tailed) value tells if there is a statistically significant correlation between two 

variables. In comparing fixed assets from firm’s profitability, research compares fixed assets 

turnover as a fixed assets ratio, earning per share (EPS), returns on assets (ROA), returns on 

equity (ROE) as firm’s profitability, as whole all four; fixed assets turnover, ROA, ROE and 

EPS are profitability ratios. As can be seen from the table 2, the sig.(2tailed) value between 

FAT and ROA is .034, and the value between FAT and ROE is .038. Meanwhile, the value 

between FAT and EPS is .102. That result means that there is the statistically significant 

correlation between FAT and ROA, FAT and ROE. By contrast, there is no statistically 

significant correlation between FAT and EPS. 

In addition, Correlation Matrix is used to find the relationship between different variables. 

The correlation matrix table below shows that there is a positive relationship between fixed asset 

turnover and ROA, ROE (r = .212*, r =.208*) at 0.05 significant levels 
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Table 2: Correlations 

 FAT ROA ROE EPS 

FAT 

Pearson Correlation 1 .212* .208* .165 

Sig. (2tailed)  .034 .038 .102 

N 100 100 100 100 

ROA 

Pearson Correlation .212* 1 .485** .590** 

Sig. (2tailed) .034  .000 .000 

N 100 100 100 100 

ROE 

Pearson Correlation .208* .485** 1 .709** 

Sig. (2tailed) .038 .000  .000 

N 100 100 100 100 

EPS 

Pearson Correlation .165 .590** .709** 1 

Sig. (2tailed) .102 .000 .000  

N 100 100 100 100 

*. Correlation is significant at the 0.05 level (2tailed). 

**. Correlation is significant at the 0.01 level (2tailed). 

4.3. Regression analysis 

4.3.1. Regression analysis between ROE and FAT 

Table 3: Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .212a .045 .035 .09676 

Predictors: (Constant), FAT 

Rsquare is a statistical measure of how close data are to the fitted regression line. It is also 

a square of coefficient of correlation. If it is equal to zero it means that there is no link between 

the dependent and independent variables. If it is equal to one it means that strong relation 

between these variables. In this data, the value of RSquare is .045, in other words, during the 

study period,only 4.5% variations in dependent variable ROA is explained by independent 

variable FAT to our model. During the study period, the association between these variables of 

Vietnam’s food processing companies is not strong. 

Table 4: ANOVAa 

Model Sum of Squares Df Mean Square F Sig. 

1 

Regression .043 1 .043 4.599 .034b 

Residual .917 98 .009   

Total .960 99    

a. Dependent Variable: ROA 

b. Predictors: (Constant), FAT 
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From the table; the Ftest is statistically insignificant; model shows the significant value 

0.034 which means that the model is statistically insignificant. It seems that the fixed assets 

turnover has an impact on ROA. The Rsquared is 0.045 means that approximately 4.5% of the 

variance of Predictors is accounted for by the model. 

For finding the nature of relation between fixed asset turnover and return on asset, we 

studied the Regression Coefficients.  

Table 5: Coefficientsa 

Model 
Unstandardized Coefficients Standardized Coefficients 

T Sig. 
B Std. Error Beta 

1 
(Constant) .016 .019  .845 .400 

FAT .004 .002 .212 2.144 .034 

a. Dependent Variable: ROA 

The above results can be expressed as follows: 

 ROA = 0.016 + 0.004 FAT + ε     

Fixed asset is use as model constant and it has been found that ROA is showing 3.4% 

positive correlation, it means that there will be an association between greater use of fixed asset 

turnover and higher return on asset. 

Table 6: Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .208a .043 .034 .21055 

a. Predictors: (Constant), FAT 

In this data, the value of RSquare is .043, in other word, only 4.3% variations in 

dependent variable ROE is explained by independent variable FAT to our model, which shows 

that there is weak link between fixed asset turnover and ROE of Vietnam’s food processing 

companies during the study period 

Table 7: ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 

Regression .196 1 .196 4.432 .038b 

Residual 4.345 98 .044   

Total 4.541 99    

a. Dependent Variable: ROE 

b. Predictors: (Constant), FAT 
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From the table; the Ftest is statistically insignificant; model shows the significant value 

0.038 which means that the model is statistically insignificant. It seems that the fixed assets 

turnover has an impact on ROE. The Rsquared is 0.043 means that approximately 4.3% of the 

variance of Predictors is accounted for by the model. 

Table 8: Coefficientsa 

Model Unstandardized Coefficients Standardized Coefficients t Sig. 

B Std. Error Beta 

1 
(Constant) .002 .041  .042 .967 

FAT .009 .004 .208 2.105 .038 

a. Dependent Variable: ROE 

The above results can be expressed as follows: 

ROE = 0.002 + 0.009 FAT + ε     

Fixed asset is use as model constant and it has been found that ROE is showing 3.8% 

positive correlation, it means that there will be an association between greater use of fixed asset 

turnover and higher return on equity. 

5. Conclusion   

This paper studied the impact of fixed asset turnover on profitability in twenty Vietnam’s 

food processing companies in the period of 2013 to 2017. Results showed that there is positive 

relationship between return on equity and fixed asset turnover and 4.3 percent variation of ROE 

explained by FAT. In addition, fixed asset turnover also positive impact on Return on asset and 

4.8 percent explained by FAT.  Moreover, there is no association between fixed asset turnover 

and earning per share. Based on the results, we can see that thank to improve fixed asset 

turnover, enterprises will increase their profitability. Therefore, the food processing companies 

should pay more attention on estimating and evaluating the fixed asset management of the 

business to improve their profitability.  
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Abstract: Agricultural cooperatives (AC) play a significant role in linkages of small 

farmers to set up large paddy fields in the Mekong Delta. AC’s association for construction of the 

large paddy fields allows firms to purchase secured raw materials in mass quantities, ensuring 

quality while reducing related costs. Farmers are able to cut down the cost of production, sell 

products more effectively by gaining economy of scale and have higher position and influence 

over the businesses. In order to enhance the role of agricultural cooperatives in linkage of small 

farmers to establish large paddy fields (LPF) in the Mekong Delta, it is necessary to 

synchronously implement the following solutions: (i) Improving mechanisms and policies for AC 

to promote their role in farmer linkage to set up LPF; (ii) Strengthening the capacity of the 

cooperative management staff; iii) Strengthening the role of the AC representing member farmer 

households in carrying out the association with enterprises in construction of LPF. 

Keywords: Role of agricultural cooperatives, association, large paddy field, Mekong Delta 

 

1. Introduction 

With the nature of collective economic organizations,  agricultural cooperatives (AC) can 

improve the minor as well as scattered producting condition, and facilitate the development of 

largescale agricultural production (Do, 2012, Vu, 2013). Various researches nationally and 

internationally (Motamed, 2010, ILO, 2009, Tang, 2012, Tran, 2012, Hoang, 2016), indicated 

that the association of farmers through ACs to set up large paddy fields (LPF)  will provide all 

stakeholders with a great source of benefits: businesses can secure their purchase of mass 

quantity of raw materials, assure quality and reduce costs. As for the farmers, they can reduce the 

production cost, sell goods more effectively and gain influences and positions over the 

businesses. The AC produce on large scale, work efficiently under the condition where land 

documentation belongs to the longterm use of the member households. 

The Mekong Delta (MD) is the largest riceproducing region in the country. However, 

the small scale of production leads to poor competitive ability in the international market, 

especially in terms of selling prices. One of the main causes is the lack of agricultural 

cooperatives’ role, so rice farmers still mostly produce and sell their products to traders, 

triggering the high risks in production, consumption and income earning. Therefore, 

enhancing the role of agricultural cooperatives in farmer linkage for seting up concentrated 
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commodity production areas such as LPF is an urgent requirement regarding rice production 

in the Mekong Delta nowadays. 

This research aims to (i) assess the actual status of the AC role in linking farmers to set up 

LPF for rice production in the Mekong Delta; (ii) identify the economic benefits of agricultural 

cooperatives, farmers and enterprises in linkage to set up LPF of rice production; (iii) Analyze 

the advantages, disadvantages and factors affecting the role of ACs in the linkage to set up LPF 

of rice production in the Mekong Delta. (iv) Propose a number of suitable solutions to enhance 

the role of ACs in farmer association to establish more large rice production fields in the 

Mekong Delta in the upcoming period. 

2. Data and Methodology 

The study was conducted in four Mekong Delta provinces including An Giang, Hau Giang, 

Dong Thap and Bac Lieu, in which: i) 03 provinces of Hau Giang, An Giang, Dong Thap represent 

the Western subregion of the Mekong Delta. This is the key rice production area of the Mekong 

Delta, producing 23 rice crops per year. These provinces have many models associating rice 

production with consumption and construction of LPF; and there are many agricultural 

cooperatives, cooperative groups, and farmer households participating the association for 

implementing LPF; ii) Bac Lieu province represents the coastal eastern subregion of the Mekong 

Delta, which produces two rice crops per year or riceshrimp intercropping. 

The research was carried out in 2017, based on the survey results of 50 agricultural 

cooperatives, 20 cooperative farmer groups (CG); 13 enterprises consuming rice; 139 rice

growing farmer households. The survey was conducted using questionnaire method. In addition, 

the study also conducted interviews with experts who are state management officers on AC in 4 

surveyed provinces. 

To analyze and clarify the role of ACs in farmer linkage to create LPF for rice production in 

the Mekong Delta, the study had compared the four following association models: i) Model 1 

(M1): cooperatives link farmers to establish LPF. This was the main research subject; ii) Model 2 

(M2): cooperatives link farmers but not establish LPF (in reality, there are numerous cooperatives 

only do linkage of farmers, but do not build LPF); iii) Model 3 (M3): Farmer groups (FG) do 

association to build LPF; iv) Model 4 (M4): Enterprises contracted directly with individual farmers 

(free rice producers and sellers, not being members of any cooperatives or FG). 

The comparison between the models were to consider whether the differences between 

Model 1 and the remaining models are existent. In order to achieve this objective, the study used 

a statistical testing method to directly compare between Model 1 and the other models 

respectively (comparing the average of two independent groups) with 95% confidence. 

3. Results and Discussions 

3.1. The role of agricultural cooperatives in farmer linkgage to set up LPF of rice 

production in Mekong Delta 

a) Promoting the accumulation and concentration of agricultural lands, forming the large-

scale production areas 
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Agricultural cooperatives implementing farmer association to construct LPF will promote 

the accumulation and concenstration of agricultural lands, which allow the formation of large

scale production regions to be easier than other kinds of linkages. So as to establish the large rice 

production areas (LPF), the agricultural cooperatives in the Mekong Delta come in two forms: i) 

Cooperatives that rent the fields from the farmer households, then organize the production of the 

same seed types, following the unified technical process as required by the enterprises that AC 

has signed contract with. Typically, this is the case of Duc Hue Cooperative in Dong Thap 

province. ii) Cooperatives that identify 12 types of rice varieties as required by the enterprise, 

then encourage the member households in the same field to produce those determined 12 variety 

types. After which, the cooperatives develop seasonal plans and guide farmers to apply the same 

technical processes (TP) of cultivation. This is another common practice of agricultural 

cooperatives in the Mekong Delta. 

b) Organizing the collective activities to produce a mass volume of products, with equally 

assured quality and reduce production costs 

Research results shown that agricultural cooperatives have diverse advantages when 

participating in the association to establish LPF. The role of agricultural cooperatives is 

demonstrated effectively in these stages: organizing farmers to coordinatedly sow 12 rice 

varieties in the crop on the LPF; organizing farmers to sow the same crop as planned; arranging 

farmers to harvest in the same period as planned. However, in the case of applying the general 

production TP; implementing the general cultivation practices on the use of fertilizers and 

chemicals; and applying synchonizedly several steps in rice production, the role of cooperatives 

is fainter. The reason is that many associated contracting businesses do not obligate the 

households to apply the same technical process, while on the other hand, farmers would not 

change their rice cultivation habits when required by enterprises and when the application of TP 

does not help increase profitability. 

For the farmers to apply the uniformed farming practices, cooperatives often apply the 

following measures: i) Inform member households of the requirements of the associated 

enterprise. Accordingly, if the households agree to sign the contract with the enterprise, and the 

enterprise supports in advance the input materials, the households must follow the general 

farming practices as instructed by the enterprise; ii) Cooperatives promote and encourage people 

to implement; iii) Cooperative invite members to attend the meeting to learn of the businesses’ 

requirements. Furthermore, cooperatives apply a number of other measures such as: requiring the 

implementation before offering small grants; notifying member households about the obligations 

of government agencies (agricultural encouragement, plant protection); delegating 

representatives to each households to persuade. Besides the imposition of requirements for 

farmers to apply the general cultivation practices as mentioned, the AC also provide services for 

rice production for farmers participating in the LPF like pumping, watering; land preparation, 

leveling the field; sowing seeds; disease surveillance and offering guidance on rice pest control; 

rice cutting and transportation services. 
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(Unit: % ACs with services provided; N=25) 

Figure 1: Services the ACs provide farmers in construction of LPF 

Source: Survey results, 2017 

c) Agricultural cooperatives are the main intermediary factor, playing the role of linking 

and promoting vertical linkages with businesses 

There are 03 types of ACs in farmer association to build LPF: i) Cooperatives only playing 

as an intermediary connection between farmer households and businesses (the intermediary 

receives commissions from businesses): accounted for 48% of total surveyed cooperatives; ii) 

Cooperatives making contracts for full purchase with farmers and businesses: took up to 6% of 

surveyed cooperatives; iii) Cooperatives representing members to negotiate and sign contracts 

for production and consumption of rice with businesses (concentrated consumption through 

cooperatives): 46% of surveyed cooperatives. 

d) The role of agricultural cooperatives in coordinating and supervising the 

implementation of contracts with enterprises to consume rice. 

Agricultural cooperatives also play an extremly significant role in signing and 

implementing contracts with enterprises, which were indicated through: representing the member 

households to negotiate and sign contracts for production and consumption of rice with 

enterprises; representing member households to negotiate the price of rice with the enterprises 

before the harvest time; receiving the advance investments from enterprises, regranting to 

member households, and recovering debts from member households to repay the enterprises; 



1630 

representing member households to receive payment for the rice sales from businesses and return 

that to the farmers. 

e) Agricultural cooperatives serve as a focal point for enterprises to invest in agriculture 

When ACs associating farmers to establish LPF, businsses have many advantages such as: 

i) Not having to sign contracts with each farmer household, thereby reducing the associated 

costs; ii) Being able to build a stable material area, offering businesses the controls and 

improvements of product quality, so that purchasing materials becomes easy and convenient; iii) 

Reducing losses in recovering of advance investment debt; Restricting contract breaches by 

farmers who do not comply with commitments. 

f) Agricultural cooperatives in farmer association to set up LPF for rice production offer 

benefits to both the rice farmers and cooperatives 

- Benefits for rice farmers: 

+) Increase farm productivity: Joining the association to set up LPF, most of the 

households believe that rice productivity is higher than before; in which, the Model 1: AC 

associated to construct LPF (M1) shown that 79.6% of the surveyed households reported a 

higher productivity of rice than that of prior to the association. The increase in such productivity 

was by 50 kg / ha averagely. The main reasons for increasing rice yield is mainly due to three 

factors: i) the changes in rice varieties (mainly from normal rice varieties to high quality rice 

varieties with quality certifications); ii) the application of new cultivating technical processes; 

iii) the instruction for rice cultivation techniques. In addition, the productivity of rice increased 

was also thanks to the cooperatives‘ provision with more efficient irrigation, drainage, spraying, 

and many other farming services. On the other hand, the increasing investment in fertilizer and 

pesticide is not the main reason for the growing rice yield. 

+) Increase in rice selling price: By switching to quality rice variety, changing the 

production technical processes when joining the contract of association to establish LPF, most 

farmers revealed that the price of rice had risen by a higher proportion than when they were not 

involved in the association to build LPF. Specifically, statistical testing for the differences 

between groups of AC working in the association to set up LPF (M1) with the other 03 

association models resulted in the Pvalue < 0.05. Accordingly, cooperatives participating in LPF 

establishing association were proved to increase the rice prices for farmers the most. 

The average rise in price level of fresh rice was 385 VND / kg, of which the highest 

increase of 427 VND / kg was in the form of agricultural cooperatives joining the LPF 

establishment (M1). Such increase was primarily due to the fact that farmer members of AC 

were supplied with certified seed varieties by the cooperatives and were instructed in technical 

processes. Thus, the quality of rice was better, more stable and uniformed, which allowed the 

selling price to grow more than that of nonassociation for construction of LPF. 
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Table 1: Changes in fresh paddy price of farmer households taking part in LPF association 

Changes 

AC in 
association 

(M1) 

AC in non-
association 

(M2) 

CG in 
association 

(M3) 

Businesses 
directly 

associate with 
farmers 

(M4) 

Overall 

n=49 n=47 n=24 n=19 n=139 

% of households reporting a higher 
price level of fresh paddy 

87,5 
77,8 

0.021 

95,7 

0.028 

78,9 

0.037 
84,4 

Average rise in price level of fresh 
paddy (VND / year) 

427 
353 

0.023 

368 

0.031 

369 

0.047 
385 

Source: Survey Results, 2017 

* Note: Values placed in  is the P-value of the coresponding statistical test between M1 

and each remaining Model. 

+) Reduce the cost of rice production: Not only increase the productivity along with the 

selling price, agricultural cooperatives that joined the association to set up LPF also offer 

reduction in costs of producing rice. According to the survey, 47.1% of households concluded 

that the association helped cut down production costs, in which the percentage of farmer 

households who are members of cooperatives in the LPFestablishing association (M1) took 

account for the most (61.2% of the concluded households). The cutback in the cost of rice 

production was about 1.87 million VND/ha. Nevertheless, the findings of statistical tests of the 

comparison between the model of cooperatives joined in the association to construct LPF (M1) 

and the model of enterprise directly associated with each farmer household (M4) returned the P

value = 0.154 (>5%), meaning: the reduction in rice production costs between the two models 

was not significantly different. The eplanation could be that, in Model 4, rice farmers had to pay 

extra costs for seeds, fertilizers and pesticides. This was reflected in the case of Loc Troi Group 

where the farmers directly linked to it revealed that they had to buy seeds, fertilizers and 

pesticides supplied by the Group at a higher price than by other suppliers. 

Table 2: Changes in rice production costs of households after joining the LPFestablishing 

association 

Changes 

AC in 
association 

(M1) 

AC in non-
association 

(M2) 

FG in 
association 

(M3) 

Businesses directly 
associate with 

farmers 

(M4) 

Overall 

n=49 n=47 n=24 n=19 n=139 

% of households reporting a lower cost of 
rice production 61,2 

48,9 

0.022 

17,4 

0.001 

42,1 

0.154 
47,1 

Average decline in cost of producing rice 
(VND / year) 

1.867 
1.742 

0.074 

1.667 

0.076 

2.444 

0.246 
1.895 

Source: Survey Results, 2017 

 * Note: Values placed in  is the P-value of the coresponding statistical test between M1 

and each remaining Model. 
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Participating in the association to set up LPF, farmers were guided and applied uniformly 

practices of cultivation on the LPF namely 1M5Rs1 and 3Rs3Is2, therefore cut down the 

amount of seed used, fertilizers and pesticides, which reduced service costs (soil preparation, 

pesticide spraying, irrigation, etc.). More specfically: i) Reducing seedling costs: In Model 1, 

85.1% of households determined that seedling costs decreased. The answer for this was because 

of the cutback of seed amount used, thanks to the training to apply sustainable cultivation 

process provided when participating the LPFestablishing association (1M5Rs and 3Rs3Is). In 

addition to less seed used, seed price also dropped, but it mainly happened in the 02 models with 

AC (M1 and M2). The explanation was, many cooperatives have organized seed production to 

sell to members; or cooperatives proceed to buy the seeds in bundle for the member households 

of the LPF association, so the price of seeds was less than when each household buy them 

individually from material agents; ii) Reducing costs of fertilizer and pesticides: As a result of 

the general technical process guidelines offered when attending the LPF association, farmers had 

considerablely reduced the costs for fertilizer and pesticide uses. The aforementioned reduction 

was mostly due to the fertilizer and pesticides usage cutback. Among the models with the 

participation of AC, the percentage of farmers in the model of AC associated with LPF set up 

(M1) noted that the largest reduction in fertilizer and pesticide inputs were after participating in 

LPF association. The reason was that besides the training of farmers applying sustainable 

cultivation techniques (1M5Rs and 3Rs3Is), the cooperatives and the associated businesses also 

sent technicians to guide and monitor the use of pesticides of households on regular basis; iii) 

Reducing other costs: Thanks to the guidance of technical cultivation process, households were 

also able to reduce other costs such as: rice production services (e.g: reduce the amount of 

pesticide sprays, thus cut down the rental or days for spraying); transportation costs from farm 

and warehouse of firms (supported by firms). 

+) Increase profitability of rice production: Increased productivity, increased selling prices 

and reduction of production costs gave rise to the profitability of rice farmers. The survey results 

show that among the four LPF associated models, the form of business directly contracting with 

individual farmer households (M4) helped increase the profit of farmers the most, by 7 million 

VND/ha more compared to nonassociated ones. However, because enterprises signed directly 

with each household, the enterprises paid more cost and effort than when signing it through 

agricultural cooperatives. Moreover, in the form of enterprises in Model 4, there was no 

centralized establishment of LPF, as in the same field, the enterprise only signed with a number 

of households. The remaining households, who did not sign contract with that enterprise, 

employed different seed varieties and cultivation techniques. 

The model of AC in association with LPF establishment (M1) facilitated the profit of rice 

farmers by 6.1 million VND/ha, ranking second in 04 linkage models; The model of AC in non

association to set up LPF (M2) had the profit of farmers increased by only 3.5 million VND/ha; 

                                                 
11M means Must use certified seeds; 5Rs mean Reduction in quantity of seeds, nitrogen fertiliser, chemical 

drugs of plant protection. water used and after-harvesting loss)  
2 3Rs mean Reduction in quantity of seeds, nitrogen fertiliser and chemical drugs of plant protetion; 3Is 

mean Increase in rice produtivity, quality and economic eficiency. 



1633 

and the CG model (M3), the profitability of farmers increased by over 5 million VND/ha. To 

conclude, Model 1 with AC associated with LPF setup helps to form centralized production of 

commodity and centralized material areas for enterprises; while increases the profitability of rice 

farming for farmers. 

Table 3: Comparing the rice production efficiency of households when attending  

association for LPF setup 

Index 

AC in association 
to set up LPF 

(M1) 

AC in association 
but not set up LPF 

(M2) 

FG in association 

to set up LPF 

(M3) 

Businesses 
directly associate 

with farmers 

(M4) 

N=49 N=47 N=24 N=19 

Before After Before After Before After Before After 

Crop yields (ton per ha) 

6,5 

(0.73) 

6,9 

(0.72) 

6,5 

(0.84) 

6,7 

(1.06) 

6,7 

(0.90) 

7,1 

(1.04) 

6,7 

(1.29) 

7,5 

(1.78) 

0.000 0.000 0.000 0.031 

Price of fresh paddy in the 
field (1.000 VND/kg) 

5,3 

(0.50) 

5,7 

(0.60) 

5,2 

(0.30) 

5,5 

(0.40) 

5,1 

(0.30) 

5,5 

(0.40) 

5,2 

(0.30) 

5,5 

(0.20) 

0.000 0.000 0.000 0.000 

Total value of rice production 
(million VND/ha) 

34,4 39,4 33,9 37,1 34,1 38,9 34,7 41,3 

0.000 0.000 0.000 0.012 

Total cost of rice production 
(million VND/ha) 

19,8 18,7 19,3 19,0 18,9 18,7 19,1 18,0 

0.501 0.267 0.909 0.585 

Profit of rice production 
(million VND/ha) 

14,6 20,7 14,6 18,1 15,2 20,2 15,6 23,3 

0.000 0.000 0.001 0.069 

Source: Survey Results, 2017 

* Note: - Values in () represent standard deviation. 

- Values in  represent the P-value of the comparison tests for the pair of before and after 

participating in the LPF-establishing association in the corresponding model. 

+) Farmers receive the supports from businesses: Participating in the association to build 

LPF, in addition to the benefits as described above, farmer members were also offered numerous 

other perks, namely: the rice sales becoming more stable thanks to the association contracts, 

being provided by enterprises with advance assistances in cash and input materials, being 

supplied with input materials by the AC conveniently and at reasonable prices, securing quality, 

being guided with rice cultivation techniques and supported to prevent diseases, ... 

In the association to establish LPF, the supports of enterprises are crucial to both the 

people and the cooperatives. The survey indicated that, when participating in the association to 

construct LPF, rice farmers are supported with advance investments (cash or inputs) which could 

be repaid using deferred payment method at the end of the crop, when selling rice and the 

businesses charge no interest. Furthermore, a number of businesses allow the households to 
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reserve rice in storage within a month if the household does not want to sell rice immediately 

after harvesting but want to wait for rice prices to increase. However, very few firms such as Loc 

Troi Group have sufficient warehouse facilities to offer this support. In addition, some 

businesses even assist in covering the cost of rice drying and/or the cost of transporting rice from 

the field to their own warehouses. When the contract is signed, the company requires the 

cooperative to organize the transport of rice from the field to the company’s warehouse, then it 

will refund the shipping costs. 

The level of support of enterprises for the households taking part in the association to set 

up LPF is relatively high. On average, enterprises provide cash advances or input materials to 

farmers with 9 million VND/ha worth. This support level accounts for 40.8% of the total cost of 

rice production. This suggests that in order to encourage enterprises to join the association to 

build LPF, the State policies should impose favorable conditions for enterprises to request loans 

to support the LPFestablishing association. 

In order to implement the association to construct LPF, besides providing cash advances 

and inputs for rice production and other supports to farmers, businesses could also purchases rice 

from farmers with a higher price than of the market during the same period. Thereby: 

i) In the model of AC participating the LPF setup association (M1), 54.2% of the 

cooperatives reported that businesses had bought fresh rice at higher prices; 45.8% of the 

cooperatives supposed that businesses had bought fresh rice at the price as the market’s; And no 

cooperative answered that businesses had paid below the market price. Meanwhile, in the model 

of AC not participating in any form of LPF setup association (M2), only 39.2% of cooperatives 

responded that enterprises had purchased rice at a higher price; 56.5% of cooperatives said that 

enterprises had purchased rice at the same price level as the market price; 4.3% reported that 

they had paid lower price than the market price. For the FG model (M3), no cooperative group 

said that the enterprises used a price higher than of the market; 70% of surveyed respondents 

answered that enterprises had accepted an equal price to the market’s; even 30% CG thought that 

businesses had purchased at a lower price than the market’s. 

ii) The price of fresh rice was higher in the Model 1 (by 471 VND/kg), which exceed the 

price level in Model 2 (with the price of 300 VND/kg above average). According to the AC and 

CG, the higher price level that enterprises purchased is mainly thanks to the AC and FG having 

organized the production of high quality rice on LPF as required by the purchasing enterprices. 

Therefore, AC in association to establish LPF help the selling price of rice become more 

profitable than that of other models. 

- The benefits of agricultural cooperatives joining in the association to set up LPF: 

The research findings shown that the AC in association to build the LPF (M1) offered 

more benefits than the cooperatives in no association (M2) and FG model (M3). The benefits of 

the cooperatives include: i) Helping to enhance the role of cooperatives in service of members; 

ii) Enabling cooperatives to effectively organize crop production and harvesting; iii) Help 

improve cooperative capacity; iv) Make cooperatives easier to monitor and prevent diseases in 



1635 

crops; v) Helping cooperatives find and make contracts to associate rice consumption with 

enterprises easily; vi) Allowing cooperatives to make less effort in providing rice production 

services to for members; vii) Creating advantages for investment in production infrastructure: 

irrigation, intrafield traffic, warehouses; viii) Helping the cooperative to expand business 

activities to serve members. 

In addition, thanks to association to set up LPF, the cooperatives also earn more from 

associate services, organizing the implementation of LPF with businesses. When linkage of 

famers to establish LPF, cooperatives are paid by the firms with a given amount of fee per 

kilogram of rice, which the firms buy via the cooperatives under the contract. This amount is 

agreed and signed by both the businesses and cooperatives, which is noted in the contract. 

According to the survey, in the AC joining LPF setup association model (M1), the firms paid 

this fee on an average of 52 VND/kg of fresh rice purchased via AC. As for the cooperatives 

not in association to establish LPF (M2) and famer groups (M3), businesses paid at lower 

level, being 20 VND/kg and 13 VND/kg respectively. The reason was that in order to carry 

out the association as required by the firms, the AC would have to take a lot of effort in 

organizing, monitoring and supervising the uniformed farming practices of farmer 

households. Moreover, if the AC or FG receive input supplies for the farmers (materials 

supported by the enterprise), AC or FG are simultaneously assisted with a percentage (%) of 

commission to deliver the supplies to them (calculated in % of cash value of supplies). This 

commission rate is about 58%.  

3.2. Advantages and difficulties of agricultural cooperatives in associating farmers to 

establish LPF in the Mekong Delta 

 The advantages of agricultural cooperatives in associating farmers to construct LPF 

include: i) Local authorities do planning for LPF; ii) Improve infrastructures of the LPF setup 

associated area. iii) Positive supports from local authorities: assist in finding and connecting with 

rice purchasing enterprises; Influence & encourage farmer households to join in the link to set up 

LPF; Handle possible disputes; iv) Require less effort to encourage households to apply the 

uniformed technical process and switch rice varieties as requested by enterprises; v) Associated 

enterprises collect and purchase rice in a stable and timely manner. 

 The difficulties that agricultural cooperatives may encounter in associating farmers to 

establish LPF are: i) The uniformed technical process of rice cultivation is too complicated that it 

can be difficult to alter the original farming habits of the farmer households; ii) Enterprises sign 

association contract but do not purchase at a higher price than the free market; iii) Farmer do not 

comply with the contract signed with the enterprises. This is a major obstacle for cooperatives as 

well as enterprises when signing association contracts to build LPF; iv) Enterprises do not make 

advance investment (cash, materials) in the form of deferred payment; Enterprises do not buy 

rice in time according to the notified schedule; Enterprises require the transportation of rice to 

the enterprise's warehouse but the cooperatives could not organize the rice transportation service; 

v) AC could not encourage households to apply uniformed technical process or switch rice 

varieties; and AC are incapable to organize rice production services for member households; vi) 
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Other difficulties: no support policy from the State when AC attending the association to set up 

LPF; Poor quality infrastructure (canals, dikes, traffic) does not form the associate area. 

3.3. Factors influencing the role of AC in associating farmwrs to establish LPF for rice 

production in the Mekong Delta 

a) Internal factors of agricultural cooperatives: 

- AC management: The more management contents AC have, the bigger the role of AC in 

association to set up LPF. Specifically, AC has built up internal regulations such as financial 

management regulations, administrative regulations, etc with specific tasks assigned to each 

department, each member in the board of directors (BOD). Annually, AC develop feasible 

production plans and strategy. Periodically, AC make reports on business results, financial 

statements and tax reports to send to management agencies and announce to the members' 

congresses publicly and transparently. This indicates that the state policies needs to support the 

training of AC administrative staff on management skills; Assist AC to lend capital to expand 

production and business. 

- Qualification, capacity of the AC’s Chairman of the BOD: The capability of the 

Chairman of the BOD influences the role of AC in the implementation of LPFestablishing 

association. The capability of the Chairman is demonstrated by the capacity and experience in 

cooperative management, as well as the trust of the member households. In reality, many AC 

have their Chairman and Directors inadequate of professional qualifications (such as Tan Cuong 

Cooperative, the Chairman and also Director of the cooperative is 64 years old, 10/10 in 

educational level and lack of professional training). However, if they are enthusiastic, prestigious 

to members, experienced in managing and operating cooperatives, those AC are still able to 

develop significantly and provide numerous high quality services for the members. 

- Capital of cooperatives: Cooperatives' capital significantly affects the role of 

cooperatives in the implementation of LPF setup association. Cooperatives possessing a large 

amount of capital mean that they can mobilize capital from their members; or cooperatives can 

borrow from credit institutions. In other words, AC must build a feasible plans and business 

projects so as to be approved by credit institutions. If a cooperative has abundant capital, it also 

means that the cooperative has a large business scale, thus is able to support members more 

efficiently. This implied that State policies need to assist cooperatives to get loans, encourage 

members to contribute capital to cooperatives to develop business & production. 

- Assets of cooperatives: If cooperatives possess many assets and equipment to serve their 

members, cooperatives have major roles in the implementation of LPF set up association. 

Therefore, it is necessary to assist the cooperative in borrowing capital, investing in machinery 

and equipment to offer production services for affiliated farmer households such as soil tillers, 

rice cutters, transportation means; warehouse, rice drying system. Typically, Tan Cuong 

cooperative, thanks to the World Bank project: cooperative headquarters, warehouse, drying 

system, preservation and processing of rice, can organize postharvest services for households 

easier. In another case, Duc Hue Cooperative encouraged members to contribute capital to 
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purchase equipment and machinery for rice production: soil tillers, row machines, combined 

harvesting barges, rice transport. 

- Benefits of farmer households in association: The more benefits the farmers gain when 

participating LPF set up association, the more major the role of cooperatives. This shows that the 

benefits of farmer households influence the role of cooperatives in LPF set up association for 

rice production. 

b) External factors of the agricultural cooperatives: 

- Supports from associated enterprises: The level of advance supports from enterprises to 

farmers and cooperatives (cash, materials) has a positive impact on the role of cooperatives. The 

more supports a company provide in advance, the more commitment it shows to the contract, and 

at the same time, expresses its high requirements for the LPF setup association conditions (seed 

varieties, production processes, seasonal production and harvesting). Consequently, the role and 

responsibility of the cooperatives in the association have to meet higher requirements to 

implement the association contract with the businesses, in the setting LPF. Overall, in order to 

promote the role of cooperatives in the association for LPF, the State policies should not only 

support cooperatives and farmer households, but also support enterprises to borrow preference 

loans for investment in the association to set up LPF. 

- The State’s supporting policies: the State’s supporting policies affect the role of 

agricultural cooperatives. The fact that many agricultural cooperatives are operating effectively, 

associating to set up LPF efficiently was thanks to the supports from state policies. For example, 

Tan Cuong Cooperative was provided cooperative headquarters, warehouse, drying system, 

preservation and processing of rice; the Cooperative is assigned by the local People's Committee 

to manage the irrigation works, to serve watering pumping; land planning for centralized rice 

production; assist cooperatives in connecting with input material suppliers and rice traders. 

However, in recent time, State policies mainly offered rice varieties, technical guidelines for rice 

production for farmers to establish LPF, so few cooperatives were the supported. Therefore, in 

order for the AC to fulfill the role in the association to set up LPF, the State should support them 

in: education & training to improve the management ability; access to loans; investment in 

equipment and machinery to provide of associated services for members; support with market 

linkages and contracts with businesses. 

- The development of the agricultural market: The involvement of cooperatives in the 

association to build LPF is influenced by the development of the market. Generally, when the 

supply of produce exceeds demand the market can consume, the farmers need contracts. 

However, on the other hand, when the market demand is greater than the production supply, the 

enterprises generate a higher demand for association. Besides, the development of AC in the 

association is also strongly influenced by the process of globalization. 

- Infrastructure conditions: Infrastructure such as roads, irrigation, electricity, warehouses, 

etc, plays an important role in the development of the production and consumption links of 

agricultural products. In fact, areas where infrastructure conditions are favorable, tend to have 
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businesses and AC facilitated in investment and links of production and consumption of 

agricultural products 

3.4. Solutions to enhance the role of AC in associating farmers to set up LPF in the 

Mekong Delta 

a) Solution group 1: Improve mechanism and policies to create a favorable environment 

for agricultural cooperatives to operate and promote their role in the linkages of the agro-food 

value chain 

- Improve the policies on developing linkages of agricultural product value chains with the 

participation of agricultural cooperatives: i) Improve the policies on developing linkages of 

production and consumption of agricultural products in the value chain; ii) Complete the 

associated credit policies, including credit policies for affiliated agricultural cooperatives; iii) 

Develop and complete the mechanisms and policies for accumulation of agricultural land to 

promote largescale agricultural production; iii) Develop and improve mechanisms and policies 

to promote cooperative participation in the value chain; iv) Develop an agricultural insurance 

market linked to the association to set up large paddy fields. 

- Planning and investing in upgrading the infrastructure of LPF production areas: i) The 

provincial People's Committees should stipulate the criteria for highyield, centralized rice 

production and rice specialty production areas; ii) Planning and publicizing the planning of high

yield, centralized rice production and rice specialty production areas based on the survey and 

assessment of soil conditions, water resources and climatic conditions of each region and 

subregion; iii) Invest in supporting infrastructure in highyield, centralized rice production and 

rice specialty production areas: canals, inland traffics; iv) Encouraging farmers, enterprises and 

cooperatives to accumulate and concentrate land for facilitation of the setup of LPF, highyield, 

centralized rice production areas and rice specialty production areas; v) Calling on enterprises to 

invest and build raw material areas, develop association with cooperatives and rice farmers; vi) 

Consulting & supporting enterprises and agricultural cooperatives in the association to develop 

the setting up of LPF. 

- Encourage enterprises to associate with agricultural cooperatives to build set up large 

paddy fields: i) Provide favorable conditions and incentives for associated enterprises to lease 

land to build workshops, warehouses, storing and processing facilities; Assist the enterprises in 

land clearance cost, land rent reduction and exemption; ii) Provide preference interest rates to 

associated enterprises; iii) Consulting & support enterprises to build projects for association to 

set up LPF with AC. 

b) Solution group 2: Strengthening the capacity and operating conditions for ACs to 

implement farmers linkage in LPF setup 

- Training and improving management capacity for cooperative officers, especially the 

leader of the cooperative: Training of the Chairman and Director of the cooperative as an 

entrepreneur on cooperative management, production & business planning based on the 

advantages of cooperatives, market knowledge, market research, etc. 
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- Strengthening the management of cooperatives, allowing cooperatives to manage 

publicly and transparently: i) Consult, advise and support cooperatives in implementing public 

and transparent management; ii) Strengthen inspection of cooperatives on financial management 

and financial reporting to ensure that cooperatives comply with regulations; iii) Strengthening 

agricultural business support for cooperatives. 

- Assist the cooperative in access to loans, investment in assets and equipment for the 

association to set up large paddy fields: i) The State should ensure capital sources and priorities 

for cooperatives in association to establish LPF to borrow capital at preference interest rates so 

they can purchase assets & equipment in service of the association to establish LPF; ii) Training 

& guiding cooperatives to develop projects, plans for the association and make loan applications. 

c) Solution group 3: Enhancing the role of agricultural cooperatives to represent the 

member households in the association to establish large paddy fields 

- Assist the cooperatives to organize collective activities in setting up LPF and developing 

services, bringing benefits to the members: i) Guide AC to build the production & business 

plans; ii) Support AC to implement the uniformed and sustainable cultivation technical processes 

(VietGAP, GlobalGAP, ...); iii) Training and guiding members of cooperatives to apply technical 

processes meeting up with quality standards; partially covering the cost of certification of quality 

through AC; iv) Consulting and guiding the cooperative to identify service demands of members; 

identifying the ability to meet service demands of cooperatives; developing measures / plans for 

service provision of cooperatives; v) Guiding cooperatives to conduct farmer service provision to 

support farmer households participating in the association to build LPF. 

- Encouraging the participation of local authorities and mass organizations: i) Regulations 

on dispute resolution as well as support for the participation of the members of the Fatherland 

Front are also as significant as mediation organization. Encouraging and supporting the 

communelevel political associations to participate in mediation and settlement when there are 

disputes; ii) Local Committees and authorities should assign and delegate tasks to commune

level political associations to support and monitor the cooperation contracts in LPF area. 

- Solutions on influence and encouragement: i) Localities need to enhance influential 

activities to help farmers understand the benefits when participating in cooperatives and in the 

LPF set up association, so that they can voluntarily participate; ii) Notify information on State 

policies and mechanisms on LPF set up association development; iii) Notify information on the 

planning of the LPF areas and highyield rice production areas; iv) Political associations should 

organize information, propaganda, counseling and support for members and strictly implement 

association contracts. 

- Support the development of pilot models and guiding documentation for agricultural 

cooperatives to expand association to set up LPF: i) Support the development of pilot models for 

AC to expand the association, which provide the background for assessments and summaries to 

draw on experience; ii) Develop guidelines for association implementation so that stakeholders 

can clearly understand the mechanism, roles and responsibilities of each party, creating 

transparency and facilitation. 



1640 

4. Conclusion 

Agricultural cooperatives play an important role in centralized mass production of 

commodities. The participation of cooperatives in the association to establish LPF help facilitate 

and exploit the association’s benefits for both farmer households and businesses. They are also 

suitable with the current conditions of agricultural production in Vietnam. Additionally, AC in 

the association help businesses reduce associated costs and allow smallscale farmer households 

to increase competitiveness in the market, in terms of quantity, quality and price. 

In the context of minor and scattered production in Vietnam, it is necessary to organize the 

development of agricultural cooperatives in the association to establish large paddy fields. In 

order to enhance the role of agricultural cooperatives in such association in the Mekong Delta, 

the following groups of solutions should be synchronizedly adopted: i) Improving mechanisms 

and policies for agricultural cooperatives to promote their role in association to set up LPF: 

credit; land; agricultural insurance; encourage businesses to associate with agricultural 

cooperatives; planning and investing in upgrading the infrastructure of the associated areas; ii) 

Strengthening the capacities of managers of AC: educating, training; support public and 

transparent administration; assist the cooperatives to borrow capital to invest on equipment and 

machinery for production and business; iii) Enhancing the role of agricultural cooperatives 

representing members to implement association to set up LPF: support cooperatives in collective 

activities and provide services; encourage the participation of organizations and unions; 

enhancing influence and advocacy; support to develop pilot models and guidance documentation 

for agricultural cooperative to expand the association to establish LPF. 
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Abstract: This paper aims to determine the extent of green supply chain management 

(GSCM) practices of registered manufacturing companies in Cavite Economic Zone, Philippines 

to support environmental sustainability throughout the supply chain and empirically assess the 

GSCM practices and environmental performance model. This paper also analyzes how GSCM 

practices differ across firms’ profile. Data collected from 116 manufacturing managers or 

pollution control officer (PCO) were analyzed using Ordered- logit regression and Analysis of 

Variance. The study revealed   that only type of business, owner’s nationality, and ISO 14001 

have significant differences on green procurement and green manufacturing practices. Majority 

of companies stated that there is more than 1 to 10% reduction on their waste and energy 

consumption after the adoption of GSCM practices. Moreover, only types of business and 

nationality have significant effect on GSCM practices. Lastly, only green logistics has significant 

effect on environmental performance.  This study supports the proposition that GSCM practices 

are environmentally relevant and continuous implementation of these practices is recommended. 

Keywords: Green supply chain management practices, green procurement, green 

manufacturing, green logistics, environmental performance 

 

1. Introduction 

The population of the Philippines is equivalent to 1.4 % of the total world population 

(Latest world population, 2018).  Overpopulation entails a lot of problems like the need for new 

homes, new buildings, houses, and establishments. In order to fulfill this increasing demand, 

greater number of industries and establishments are increasing in all parts of the country.  Thus, 

increases in material consumption and energy level, following the growth of industries, 

absolutely contribute to varying environmental problems and issues. 

With the intention of reducing the elimination of hazardous chemicals and materials, and 

reduce the emission of gas and pollutant, most companies are searching for the appropriate 

method for them to invest on the right green technology (Urban & Naidoo, 2012).  Alongside of 
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this method, most companies started to adopt environmental innovation which was developed in 

the progress of green supply chain management (GSCM).  According to Rao (2007), “greening 

the supply chain is one such innovative idea that is fast gaining attention   in the industry. This 

may be primarily because many companies want to do something more than just taking typical 

measures such as: (a) implementing waste reduction strategies, (b) installing pollution control 

technologies, (c) replacing hazardous material inputs with environmentfriendly alternatives, and 

so on.p1” 

Previous literatures (Revell et al., 2010; Jenkins, 2004; Parker et al., 2009; and  

Rothenberg & Becker, 2004) found that most of the SMEs are held responsible for the 70 % of 

the global  pollution since most of them just merely abide the legislation and do not have the 

voluntary initiatives. In the Philippines, majority of the MSMEs can be found in the National 

Capital Region (NCR), CALABARZON, Central Luzon, Central Visayas, and Ilocos. These top 

five locations accounted for about 58.4% of the total number of MSMEs establishments in the 

country (PSA, n.d). Among these five regions, CALABARZON is regarded as the industrial 

powerhouse of the Philippines with many (13,011 business establishments) facilities and 

economic zones (Department of Trade and Industry [DTI], 2015). From these five provinces, 

Cavite has the bulk of manufacturing firms situated in different areas. 

With this huge number of small and medium enterprises (SMEs) in the region, it is indeed 

important that their Supply Chain Management (SCM) should be environmentfriendly. SMEs 

should not only focus in reducing wastes at the source, but also to use environmentfriendly 

materials. This pervasive concern over the adversity of environmentfriendly practices has given 

rise to many research initiatives (Rao, 2007).  However, there are only limited researches on 

GSCM practices conducted in the Philippines, but none on the effects of GSCM practices in the 

performance of organizations particularly environmental performance among SMEs. This study, 

therefore, explores the effect of firm’s characteristics on the extent of GSCM practices; and the 

effects of GSCM practices on the environmental performance of the enterprises in different 

companies situated inside the Cavite Economic Zone (CEZ). This export processing zone is 

considered as the biggest economic zone in Cavite with a total land area of 332.22 hectares with 

489 locators engaged in manufacturing, logistics services, banking, real estate, warehouses, sub 

assembly and government offices (PEZA, 2018). The SMEs can use this in planning, or for those 

who are implementing  GSCM practices, to enhance their operations and better connect their 

efforts for a more sustainable performance. This study can also awaken companies to take a 

closer look on their practices which can improve the process and lessen the operational cost. 

2. Conceptual Framework 

The hypothesized model linking the effects of enterprises’ profile to GSCM practices, and 

GSCM practices to environmental performance was shown in Figure 1. Enterprises’ profile were 

abstracted to comprise type of business, number of employees,  years of operation, ISO 

certification, owner’s nationality, and access to green technology. The GSCM practices were 

conceptualized to include green procurement, green manufacturing, and green logistics. The 

environmental performance was investigated from the perspectives of waste reduction and 
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energy conservation. The model was predominantly anchored within the relational view theory 

to explain distinctive interorganizational connections. 

In general, SMEs’ profile contributes positively for the enterprises to adopt GSCM 

practices such as green procurement, green manufacturing, and green logistics. This was also 

proven by Zhu et al., (2008); Liu et al., (2012); Chan et al., (2012); Zhu et al., (2013); 

Abdulrahman et al., (2014); and Geng et al., (2017) who found that organizational factors such 

as firm size and type of industry, nationality, access to green technology, number of employees, 

and ISO certification may affect the implementation of GSCM practices. Waste reduction and 

energy conservation were some of the results of adopting GSCM practices, which is an indicator 

of environmental performance. Literature revealed  (Kung et al., 2012; Zhu & Sarkis, 2004; 

Younis, Sundarakani, & Vel, 2016; Wong, 2015) that the adoption and implementation of 

environment friendly practices such as GSCM practices can improved and have an impact on 

the environmental performance of the company. 

3. Methodology 

The total number of registered manufacturing enterprises as of March 31, 2018 was 265 

(PEZA, 2018); and were given survey questionnaires. However, only 150 survey questionnaires 

were returned; and 116 came from SMEs which were considered as the sources of primary data 

in the study. The verbal interpretations light green, green, and dark green were cited by Mendiola 

(2013) and were adopted from the Green Economy Workforce Study of the Economic and 

Workforce Development of California Community Colleges. It was used to identify the 

environmental classification of the enterprises. 

 

 

 

 

 

 

 

Figure 1.  Conceptual framework on the extent of green supply chain management practices and 

environmental performance of manufacturing firms in Cavite. 

The environmental performance in this study  was measured through an aggregate response 

to a 5point Likert scale (Table 2) with 1 representing more than 10% reduction, 2 representing 1 

to 10% reduction, 3 representing no significant change, 4 representing an increased by 1 to 10 % 

and 5 representing an increased by more than 10%. This was used to rate the environmental 

performance of the enterprises after GSCM practices are adopted (Lam et al., 2011). 
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Table 1. Verbal interpretation of the numerical rating of green supply chain management 

practices 

Numerical rating Verbal interpretation Adjectival description 

1.00 – 2.33 Light green The enterprises are showing high initiatives in the adoption of GSCM practices. 

2.34 – 3.66 Green The enterprises are showing moderate initiatives in the adoption of GSCM practices. 

3.67 – 5.00 Dark green The enterprises are showing low initiatives in the adoption of GSCM practices. 

Note. From The Green Economy Workforce Study of the Economic and Workforce 

Development of California    

Community Colleges as cited by Mendiola (2013). 

Table 2. Verbal interpretation of the numerical rating of the effects of GSCM practices on the 

environmental performance of the enterprises 

Numerical rating Adjectival description 

1.00 – 1.80 Increased by more than 10%. 

1.81– 2.61 Increased by 1 to 10 % 

2.62 – 3.42 

3.43 – 4.22 

4.22– 5.00 

No significant change 

Reduction of 1 to 10% 

More than 10% reduction 

Note: From "A sustainable framework of green specification for construction in Hong 

Kong", by Lam et al., (2011). 

Data collected were tabulated and summarized to have a systematic basis in analyzing the data 

using Statistical Analysis for Social Sciences (SPSS) for Windows. Analysis of Variance (ANOVA) 

was used in determining the significant difference in the GSCM practices across firm’s profile and in 

comparing the environmental performance of the enterprises after the implementation of GSCM 

practices. Ordered logistic regression was done to assess how certain factors affect GSCM practices.  

The independent variables were the enterprises profile in terms of the type of business, number of 

employees, ISO certification, owner’s nationality, years of operation, and access to green technology.  

The dependent variable is the GSCM practices which were categorized as green procurement, green 

manufacturing, and green logistics.  There are three possible outcomes, corresponding to light green 

(1.00 – 2.33), green (2.34 – 3.66), and dark green (3.67 5.00).  

The estimated ordered logit equation was written as:  

        

GSCM = β0 + β1FS+ β2YO + β3ISO+ β4on+ β5Gt + β6 TB+ μ 

The interpretation of the ordered logit model was based on the odds ratios of the predictor 

variables. The odds ratio represents the impact of each predictor, holding all other variables 

constant. An odd ratio of 1 suggests that the explanatory variable leaves the dependent variable 

unchanged. If it is greater (less) than 1, it implies that the effect of explanatory variable is to 

increase (reduce) the dependent variable (Amao & Akinlade, 2014).  

This method was also used in analyzing the effects of GSCM on the environmental 
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performance. The independent variables under GSCM practices were green procurement, green 

manufacturing, and green logistics. Dependent variable was the environmental performance 

which was measured in terms of the percentage increase in waste reduction and energy 

conservation after the implementation of GSCM practices. There were five possible outcomes, 

corresponding to 1 (reduced by more than 10% from conventional specifications), 2 (reduced by 

1 to 10% from conventional specification), 3 (no significant change), 4 (increased by 1 to 10% 

from conventional specifications), and 5 (increased by more than 10% from conventional 

specifications).  

The estimated equation developed was written as;   

EP = β0 + β1GP+ β2GM + β3GL+ μ 

4. Empirical Results and Analysis 

4.1. Profile of SMEs in Cavite Economic Zone Authority (CEZ) 

The business profile of SMEs was described in terms of type of business, number of 

employees, owner’s nationality, firm’s age, ISO certifications, and access to green technology. 

They were the individual representative of the companies that are situated inside the CEZ 1 and 

2, filtered and classified as SMEs, and already operating for at least five years. Table 3 shows the 

frequency and corresponding percentage of the characteristics of SMEs in terms of business 

related profile. 

For the reason that firms inside the economic zone are more export oriented, majority of 

the SMEs were involved in electronics with 33.6%. The result corresponds to the study of 

Solakivi et al. (2015) in which, they stated that firms belonging to the technology industries are 

typically more export oriented than other industries, which might have an effect on their GSCM 

practices.  Table 3 also shows that 69% have 10 to 99 employees which were characterized as 

small enterprise, while 31% of SMEs were characterized as medium enterprises with 100 to 199 

employees. This is similar to the study of Hassan et al. (2016) in which most of the participants 

in their study was small enterprises and found to have significant impact on environmental 

performance.  

Most of the respondent firms are owned by Korean with 40.5%, followed by Japanese with 

31%. Since electronics has the highest percentage in terms of type of business, it is indeed 

expected that Korean and Japanese firms dominated most of the economic zone. The average 

number of years of operation of SMEs was 16 years and have been operating for 21 to 25 

(27.6%). This is related to the study of Hassan et al. (2016) in which most of the respondent 

firms were operating from 21 years and above. Their findings revealed that firm’s age has no 

impact on any corporate dimension. Majority (39.2%) of the SME’s were also ISO 14001 

certified and have access to environment friendly technology (55.2.5%). 

4.2. Comparison on the Extent of GSCM across Firm’s Characteristics  

Table 4 shows the results of ANOVA that among the three GSCM practices, only green 

procurement was found to be highly significant (p < .01) on the type of business. This can be due 
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to the fact that green procurement is frequently used in electronics industry.  Most of the 

customers of telecommunication products are very particular to the material content of products 

of their supplier. This is in accordance with the study of Golicic and Smith (2013) who found 

that from the different type of industries surveyed,  automotive industry most likely adopt GSCM 

practices. As shown in Table 5, it was found that there is no significant difference on the GSCM 

practices (green procurement, green manufacturing, and green logistics) when the respondent 

firms were grouped based on the number of employees. The result is in contrary to the study of 

Pagell and Wu (2009), in which they argued that firm size plays an important role in 

environmental activities. Larger firms usually experienced greater enquiry but they normally 

have more resources to confront environmental disputes (Stanwick & Stanwick, 1998).  

This study also found that there is a significant difference (p < .05) on green manufacturing 

practices and green logistics practices when the respondent firms are grouped based on the 

owner’s nationality (Table 6).  This is in accordance to the study of Matsuoka (2017) wherein he 

found  that from the different nationalities surveyed majority of Japanese companies ensures that 

their factories and manufacturing processes comply with the highest environmental, waste 

management and energy efficiency standards. This implies that remanufacturing options, green 

transportation, reverse  

Table 3.  Business Profile of SMEs 

      Profile of SMEs        Frequency    Percent 

           n = 116  
Type of Business 

Textile and Garments    17    14.7 

Semiconductor and electronics   39    33.6 

Plastics and rubber    17    14.7 

Metal      21    18.1 

Machinery     11      9.5 

Other industries     11      9.5 

 

Number of Employees 

Small      80    69.0 

Medium      36    31.0 

             

Owner’s Nationality 

Filipino        9      7.8 

Japanese      36    31.0 

Korean      47    40.5 

Other Asians     18    15.5 

European       4      3.4 

American       2      1.7 

      32    27.6  

Years of Operation 

Mean                          16.310 

SD                               7.153 

ISO Certification 

ISO 14001     58    39.2 

ISO 9001     37    25.0 

None      32    21.6 
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Others      21    14.2 

Technology 

Without      52    44.8 

With      64    55.2   

 

Table 4. Analysis of variance results of the difference on GSCM practices in terms of 

greenprocurement, green manufacturing, and green logistics and type of business 

GSCM practices x  f p-value 

Green procurement .223 3.195 .010 

Green manufacturing .200 .996 .424 

Green logistics .318 1.047 .394 

Table 5. Analysis of variance results of the difference on GSCM practices in terms of 

green procurement, green manufacturing, and green logistics and number of employees  

GSCM practices x  f p-value 

Green procurement .380 2.114 .125 

Green manufacturing .338 .191 .827 

Green logistics .338 .710 .494 

Table 6. Analysis of variance results of the difference on GSCM practices in terms of 

green procurement, green manufacturing, and green logistics and owner’s nationality  

GSCM practices x  f p-value 

Green procurement .381 1.292 .267 

Green manufacturing .305 2.745 .016 

Green logistics .386 2.231 .045 

logistics, and green warehousing practices of SMEs in CEZ are different based on the 

nationality of the owners. This is similar with the study of Dogan, Nebioglu, and Demirag (2015) 

wherein, they found significant differences between the sensitivity levels of Turkish and Italian 

managers for environmental practices in their business operations. However, no significant 

difference (p > .05) on green procurement and owner’s nationality were found. The result is the 

same with the study of Mendiola (2013) wherein he found no significant differences on green 

logistics (e.g. customer supplier relationship in collecting used products and packaging from 

customers for recycling) when the respondent firms were grouped based on owner’s nationality.  

Table 7 shows that there is no significant difference (p > .05) in the GSCM practices 

(green procurement, green manufacturing, and green logistics). This implies that newly 

established firms and those that have been new in the business have the same view when it 

comes to green initiatives. With regards to ISO certification, significant difference (p < .05) on 

green procurement and green manufacturing practices was also found (Table 8).  Previous 

studies revealed that ISOcertified companies more likely adopt GSCM practices (Ann et al., 

2006; Rao & Holt, 2005; Zailani et al., 2012a). Moreover, Gonzalez et al. (2008) also found that 

there was a significant difference in implementation of environmental practices between 

companies that possess some form of certified EMS (ISO 14001 or EMS) and those that do not 
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have any such system in Spain. The process of adopting ISO certification provided high level of 

awareness and experience with environmental issues for companies which facilitated the 

adoption of GSCM practices (Ann et al., 2006).  

Table 7. Analysis of variance results of the difference on GSCM practices in terms of 

green procurement, green manufacturing, and green logistics and years of operation 

  GSCM practices                              x                                f                 p- value 

 Green procurement .392 .721 .609 

 Green manufacturing .332 1.100 .365 

   Green logistics .413 .838 .525 

It was further revealed that  there is no significant difference (p > .05)) in green logistics 

and ISO certification. This only implies that with or without the ISO certification, still some 

SMEs were able to adopt green logistics practices because of their compliance to R.A 8749 or 

known as the Philippine Clean Air Act of 1999. 

As shown in Table 8, there is no significant difference (p > .05) on the GSCM practices 

when the respondent firms were grouped based on their access to green technology. This result 

could be attributed to the implementation of different environmental law such as, the Philippine 

Clean Air Act of 1999 (R.A 8749), Toxic Substances and Hazardous and Nuclear Wastes 

Control Act of 1990 (R.A 6969), Ecological Solid Waste Management Act of 2000 (R.A 9003), 

and Philippine Clean Water Act of 2004 (R.A 9275).  

Table 8.  Analysis of variance results of the difference on GSCM practices in terms of 

green procurement, green manufacturing, and green logistics and ISO certification 

GSCM practices                              x                                f               p-value 

Green procurement .366 7.463 .007 

Green manufacturing .421 4.334 .040 

Green logistics .324 2.479 .118 

4.3 Comparison on the Environmental Performance of the Enterprises  

After the Implementation of GSCM Practices 

The difference in energy consumption was highly significant (p < .01) after the adoption of 

green logistics. Table 9 shows that energy consumption was significantly different (p < .05) after the 

adoption of green procurement and green manufacturing. This is because many companies are taking 

all actions in order to reduce water consumption, improved lighting system by maximizing sunlight/ 

daylight use and installing LED lights (Mendiola, 2013).  This is also similar with the study of LBNL 

(2002), in which they stated that purchasing energyefficient products operate as effectively as 

conventional ones, this can reduce energy costs by about 5% to 10%.  

Table 10 shows that among the three GSCM practices, only green logistics was found to 

have a significant difference (p < .05) on waste reduction. This could also be attributed to the 

implementation of RA No. 8749 or the Clean Air Act of 1999, this act encourage the industries 

and motor vehicles to abate, reduce, or prevent pollution like smoke, dust, soot, cinders, fly ash, 
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solid particles of any kind, gases, fumes, chemical mists, steam and radioactive substances (The 

LawPhil Project, 1999). 

Table 9. Analysis of variance results of the difference on GSCM practices in terms of 

green procurement, green manufacturing, and green logistics and access to technology 

GSCM practices x  f p-value 

Green procurement .390 .014 .907 

Green manufacturing .336 .105 .746 

Green  

logistics 

.413 .200 .656 

Table 10. Analysis of variance results of the difference on environmental performance in terms 

of energy conservation and GSCM practices  

(green procurement, green manufacturing, and green logistics 

GSCM practices x  f p-value 

Green procurement .365 2.767 .031 

Green manufacturing .317 2.478 .048 

Green logistics .364 4.676 .002 

Table 11. Analysis of variance results of the difference on environmental performance in 

terms of waste reduction and GSCM practices (green procurement, green manufacturing, and 

green logistics)  

GSCM practices Mean square f p 

value 

Green procurement .393 .580 .678 

Green manufacturing .331 1.220 .307 

Green logistics .392 2.347 .059 

4.4 Effect of Firm’s Characteristics on the Extent of GSCM Practices 

The prob > chi2 value of green procurement and firm’s profile turned out to be very highly 

significant (p < 0.01) (pseudo R2= 0.33). This indicates that odds ratio of the independent 

variables contributed to the model making it useful in providing accurate estimates for the 

variance in the dependent variable. However, R2 is only 33.41 % since owner’s nationality (p < 

0.01) and businesses involved in manufacturing of machinery were the only variables found to 

be highly significant (p < 0.01).  Table 12 shows that if the enterprises are owned by Filipino, the 

odds of being dark green (high) versus the combined green (moderate) and light green (low) was 

3.98 times higher, given other variables are constant.  The marginal effect in Table 13 shows that 

the change in relative probability when SME is owned by Filipino increases green procurement 

practices by 97% versus when it is owned by other nationalities. The same analysis for those 

companies that are owned by Japanese, the odds of being dark green (high) versus the combined 

green (moderate) and light green (low) was 3.96 times higher, given other variables are constant.  

The marginal effect in Table 13 shows that the change in relative probability when SME is 

owned by Japanese increases green procurement practices by 99% versus when it is owned by 
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other nationalities. 

In addition, significant effect was also found in those companies that are owned by Korean, 

the odds of being dark green (high) versus the combined green (moderate) and light green (low) 

within this group was 3.57 times higher, given other variables are constant.  Marginal effect in 

Table 13 also shows that the change in relative probability when SME is owned by Korean 

increases green procurement practices by 99% versus when it is owned by other nationalities. 

Moreover, for European owned companies, the odds of combined dark green and green was .01 

times higher compared to other companies given that other variables in the model are held 

constant. The marginal effect in Table 13 shows that the change in relative probability when 

SMEs is owned by European increases green procurement practices by 77% versus when it is 

owned by other nationalities. It only implies that these nationalities are very particular with 

different green procurement practices such as supplier selection and e –procurement practices.  

Table 12 shows that if the enterprises are into assembly and manufacturing of industrial 

machineries, the odds of being dark green (high) versus the combined green (moderate) and light 

green (low) is .04 times higher, given other variables are constant. The marginal effect in Table 

13 shows that the change in relative probability when SME is into manufacturing of industrial 

activity increases green procurement practices by 75% versus when it is into other type of 

industries.  This means that those companies that is into assembly and manufacturing of 

industrial machinery are adopting most of the green procurement practices. The result is the 

same with the study of Rouqi, Afshin, and Emel, as cited in Geng et al., (2017), wherein they 

distinguished samples among automotive, electronics and various industries. They found that 

automotive industry has a larger impact on the adoption of GSCM practices than various 

industries. Moreover, Huang et al., (2012) found positive impact on the performance of 

electronics industry. Fourteen independent variables within this group turned out to have no 

significant predictive values for green procurement. 

With regards to green manufacturing, the prob > chi2 value of green manufacturing and 

firm’s profile turned out to be very highly significant (p < 0.01) (pseudo R2= 0.15). This 

indicates that odds ratio of the independent variables contributed to the model making it useful in 

providing accurate estimates for the variance in the dependent variable. However, R2 is only 

15.09 % since owner’s nationality (p < 0.01) was the only variable found to be highly significant 

(p < 0.01).  

Data from Table 12  shows that if the enterprises are owned by Filipino, the odds of being 

dark green (high) versus the combined green (moderate) and light green (low) was 7.10 times 

higher, given other variables are constant.  The marginal effect in Table 13 shows that the 

change in relative probability when SME is owned by Filipino increases green manufacturing 

practices by 94% versus when it is owned by other nationalities. The same analysis for those 

companies that are owned by Japanese, the odds of being dark green (high) versus the combined 

green (moderate) and light green (low) was 1.65 times higher, given other variables are constant.  

The marginal effect in Table 13 shows that the change in relative probability when SME is 

owned by Japanese increases green procurement practices by 99% versus when it is owned by 
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other nationalities. 

A significant effect was found for those companies that are owned by Korean.  The odds of 

being dark green (high) versus the combined green (moderate) and light green (low) within this 

group was 8.65 times higher, given other variables are constant.  The marginal effect in Table 13 

shows that the change in relative probability when SME is owned by Korean increases green 

manufacturing practices by 99% versus when it is owned by other nationalities.  Moreover, for 

European owned companies, the odds of combined dark green and green was 8.14 times higher 

compared to other companies given that other variables in the model are held constant. The 

marginal effect in Table 13 shows that the change in relative probability when SMEs is owned 

by European increases green procurement practices by 87% versus when it is owned by other 

nationalities. 

Table 12. Analysis on the effects of firm’s characteristics on the extent of GSCM practices 

Predictor 

 

Odds ratio 

Green procurement Green manufacturing Green logistics 

Number of employees 1.32 .64 .64 

 

Nationality 

 

   

Filipino 3.98*** 7.10*** 5.19*** 

Japanese 3.96*** 1.65*** 2.17*** 

 Korean 3.57*** 8.65*** 1.10*** 

Other Asians 1.32*** 

 

9.17*** 

 

3.62*** 

 

European .01*** 8.14*** .45*** 

Years of operation 1.21 .87 .77 

ISO certification    

ISO14001 1.15 .57 .89 

ISO9001 .42 .50 .62 

No ISO .84 1.31 .56 

Type of Industry    

Garments .31 .81 .73 

Electronics 3.36 2.35 2.28 

Plastics .27 .53 .91 

Metal 4.67 2.90 2.33 

Machinery .05*** .74 .90 

Access to green technology 3.96*** 1.64 1.43 

Prob>chi2 .00 .00 .00 

Pseudo R2 .33 .15 .13 

Note: *** Significant at 1%; ** at 5%; and * at 10%. 
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Table 13. Marginal effect of firm’s characteristics on the extent of GSCM practices 

 

Predictor 

 

Marginal effect 

Green procurement 

 

Green manufacturing Green logistics 

Number of employees .02                .05 .09 

Nationality    

Filipino .98*** .95***     .88*** 

Japanese .99*** .99***    .99*** 

 Korean .99*** .99***   .99*** 

Other Asians             .99*** 

 

           .99*** 

 

.96*** 

 

European            .77***            .88*** .18*** 

Years of operation             .01               .02                 .05 

ISO certification                   

ISO14001             1.15              .07                .02 

ISO9001               .42             .10               .10 

No ISO               .84            .03               .13 

Type of Industry                  

Garments               .31              .17               .26 

Electronics             3.36              .27               .21 

Plastics               .27             .02             .00 

Metal             4.67              .20              .21 

Machinery               .05***             .07            .07 

Access to green technology             3.96***             .17             .26 

Prob>chi2              .00             .00             .00 

Pseudo R2              .33             .15             .13 

Note: *** indicates significance at 1%; ** at 5%; and * at 10%. 

For green logistics, the prob > chi2 value of green procurement and firm’s profile turned 

out to be very highly significant (p < 0.01) (pseudo R2= 0.13). This indicates that odds ratio of 

the independent variables contributed to the model making it useful in providing accurate 

estimates for the variance in the dependent variable. However, R2 was only 13% since owner’s 

nationality was the only variables found to be highly significant (p < 0.01). Data from Table 12 

shows that if the enterprises are owned by Filipino, the odds of being dark green (high) versus 

the combined green (moderate) and light green (low) is 5.19 times higher, given other variables 

are constant. The marginal effect in Table 13 shows that the change in relative probability when 

SME is owned by Filipino increases green procurement practices by 88% versus when it is 

owned by other nationalities. The same analysis for those companies that are owned by Japanese, 

the odds of being dark green (high) versus the combined green (moderate) and light green (low) 

was 2.17 times higher, given other variables are constant.  The marginal effect in Table 13 shows 

that the change in relative probability when SME is owned by Japanese increases green 

procurement practices by 99% versus when it is owned by other nationalities. 
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4.6. Effect of GSCM Practices on Environmental Performance 

The prob > chi2 value of energy conservation and GSCM practices turned out to be very 

highly significant (p < .001) (pseudo R2= 0.08). The result indicates that the odds ratio of the 

independent variables contributed to the model making it useful in providing accurate estimates 

for the variance in the dependent variable. However, R2 was only 8 % since green logistics (p  <  

0.01) was the only variables found to be highly significant (p  <  0.01).  

Data from Table 14 shows that after the adoption of different practices under green 

logistics, the odds of reducing the energy consumption by more than 10% (high) versus the 

combined  odds of reducing the energy consumption by 1 to 10% (moderate) and increase by 

more than 10% (low) was 2.44 times higher, given other variables are constant. A high reduction 

in the energy consumption can be attributed in the firm’s use of compact fluorescent light (CFL) 

or light emitting diode (LED) lighting system. The use of these types of lights has been proven to 

be energy efficient and environment friendly. In addition, RA 8749 or Clean Air Act of 1999 

encourage the industries and motor vehicles to abate, reduce, or prevent pollution like smoke, 

dust, soot, cinders, fly ash, solid particles of any kind, gases, fumes, chemical mists, steam and 

radioactive substances (The Law Phil Project, 1999).  

The use of hybrid and Euro4 vehicles that are concentrated on cleaning up emissions from 

diesel cars was also implemented by DENR which can help in reducing particulate matter (PM) 

and oxides of nitrogen  (NOx) that are dangerous to human health.  This is in accordance to the 

study of Klassen (2006), and Green et al. (2012) in which they specified that environmental 

collaboration, comprises the direct involvement of the buying organization with its suppliers to 

jointly set and achieve environmental goals that result in waste reduction and coordinated 

activities. Despite that green logistics affects energy conservation of SMEs, the marginal effect 

shows that there is no change in the relative probability on environmental performance for one 

instant change in green logistics.  

The prob > chi2 value of energy conservation and GSCM practices turned out to be 

significant at 10% (p<0.10) (pseudo R2= 0.03). This indicates that odds ratio of the independent 

variables contributed to the model making it useful in providing accurate estimates for the 

variance in the dependent variable. However, R2 was only 3 % since green logistics (p < 0.10) 

was the only variables found to be significant at 10% (p < 0.10). Data from Table 14 shows that 

after the adoption of different practices under green logistics, the odds of reducing wastes by 

more than 10% (high) versus the combined  no significant change (moderate) and increase by 

more than 10% (low) was 1.93 times higher, given other variables are constant. The same results 

were obtained from the study of Geng et al. (2017) and Lin et al. (2013) wherein reverse logistics 

and eco design packaging were found to have a positive and significant effect on environmental 

improvement such as decreasing energy consumption and improving waste treatment. However, 

the marginal effect in Table 21 shows that there is no significant change in relative probability 

on SMEs environmental performance (waste reduction) for one instant change in the adoption of 

green logistics. This implies that a small change in this variable has no significant effect on the 

environmental performance (waste reduction) of an organization. 
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5.  Policy Implications and Conclusions 

 On the basis of the extent of GSCM practices  by the SMEs in terms of green 

procurement, green manufacturing, and green logistics across firm’s profile, about 70.66%  is 

categorized as dark green. This implies that SMEs situated inside the CEZ are adopting GSCM 

practices to a large extent.  

Table 14. Effect of GSCM practices on the environmental performance  

Predictor 

 

Odds ratio 

Energy conservation Waste reduction 

 

Green procurement 

 

Green manufacturing 

 

Green logistics 

 

 

Prob>chi2 

 

Pseudo R2 

 

1.10 

 

1.31 

 

2.44*** 

 

0.00 

 

0.08 

 

 

1.10 

 

1.31 

 

2.44*** 

 

1.10 

 

0.03 

 

Table 15. Marginal effect of GSCM practices on the environmental performance  

Predictor 
Odds ratio 

Energy conservation Waste reduction 

 

Green procurement 

 

Green manufacturing 

 

Green logistics 

 

Prob>chi2 

 

Pseudo R2 

 

0.00 

 

0.00 

 

0.00 

 

0.00 

 

0.08 

 
0.00 

 

0.00 

 

0.00 

 
0.00 

 

0.08 

However, among the six independent variables under firm’s profile (type of business, 

number of employees, owner’s nationality, years of operations, ISO certifications, and access to 

technology), only type of business, owner’s nationality, and ISO 14001 have significant 

differences in green procurement and green manufacturing practices of SMEs in Cavite.  The 

number of employees, years of operations, and access to technology have no significant 

differences at all. Since EPZA is closely monitoring their compliance, whether the companies are 

small or medium, new or old in the business, and with or without access to technology, still they 

have to adhere to different environmental laws for them to continuously operate. With regards to 

the differences in the environmental performance after the adoption of GSCM practices, majority  

of the dark green SMEs  stated that there is a reduction in  their waste and energy consumption 
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by  1% to 10%. However, only 15.26% of the respondent firms who were classified as dark 

green under GSCM practices stated that there is an enormous decrease on their energy 

consumption and waste reduction by more than 10%. 

A related point to consider is that from the 16 predictors of GSCM practices, only 

nationalities, and companies that are into manufacturing of industrial machineries have 

significant effect on the adoption of GSCM practices. Likewise, from the three variables under 

GSCM practices, only green logistics has significant effect on energy consumption and waste 

reduction. This result indicates that green procurement and green manufacturing do not have a 

momentous effect on environmental performance.  

SMEs are recommended to invest more in R&D activities, and technology, and knowhow 

agreements with foreign firms to improve their production process and technological capacities. 

They should work closely to the government for financial support since acquisition of green 

technology requires a lot of funds and cost due to green requirements, it is recommended to 

facilitate the SME financing. Moreover, they should also improve their linkages to their supplier 

when it comes to green requirements.  

Apparently, government agencies play an important role that influences the adoption of 

green practices through the enforcement of rules and regulations. The government plays an 

important role in supporting resources for technology innovation adoption (Lee et al., 2008). 

They should strengthen the monetary and training assistant, technical resources, and pilot 

projects, for industrial firms in the adoption of GSCM practices. 

Lee et al., as cited by Ho, Lin and Tsai (2014), in a study of Korean small and medium

sized enterprises, suggested  that government support in green initiatives has a positive influence 

on the company’s willingness to participate in the green supply chain. For future researchers who 

are interested to walk around the matters on GSCM practices, the scope of the study can be 

broadened by  adding other internal and external stakeholders as predictors for the company to 

adopt GSCM practices. Lastly, other performance indicators can be added to measure the impact 

of adopting GSCM practices.  
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Abstract: This study focuses on analyzing the impact of influencers on consumers’ 

purchasing intention on clean and safe food, targeting on the group of female consumers aged 

18-35 with quantitative survey that questionnaire applied. The results of the study indicate that 

influencers have a great impact on the consumer’s willingness to purchase clean and safe food. 

In particular, experts and people with food related expertise such as doctors, nutritionists, 

scientists, etc. have the biggest impact on the purchase intention of consumers. The study will 

also serve as a basis for the development of follow-up models of influencers in Vietnam in 

general and research on the behavior of consumers in particular. 

Keywords: influencer, influencer-based marketing, clean and safe food, purchase intention. 

 

1. Introduction  

Food hygiene and safety is a serious problem in the present society. According to data 

from the Ministry of Health, in the first 6 months of 2017, the country has 81,115 establishments 

violating food hygiene and safety. In the Ho Chi Minh City market, according to a press release 

on January 26, 2018, out of 117 samples of chicken used in the study, up to 80 samples were 

contaminated with Salmonella, a dangerous bacterium that can cause digestive and 

gastrointestinal diseases to the user. In addition, there are 70,000 new cases of cancer each year 

that are caused by dirty food. (ViParc, 2018) 

Consumer awareness of clean and safe food is not always well informed due to some 

unpredictable rumors or misconceptions about food safety and food hygiene standards. This creates a 

great impact on not only food producers, but also consumers’ attitudes and beliefs about clean and 

safe food in the market, which confuses them in the selection of food among various types of clean 

and safe food. The most notable example of this is the fact that traditional fish sauce poisoned by 

ASEN, with the involvement of specialized agencies, media companies and manufacturing 

enterprises, using influencers in the community to transmit information on poisoned traditional fish 

sauce and launch a boycott of traditional fish sauce. Consequently, a series of traditional fish sauce 

production facilities are closed and traditional fish sauce cannot be consumed. 
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The above is a typical example, from which the authors finds that the explosion of the 

problem not only lies in the coverage of the media units, online sites but also is pushed to the 

climax with the spread of information on social networks with the participation of influencers in 

the community such as celebrities, experts or community speakers, also known as influencers. 

Along with the popularity of the Internet and social networks, consumers have more 

connections with other people, the faster viral of information leads to the fact that influencers are 

not only famous people such as singers, actors, politicians with dense coverage on the mass 

media, but also experts in a field in life or even normal people present in every corner of daily 

life like journalists, reporters, reviewers for techies or even ordinary people with many social 

connections. These people are followed by many in the society and directly influence their 

followers. This makes it easier for a brand to reach a certain affected group. 

With the characteristics of young population, high proportion of internet and social network 

users and the majority of social network users are in the early stages of access to new forms of 

communication, new products. The application of new marketing methods such as marketing 

through influencers will have the opportunity to develop in Vietnam (We are Social, 2017). 

This paper focused on analyzing the impact of influencers on the intention to purchase 

clean and safe food of consumers in the 1835 age group through analysis of factors related to 

influencers. Qualitatively, there were five indepth interviews conducted and quantitative survey 

(sample size n = 154) with a questionnaire has been done, in order to find out answers for 4 

groups of factor that influencing clean and safe food purchase intention. 

2. Literature review 

2.1. Concepts of influencer and clean food 

Clean and safe food: 

In the Vietnamese market, the term “clean food” is often used by consumers with the 

opposite meaning of “dirty food”. In particular, dirty food is understood as food that does not 

meet the standards of food hygiene and safety. According to the Law on Food Safety issued by 

the National Assembly of Vietnam (Law No. 55/2010/QH12), foodstuffs that ensure hygiene and 

safety are foods that do not harm human health and life. Foods that are considered safe and 

hygienic must meet the testing standards prescribed by functional agencies. 

From this it can be deduced that clean food is the food that meets food hygiene and safety 

standards. 

Influencer: 

In a common sense, influencers are individuals who influence the purchase decision of 

another person by their authority, knowledge, position or relationship. In consumeroriented 

marketing, members of the peer group or reference group act as influencers. In marketing 

activities directed to corporate clients (employees), internal staff (engineers, managers, buyers), 

outside consultants act as influencers (Businesdictionary.com, 2018). (Peck et al., 2013) defines 

influencers as “a range of third parties that influence the organization and potential customers.” 
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Similarly, (Brown and Hayes, 2008) define an influencer as “a third party who has a great 

influence on the customer’s purchasing decision but can never be responsible for it.“ (Keller and 

Berry, 2003). Thus, although there is no full agreement among the views on the concepts of 

“influencer,” all views have in common the assumption that “influencers are individuals who 

influence purchase decision of consumers.” 

Influencer-based marketing: 

It is a form of marketing that focuses on using influencers to influence a specific target 

market. Marketers will identify marketrelevant influencers and marketing campaign content, 

and build programs around influencers. (Gerardo, 2017); influencerbased marketing is not 

synonymous with wordofmouth marketing, but information from influences can be transmitted 

in this way. Therefore, wordofmouth marketing is a key part of influencerbased marketing 

mechanism (Keller and Berry, 2003). On that basis, (Messiaen, 2017) argues that “influencer

based marketing” is about interacting with key individuals to take advantage of their influence, 

which is transmitted through eWOM. 

According to the approach by (Brown and Hayes, 2008), marketers tend to use two 

different approaches through influencers: (1) Marketing to influencers which considers 

influencers as normal recipients, information will be provided to influencers and these will 

communicate the information to others; (2) Marketing through influencers for the purpose of 

considering influencers as means of conveying messages to the general community or potential 

customers. In essence, these two approaches have the same transmission mechanism when they 

convey information from the business to the influencer and from the influencer to the target 

audience. Businesses actively use marketing costs to hire influencers in their marketing 

campaigns or use costeffective methods to communicate information to influencers for them to 

actively communicate the information to the target audience. 

In fact, there is another approach to using influencers, that is to use influencers as brand 

endorsers Brand endorsement is a form of advertising campaign or marketing strategy used by a 

brand, company or nonprofit organization related to an influencer or the influencer uses his 

social status or reputation to help promote products, services or even raise awareness about 

environmental or social issues. (Businessdictionary.com, 2018). This approach is more 

widespread and widely applied in traditional marketing environments and is still widely used at 

the present time. This is the easiest approach to apply when both the marketer and the influencer 

are less concerned about the role of the influencer in the whole campaign. 

Classification of influencers: 

There are many different ways of classifying influencers, such as the classification by 

(Malcolm, 2000; Nguyen Vu Chau Giang and Le Pham Khanh Hoa, 2017), despite making it 

suitable for the conditions of practical application, the authors use the classification commonly 

used by marketers in practice given by (Buzzmetrics.com,2016; Social Ogilvy, 2014). In 

particular, influencers can be categorized into three main groups: (1) Celebrities who work in the 

entertainment industry or regularly appear in the mass media such as singers, actors, athletes, 
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etc., this group has the highest level of access; (2) Advisors influencers who are highly 

specialized or knowledgeable about the market and have influence in the commodity industry; 

(3) Citizens influencers who are often referred to by other names as micro influencers who share 

industry or experience, review on products. Such influencers have low access to those who 

mostly connect with them through social networks or other social connections. 

2.2. Research involving the impact of influencers on purchase intention 

In their study (Sussman and Siegal, 2003) proposed two factors that influenced user 

reception of information: argument quality and source credibility. In particular, argument quality 

refers to the extent to which an argument receives a positive response from the recipient. The 

greater the number of positive respondents than the number of negative respondents, the higher 

the argument is; source credibility is the extent to which the recipient believes in credibility with 

the issuer of the information, the greater the credibility, the greater the likelihood of information 

being accepted. (Sussman and Siegal, 2003). Along with the popularity of eWOM, the way 

individuals use online media to transmit information has become one of the hottest topics in 

consumer behavior research. Obviously, understanding the relevant mechanism contributes 

greatly to using the influencing factors to influence the consumers’ information process and 

ultimately their purchasing decision. Among relevant studies, IAMbased studies are relatively 

new, valuable and practical. (Erkan & Evans, 2016). 

Research “The influence of eWOM in social media on consumers’ purchase intention: An 

extended approach to information adoption” (Erkan & Evans, 2016) emphasized the role of 

eWOM in new era and built a model to assess its impact on consumers’ purchase intention. 

Accordingly, the authors presents four factors of eWOM that affect the process of adopting 

information and purchase intention of consumers: information quality, information credibility, 

needs of information needs and attitudes towards information. These factors combined with the 

earlier IAM model developed by (Sussman and Siegal, 2003) to develop an Information 

Acceptance Model (IACM). 

In a study by (Lafferty, Goldsmith & Newell, 2002) on the impact of corporate credibility 

and endorser credibility on purchase attitude and behavior, the authors provide a model for 

studying the impact of brand insiders on consumer attitude towards advertising, consumer 

attitude towards brand, and thereby influencing consumer purchase intention. 

 

 

 

Figure 2.1: Model of study of impact of “influencers” on purchase intention 

Source: Lafferty, Goldsmith & Newell (2002) 

To expand this model, (Messiaen, 2017) in her research on the impact of Instagram’s 

influencers on Consumer Behavior in the Belgian market supplemented two more factors: ratio 

number of followers to follow and viral intentions. 

Purchase 
intentions 

Endorser 
credibility 

Attitude toward 
the ad 

Attitude toward 
the brand 



1665 

 

 

 

 

Figure 2.2: Model of study of the impact of influencers on social networks by 

Source: Julie Messiaen (2017) 

The model of analyzing the impact of social advertising on consumers’ purchase intention 

(Ngo My Tran and Mai Vo Ngoc Thanh, 2015) provides the basis for analyzing the effect of 

transmitted information via social media, in this case, social ads. 

 

 

 

 

 

 

 

Figure 2.3: Model of study of impact of social ads on consumer behavior 

Source: Ngo My Tran and Mai Vo Ngoc Thanh (2015) 

2.3. Related research on influencers in the context of clean and safe food consumption. 

(Becker, 2000) in the study “Consumer perception of fresh meat quality: a framework for 

analysis” indicates that “buyers will have to rely on thirdparty judgment or rely on trust with 

the provider’s commitment in the record, authority and determination to ensure the commitment 

of the provider.” 

The study “Food Choice and Overconsumption: Effect of a Premium Sports Celebrity 

Endorser” (Boyland et al., 2013) indicates the presence of a famous athlete on advertisements in 

the mass media has a positive impact on the increase in consumption of food by consumers. 

The study “Attractive or Credible Celebrities: Who Endorses Green Products Better?” 

(ErenErdogmus et al., 2016) indicates that consumers’ positive attitudes towards health

influencing products, in the authors’’ study, dairy products in particular, will increase as 

endorsers are credible when it comes to consuming dairy products. Celebrity credibility refers to 

professionalism and trustworthiness that can be understood as those who have knowledge of 

dairy products and the level of trust of the information source. 

The study “Popular Music Celebrity Endorsements in Food and Nonalcoholic Beverage 

Marketing” by (Bragg et al., 2016) shows that musicians, actors and other celebrities can have a 
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tremendous impact, especially on young fans who may be significantly affected by their 

endorsement. The popularity of POP stars among teens makes them different and a positive 

model for fans of this age. 

While domestic research has hardly addressed “influencers” as a factor influencing the 

behavior of clean food behavior, studies abroad have shown considerations towards this content. 

However, most foreign studies on “influencers” in the food sector refer only to the role of 

influencers in consumer behavior. In addition, there is definitely a difference between food 

consumption behavior among nations. 

3. Research methodology 

3.1. Qualitative research 

3.1.1. Collection of secondary data to find out the rules and develop the factors in the 

model. 

After reviewing and referring to models of influencers as well as related studies, the 

authors finds that there are two common characteristics of influencers that were previously 

investigated by other authors consistent with the direct impact on consumer behaviors: 

influencers’ credibility and eWOM from influencers. In terms of behavioral analysis in general, 

these two factors impact subjective behavior in the TPB model. In terms of marketing 

communications, these two factors influence the process of accepting information of the target 

audience, thereby affecting the purchase intention of consumers. 

In addition, two more factors of the model analyzing the impact of advertising such as 

information of the ad and social interaction of the ad mentioned above in the model by (Ngo My 

Tran and Mai Vo Ngoc Thanh, 2015). 

 

 

 

 

 

 

 

 

Figure 3.1: Research model 

Source: Research by Authors (2018) 

Influencers credibility is understood as personal feeling of the consumer, the consumer 

depends on different criteria to judge whether to trust an influencer or not. 
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Influencers credibility is mentioned in studies by (Lafferty, Goldsmith & Newell, 2002), 

(Messiaen, 2017) and (ErenErdogmus et al., 2016) whereby influencers credibility is understood 

as “the degree to which one perceives a source or person as credible” (Messiaen, 2017). 

Increased influencer credibility impact positively on the consumer’s attitude toward any ad with 

his appearance, thereby creating a positive attitude toward the brand that employs the influencer 

in advertisements, finally creating a positive impact on the purchase intention of the consumer. 

(Jimmy et al., 2011) also agree that the higher influencers credibility, the higher the 

purchase intention. And influencers credibility makes advertisers more effective in promoting 

brand messages (Ohanian, 1990). 

In this study, the authors examine a group of factors of credibility that includes three 

factors: attractiveness, trustworthiness, and expertise based on suggestions by (Ohanian, 1990; 

Rebelo, 2017). 

Attractiveness is consumer perception of elegance, luxury, interest, beauty or sexiness. 

(Ohanian, 1990). Attractiveness mentioned in Ohanian’s study is being physically attractive, or 

in other words, the perception of the person receiving information about the appearance of the 

information source. 

Trustworthiness is the matter that the consumer perceives information from the source as 

reliable, truthful, or trustworthy (Ohanian, 1990). 

Expertise is understood by the consumer as an influencer who is expert, experienced, 

knowledgeable, qualified or skilled (Ohanian, 1990). 

In short, in the context of this paper, group of those factors is titled as credibility. 

eWOM is a viral distribution of company products and services among persons considered 

independent of the company providing such products or services in an environment that is 

deemed independent of the company on electronic media such as social networks, blogs, and 

online publications. (Silverman, 2001, p. 25) suggests that these people are among those 

considered to have little commercial interest in persuading others to use the product and 

therefore have no specific motives to distort the truth in favor of the product or service. 

The role of eWOM during the influence process of influencers on consumer behavior is 

one of the ways of communicating information from influencers to consumers. (Sussman & 

Siegal, 2003; Erkan & Evans 2016; Messiaen, 2017). 

In short, in the context of this paper, group of those factors is titled as word of mouth. 

Information usefulness shared by influencers through social networks is the ability to 

provide consumers with information about different product choices they perform for purchase 

behavior in the most satisfying status and this information is shared by the influencer through 

social networks. Therefore, the information provided should be accurate, relevant, timely and 

useful to consumers because they are interested in messages related to them (Ngo My Tran and 

Mai Vo Ngoc Thanh, 2015). 
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This group of factors is suggested by information of the ad in the research model by (Ngo 

My Tran and Mai Vo Ngoc Thanh, 2015). 

Considering this factor, the authors assumes that social media is where influencers and 

consumers aged 18 to 35 interact most often.  

In short, in the context of this paper the authors calls this group of factors as information 

usefulness. 

The interaction on the information shared by influencers through social networks is the 

level of interaction between the user and the types of information provided by the influencer 

through social networks, described as a means to individuals including influencers and their 

target audience to communicate effectively with each other, regardless of distance and time. 

This group of factors is suggested by the socialinteraction aspect of the ad in the research 

model by (Ngo My Tran and Mai Vo Ngoc Thanh, 2015). 

For social media information, delivering highly interactive messages to social communities or 

messages from influencers in the society will have a strong impact on the attitudes of ad receivers. 

Based on algorithms publicly disclosed by social network developers, we can see one 

common fact that if consumers interact with another user or any organization through a social 

network, consumers will tend to access that information more easily and more frequently, unless 

they actively remove the information in their privacy settings. 

In short, in the context of this paper the authors calls this group of factors as interaction. 

Purchase intention is understood as the willingness of a customer to purchase a certain 

product or service. According to (Vu Huy Thong, 2010), purchase intention is the key factor 

influencing the purchase behavior of consumers. As such, studying purchase intention is an 

important basis for research into consumer behavior. 

3.1.2. In-depth interview 

The authors selected five indepth interviewees including four who were female consumers 

aged 1835 years; one who was a university lecturer teaching marketing and conducted indepth 

interviews with those indepth interviewees, because female indepth interviewees from 18 to 35 

are the main target group of the study; the marketing lecturer helped the authors to systematize 

and find common ground between theory and practice. 

Research content: 

The authors introduced the topic, research objectives, research model and explained the 

meaning of each factor in the research model. The authors also asked for feedback from each in

depth interviewee on each of the factors in the model, the suitability of the factors in the model, the 

opinions of the coherence and the perceptions in each question in the preliminary questionnaire. 

Qualitative research results: 

Through qualitative research, the affecting factors were screened and examined by the authors 
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in terms of the relationship with intention to purchase clean food. All the factors listed in the model 

were agreed by the indepth interviewees to have an impact on their purchase intention. However, all 

indepth interviewees agreed that the factors related to attractiveness in appearance were of little 

interest when indepth interviewees assessed a person’s credibility. In addition, each person’s 

perception of aesthetics is different, so it is difficult to list all the physical styles that affect consumer 

behavior towards clean food. Besides, “I believe in attractive people.” (Ohanian, 1990) also 

mentioned the visual appeal in a very general way and covers all other factors. However, it was not 

enough to remove this factor from the scale, after talking with indepth interviewees, the authors and 

all indepth interviewees agreed that all attributes: “I believe in people with elegant style”, “I believe 

in people with luxurious style”, “I believe in beautiful people”, “I believe in sexy people”, “I believe 

in attractive people” should be grouped into only one factor: “I believe in people who are visually 

appealing” to make it more representative when conducting the survey. 

In addition, the authors adjusted the expression of some attributes as suggested by indepth 

interviewees. Once the qualitative research had been completed, the authors adjusted and 

encoded the scale. Details of the scale are presented in the Appendix at the end of this paper. 

3.2. Quantitative research 

The quantitative study was conducted by means of questionnaire survey with sample size n 

= 154. Collected data were processed by SPSS20 software. Once coded and cleaned, data were 

processed and analyzed to describe consumers’ clean food purchasing behavior. Data collection 

were used to evaluate, analyze affecting factors and correlations between factors and 

demographic variables. 

4. Results and discussion 

4.1. Analysis of groups of factors in the research model 

Research results show that the role of agencies or individuals with food related expertise is 

very important. Besides, there are results of other statements in the model on honesty, reliability, etc. 

as the basis for the authors to assume that consumers consider sources from professionals with food-

related expertise or sources endorsed by food-related authorities honest and reliable. At the same 

time, consumers are not too keen on the social appeal such as appearance of the influencer or the 

popularity of the influencer’s personal brand, typically, celebrities when deciding on the selection of 

products, brands or retail stores on clean food. As a result, marketers in the field of clean food should 

carefully consider before selecting a celebrity to endorser their brand or product. 

In addition, the emergence of celebrities with lots of followers on social networks also does 

not make consumers love the brand’s ads. 

For a more indepth analysis of these factors, the authors makes a detailed comparison of 

each choice in each of the statements. 
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Figure 4.1. Comparison of the choices in credibility group (%) 

Source: Research by Authors (2018) 

Statement “I believe in specific sources with evidence” (TN2) also has a very high mean of 

3.87 and has the second highest rate of agree after statement TN10, with 62.3% of respondents 

strongly agreeing and 14.9% agreeing, while only 2.06% disagreed. This indicates that, in 

addition to information that has been verified by experts or authorities, information with specific 

evidence, although not scientifically validated, is still strongly believed by the majority of 

consumers. The authors argues that influencers’ credibility tends to have a high impact on the 

consumer’s purchase intention towards clean and safe food in Hanoi city. 

Regarding word of mouth group, research results show that eWOM tends to have a high 

impact on consumers’ purchase intention. Consumers tend to seek feedback from other consumers 

on the internet to consider before making a purchase decision. In particular, psychological feeling 

that their decision may be not accurate without reading the analysis and evaluation on the Web is a 

key factor in consumer behavior. This is an intriguing implication for marketers. 

It can also be seen that consumers tend to be both proactive and passive with other 

consumer reviews. More specifically, there is an active search for reviews from other consumers, 

but also willing to accept passive responses that do not consider them content that is built and 

transmitted to them systematically. This is the basis for marketers to build programs that increase 

their control with the feedbacks that new consumers can read. 

 

 

 

 

 

 

 

 

Figure 4.2. Comparing the choices in eWOM group (%) 

Source: Research by Authors (2018) 
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Looking at the proportion of respondents’ responses, it can be seen that there is not too 

much difference between agree and normal, while the greatest difference remains in the 

psychological feeling if they cannot read reviews online with 15.6%. This can be explained by 

the assumption that, although consumers have a need for available sources of information from 

other consumers: (1) they do not have time or have not found credible sources of information for 

reference; (2) businesses have not provided them with consumer feedback; (3) limited amount of 

review information. Those, in turn, lead to the fact that consumers nowadays, despite the need 

for information, are less likely to highly appreciate the information they have access to. 

In addition, the percentage of 15.6% indicates that clean food in particular and food in 

general are still in low involvement group. However, separate studies should still be conducted 

for verification. 

About information usefulness provided by influencers through social networks, the results 

show that social media sharing is of the greatest value in the process of increasing awareness of 

product, service and brand. Consumers are interested in information shared by other consumers, 

from which they have a basis for identifying the products or services they want to use. And the 

role of social networking in the reception of consumer information is not so different from other 

media’. 

Research results also show that information usefulness tends to have a high impact on 

consumers’ intention to purchase clean food. 

About the interaction of information shared by influencers through social networks, the 

interaction with social media tends to have a high impact on the consumer’s willingness to 

purchase clean food. 

For a more indepth analysis of this group of factors, the authors analyzes the proportions 

of each choice in each of the statements as shown in the figure below. 

 

 

 

 

 

 

 

 

 

Figure 4.3. Comparison of the choices in interaction group (%) 

Source: Research by Authors (2018) 
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The results also provide a clearer explanation for the above information on social media 

that, for social news, consumers see it as a place to keep up to date about new information on 

clean food products on a regular basis without having to devote too much effort to tracking and 

searching, which is supported largely by the large data technology and artificial intelligence of 

social network service developers. 

This result shows that there is a psychological inconsistency among consumers, as the 

results of the study of information usefulness indicate that consumers are always in demand 

with other consumer reviews on clean food products and brands, but the rate of agreement is 

very low in the attributes “I like to be interested, shared about products/services which I am 

using via social network” (TTXH6) and “I like information from social sharing through social 

networking for interaction“ (TTXH4), which shows that consumers have no need to share their 

feelings for products and brands together with other consumers. This is a testament to the fact 

that developing social marketing programs means that engaging consumers in interactive 

programs between customers and businesses is extremely difficult, especially for programs with 

the purpose of collecting feedback from customers. Although there is not enough evidence to 

substantiate this contradiction, based on personal observations and experiences, the authors 

suggests that there are three main causes for this result: Firstly, the consumer’s time budget for 

this need is not high while the benefits of doing so are unclear; this has been addressed in the 

analysis of information usefulness; Secondly, consumers themselves have not encountered 

really interesting issues which immediate need to be shared; Thirdly, consumers consider 

consumption issues to be individual issues, so there is little need for sharing. 

As a result of the analysis of purchase intention, it is possible to see that all of the factors 

have a relatively high mean, suggesting that current consumers are of great need with clean food 

and they are always ready to look for a clean food product or brand that is right for them. This 

can be easily explained by the fact that food needs are essential to human health and, together 

with increasing problems related to unclean and safe food, fear about dirty food is increasing, 

pushing growing demand for clean food. As there is no study on the willingness to pay for clean 

food products, the authors can only assume that, given the current need, this is a good time to 

develop clean food brands and related products and services because current demand is so high. 

However, in order to be able to accurately state the recommendations related to this issue, 

additional research on consumers’ willingness to pay and their acceptance of new products is 

needed with clean and safe food/clean food. 

Continuing to examine other attributes, the authors found that means of factors did not 

have too much difference and the focus was largely around the average level (from 3.49 to 3.8). 

Only the statement “In the future, I will buy clean food product or choose a brand/retailer of 

clean food if there is a promotion” (YD5) is higher than the rest with mean of 3.8 but not too 

much different. 

To better understand the answers of respondents, the authors analyzes the frequency of 

each choice with each given statement. 
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Figure 4.4. Comparison of the choices in purchase intention to purchase clean food (%) 

Source: Research by Authors (2018) 
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income group (low income group and middle income group). The 18 to 25 age group tends to 

look for other consumers’ assessments while the other group tends to seek reviews by authorities 

and professionals related to the food sector. 

5. Conclusion and implications 

Research results show that influencers have a high impact on consumers’ purchase 

intention for clean food, so marketing approaches should be appropriate for those influencers. 

The biggest impact is from experts in foodrelated areas to the consumer behavior of clean 

food, in particular purchase intention for clean food. Whereas, with the information being shared 

through social networks most impacting on the consumer’s perception stage, celebrities will play 

an important role in spreading messages; however, marketers should consider marketing budget 

before deciding to use such influencers. Some microinfluencers may be able to neutralize the 

two groups, but attention should be paid to information factors including: (1) specific evidence; 

(2) from customer experience; (3) message content should have knowledge related to food, 

health which has been verified by experts or authorities. 

The study also found differences in the perceptions of influencers between the two age 

groups: 1825 years and 2635 years. 

In addition, consumers tend to look for other consumer reviews before purchasing and 

social networking is where they frequently use to find this information. 

Looking at all of these factors, the authors argues that proposing solutions in the three 

major marketing activities through influencers include: 

 Proposed marketing management solution in selecting influencers 

 Proposed marketing management solution in the construction and transmission of 

messages through influencers 

 Proposed marketing management solution in the use of marketing through influencers 

during the boom times of social networks. 

5.1. Proposed marketing management solution in selecting influencers 

Based on the results obtained from the quantitative study of the two factors of influencers 

credibility and information usefulness: before deciding to launch a marketing campaign using 

influencers, it is necessary to make careful consideration for the goal of the campaign and the 

budget for the campaign is to select the right influencer. 

 It should be focused on finding and exploiting microinfluencers who have had a lot of 

experience in using clean food or knowledge of this market and expert groups involved in fields 

of food, health and related industries. If the target audience is too small and it is impossible to 

reach the campaign goal, the marketer may spend a portion of his or her campaign budget to 

further increase the access amount to the source of the selected influencer. 

 For campaigns that increase the level of awareness of a product or brand, depending on 
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each specific budget, the business can still use celebrities as a mass communication tool to 

communicate marketing message, but it is vital to pay attention to the integration of celebrities in 

the campaign and other sources of information. Some suggestions that marketers can take into 

account are: (1) celebrities should share the information verified from competent authorities; (2) 

using a combination of celebrities, experts, and microinfluencers in the same campaign. 

 Although the use of influencers to accompany a business, becoming a brand or product 

endorser is easy to be applied and is still popular in the marketing strategy of the business but 

with the results obtained from this study, businesses and organizations involved in clean food 

business should limit the marketing costs for these activities as this does not increase the positive 

attitude towards the brand. Instead, businesses should focus on celebrity usage as a tool to 

increase brand awareness. 

In addition, in the long run, businesses should have strategies to limit their dependency on 

influencers to reduce the cost of marketing to businesses or use that cost to offset other business 

activities. Businesses can refer to some suggestions as follows: 

 Make influencers become brand advocates: By using special customer care programs or 

using personal relationships that make an influencer from normal customer to loyal customer, 

and then a supporter of the business. When they themselves play the role of both a customer and 

a product savvy person, as well as a supporter of the product or brand, they will become a long

term and stable companion themselves in any brand marketing campaign. At the same time, 

when referring to a brand, consumers will be recalled about the image of the influencer, so 

businesses can deploy the most cost effective branding programs. 

 Turn a business or an individual in the business into an influencer in the field of clean 

food: In terms of the nature of influencers, this is not the right approach, because after all, an 

influencer is the third party who speaks about the brand or product. However, in a particular 

industry such as the food industry, the role of experts is enormous. This has been demonstrated 

by the results of the study and has been analyzed in the previous section. So, businesses can 

completely choose to build their own brand of businesses to become experts in the field of clean 

food or a smarter way rather than building a personal brand for a representative character of the 

business to become an influencer. If able to apply skillfully, businesses can actively control the 

needs and perceptions of consumers for their products based on the expertise researched and 

published by themselves. 

5.2. Proposed marketing management solution in the construction and transmission of 

messages through influencers 

In addition to choosing the right influencer, the choice of the message and the plan of using 

the influencer in the marketing campaign is also very important. The solutions proposed below 

are based on the research results of two groups of information usefulness and word of mouth. 

On the message, businesses should pay attention to the following issues. 

 Messages should have a lot of expertise related to food, such as content of substances, 
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methods of production, processing and preservation, rather than simply providing information on 

design, cost and promotion programs included. Thus, the message can convince more consumer 

groups, as over 26 group becomes very interested in this information. 

 Words used in the message conveyed through influencers should be from the customer 

perspective. 

 Marketers should gather customer reviews into a library so that consumers who are in 

need of information can find it and track it easily, this is the source of information useful for 

them in the context that consumers in spite of great demand for information cannot find reliable 

sources. 

 Allowing influencers to participate in the message building process by asking influencers 

to make the words expressing the message most suitable for his or her style and advantage, 

thereby creating the most intimate feeling for the audience file. 

 Promotion programs are the biggest factor consumers convert from purchase intention to 

actual purchase, which requires in each marketing plan through influencers, businesses need to 

have incentive programs accompanying to motivate consumers to move to the consideration 

phase, at least make them contact customer advisors or come directly to the showroom, where 

salespeople will continue performing their work. 

 More responsibility commitments to consumers: Businesses should make public their 

commitments for consumer right protection on the conveyed message by influencers, which 

makes consumers feel that although the influencer is not directly responsible for the problems 

encountered by the customer, the business will provide the best support to ensure their interests, 

thereby increasing the credibility of the information given by the influencer. 

5.3. Proposed marketing management solution in the use of marketing through 

influencers during the boom times of social networks. 

With the continuous development of technology, opening up new opportunities for the 

development of marketing activities, businesses should also take advantage of these new trends 

to launch marketing activities through influencers most effectively. The proposed solution in this 

situation is based on the results obtained from the study of two groups of word of mouth and 

interaction. 

 Diversifying content formats to avoid boredom and increase spreading ability: 

Consumers at this time are not only using a single channel and influencers themselves in efforts 

to improve their level of influence in the community also actively develops new connections that 

increase their popularity and reputation. Businesses can take advantage of this to develop content 

tailored to the influencer’s available personal channels. Specific examples are businesses can 

build personal Facebook content for influencers in the form of articles, photos, infographic, 

livestream, short surveys; build video content for the YouTube platform, develop presentation 

content for the seminars; build professional article content for their personal blogs, newspaper or 

magazine. The diversification of content format both allows the brand to reach more consumers 
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at more touch points, and also makes the content to be conveyed less boring and easier to be 

stick into customer mind. 

 Use of influencerbased marketing tools: In the recent marketing trend using influencers, 

many technologically applied platforms connecting business and consumer have been developed 

and commercialized. Although in Vietnam, this area is still in the early stage of development, 

these platforms will help businesses reduce time, effort and money in finding right influencers 

with their needs. 

 Use of measurement support tools: Measurement is always important in every marketing 

campaign, the more accurate the measurement, the more likely it is that the marketer understands 

and adjusts the plan accordingly. With the development of online customer relationship 

management systems, businesses can systematically apply these tools for realtime measurement, 

thereby enabling marketers to capture information accurately and continuously. A hint for 

marketers to measure the campaigns through influencers is to personalize incentive programs 

using influencers with their own code and track effectiveness of each of them based on each 

code based on the support of measurement management software. 

5.4. Other recommendations related to the use of influencers in marketing campaigns 

In addition to solutions proposed from research findings above, based on personal 

experience as well as suggestions of a large number of other marketers who have experience 

working in influencerbased marketing campaigns, the authors would like to make some 

recommendations in the process of working and implementing marketing campaigns with 

influencers. Businesses can refer to and adjust to make it most suitable for the management 

situation they encounter: 

 Paying attention to the personal image of the influencer because it can cause side effects 

to the brand: The business should select influencers with good personal image with as less 

personal problems as possible to avoid side effects in case of a bad situation. 

 Being clear in cooperation, but businesses must be flexible, always take care, exchange 

information and maintain a friendly relationship with influencers 

 Supporting expert knowledge for influencers to help them to participate more in the 

discussion of their content. This in turn stimulates the user’s interaction and word of mouth. 

 In order to reach a longterm business relationship, businesses should contribute to the 

process of managing an individual’s image for influencers by addressing negative issues that 

businesses encounter quickly, honestly and sincerely. 

 Businesses should consider influencers not only a communication channel but also an 

interactive means and a tool to listen to the feedback of customers. Then businesses can handle 

on a timely manner to ensure the interests of all three parties: consumer, influencer and business. 

5.5. Some other implications and suggestions 

The Report on National Target Program for Food Safety and Hygiene for the period 2011
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2015 and the implementation of the 2017 plan (Vfa.gov.vn, 2017) show that, despite 

achievement of some goals, many goals are not achieved due to limited funding. According to 

(Congly.vn, 2015), the cause of the National Target Program for Food Hygiene and Safety in 

20122015 unable to meet the initial target is ineffective mobilization of resources, especially 

resources for program implementation. 

Although there is no comprehensive statistical research on propaganda activities to achieve 

the program's objectives, but when the authors makes a simple observation based on search 

results on the Google search network, it has been shown that most of the activities from the 

existing agencies are still onesided propaganda, there is no interaction and increased social 

transmission. Transmission content does not focus on the harmful effects of food contaminated 

to endusers but focus on transmitting general regulations of the state to businesses and business 

households. These cannot create full awareness of the role of food safety and hygiene. 

A small number of publicfacing activities towards endusers, such as VTV24's "Say no to 

dirty food" program are launched, but these activities require cost, resources and must be 

maintained continuously. 

To be able to achieve the goal for the period of 20162020 by the Food Safety Department, 

communications must be increased for helping the community to improve behavior on food 

safety and to increase the responsibility of all levels of government in terms of food safety, 

functional agencies should take measures to make full use of resources available to achieve the 

set objectives, especially in propaganda and orientation of public opinion on safe and clean food 

consumption. 

As a result of this study, the authors argues that state food regulators should pay attention to the 

use of influencers in national food safety and hygiene programs to take advantage of their impact and 

spread of information, which generates the widespread concern of the whole society and ensures full 

awareness of food hygiene and safety from consumers at the most appropriate cost.  

Using experts to convey full knowledge of food hygiene and safety. The important role of 

experts and scientists in clean food consumption has been mentioned many times in the contents 

of this research. With the goal of ensuring proper awareness in the majority of consumers, there 

needs to be people who are persuasive enough about their expertise and knowledge, so the team 

of experts and scientists will be the first choice. The use of this group of influencers has been 

described in detail in section 7.1 of the study. 

Using celebrities and social networks to convey the message about food hygiene and safety. 

Celebrities play the largest role in the consumer awareness phase, so to achieve the goal of creating 

farreaching effects in the community, the use of celebrities in food hygiene and safety programs 

under of the role of transmitter and conveyor of the message is the optimum choice. The use of this 

group of influencers has also been described in detail in section 7.1 of the study. 

Communication to influencers because they do not only convey the content ordered by 

the business. They are also consumers and are very concerned about social issues, including 

food hygiene and safety. Each influencer can provide different perspectives to address the 
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issue of clean, clean and safe food, which may be a barrier to the spread of the national 

program message. As such, managers should also consider themselves a special target group, 

which should have specific propaganda programs in the form of propaganda. The benefits of 

doing this are: (1) Limiting the budget to hire influencers; (2) Controlling the information 

shared by influencers, ensuring that there is no case of misinformation causing a negative 

reaction in the community. 

Based on some of the recommendations set out in section 7.4, the authors suggests that 

propaganda programs should be customized to individualize and respect individuality and 

individual perspectives of each influencer, thus ensuring efficiency and convenience in the 

work process./. 
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Abstract: In the context of urbanization and aging in many countries, including Vietnam, 

the quality of life and housing issues are gaining in many countries. In particular, vulnerable 

groups such as the elderly are most susceptible to the effects of changes in economic and social 

structures. 

Research on the theoretical foundations of the quality of life of the elderly and the 

problems of urban housing affect quality of life. In it, housing is addressed both in its material 

aspect and its spiritual values to the life of the elderly. A preliminary assessment framework was 

established and the factors were applied in a real-life observation of the elderly’s life quality in a 

number of high-rise apartment buildings in Hanoi. 

Keywords: elderly, high-rise apartment building, housing problems, quality of life, urban area, 

 

1. Introduction 

The process of urbanization, population aging and migration to urban areas cause many 

problems in the quality of life of people, especially those related to housing. Vietnam is rapidly 

urbanizing, space and population in urban areas have grown rapidly. Many cities are expanding 

and becoming crowded. Vietnam has been the sixth largest urban population in East Asia. In the 

period 20002010, the urban population increased by 7.5 million. The urban population growth 

rate of 4.1% is regarded as one of the highest rates in the region. In this period, the urban 

population of Vietnam has increased from 19% to 26% in urban areas (living in urban areas with 

100,000 people or more). Vietnam's average urban population density has risen from 6,800 

people per square kilometer in 2000 to 7,700 people per square kilometer in 20101. Vietnam's 

urban areas have become increasingly crowded. 

With the rapid changes in the economy and social structure, the elderly’s life quality in 

                                                 
1World bank (2015), East Asia’s Changing Urban Landscape: Measuring a Decade of Spatial Growth. Link: 

http://www.worldbank.org/en/topic/urbandevelopment/publication/east-asias-changing-urban-landscape-
measuring-a-decade-of-spatial-growth 
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urban areas is a matter of concern, especially the lives of older people in new types of housing, 

such as highrise apartment building. 

Under research need, this paper focuses on the different theoretical aspects of the concept of 

life’s quality and the impact of housing problems on the quality of life of urban elderly. 

Particularly clarify the concerns, perceptions of the importance and satisfaction of the elderly to the 

characteristics of housing, living environment and social environment in the place where they live. 

2. Literature review  

2.1. Concepts of quality of life 

Quality of life is a complex, multidisciplinary concept. Despite the efforts made to sum up 

and measure the quality of life, there is no consistent definition or view on this term. However, it 

is possible to find common ground in the conception of quality of life. In a survey conducted by 

Irene van Kamp et al. in 2003, The concepts of "quality of life" are synthesized to provide a 

multidisciplinary perspective on quality of life. 

Health issues mentioned as root and is one focus of the quality of life concept. Causal or 

affective relationships are addressed between health, environmental quality, and livability, but 

there is no consensus. Newman (1999)2 considered health as an expression of the livability, 

while some other views such as Blum (1974) regard health as a result of environmental quality, 

including physical and socialcultural environment, along with other factors such as genetic 

factors, the nature and quality of health care, behavior/lifestyle. Meanwhile, RIVM (2000)3 

constructed a model in which health and livability are two parallel elements, two distinct 

dimensions of quality of life. In addition to the spatial, physical and social dimensions of the 

environment, RIVM's model also looks at the perceptual aspect of these, including the objective 

characteristics of the environment, personal and contextual aspects. 

Mitchell et al. (2001)4 examines the quality of life including the various components, such 

as health, physical environment, natural resources, personal development and security. Health is 

just one of the components of quality of life. 

Ethical, cultural and customary aspects are also mentioned in some studies as an aspect or 

factor influencing the perception of quality of life, as the model of Cheung (1997) dealing with 

aspects of ‘the good life’. 

Quality of life Instruments developed by WHO (WHOQOLBREF) consider quality of life as 

“an individual’s perception of his/her position in life in the context of the culture and value systems 

in which he/she lives and in relation to his/her goals, expectations, standards and concerns”  

                                                 
2Newman, P.W.G., 1999. Sustainability and cities: extending the metabolism model. Landscape Urban Plan. 33, 

219–226. 
3RIVM, 2000. De Hollander A.E.M., et al. 5eNationaleMilieuVerkenningen. RIVM, 2000. National Outlook, 

Summary in English 
4 Mitchell et al. (2001) examines the quality of life including the various components, such as health, physical 

environment, natural resources, personal development and security. Health is just one of the components of quality 
of life. 
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Despite many inconsistencies, aspects of environmental quality, perceptions and 

expectations of individuals and cultural values, living perspectives are addressed as aspects or 

factors affecting the quality of life of individuals, through various expressions. 

2.2. The ability to live independently and quality of life in urban areas of the elderly 

The ability to live independently 

Age in place is a policy preferred by governments as well as the priority of the elderly. 

This is associated with the ability to maintain appropriate, safe and comfortable living conditions 

of the elderly. When older people get where in accordance with the conditions of personal and 

health situation, the elderly can achieve the status of life satisfaction as well as good health 

condition (including physical and mental aspects).  

Giang, Thanh Long, Wade D. Pfau (2007) in a study of elderly population in Vietnam 

showed that the elderly population was growing, as were the number of elderly people who were 

living alone, in which women often have more difficult living conditions than others. 

Dwyer et al. (2000) pointed out the social, economic and service requirements; included 

family support and care and provision of homebased services through public, private or 

voluntary sector agencies as factors affecting the independent living of the elderly. For older 

owneroccupiers, the maintenance of life at home independently depends on the ability to 

maintain, repair or adjust the accommodation to meet their needs. Meanwhile, most apartment 

designs are not currently set up to serve the needs of the elderly, even inhibiting their ability to 

manage their lives (Harrison and Davis 2001, Tinker et al 1999).  

Quality of life in urban areas of the elderly 

A study of the quality of life in the elderly in Singapore conducted in 2003 indicated that 

satisfaction with the quality of life of the elderly was significantly influenced by demographic 

variables, while factors such as personal health status, family relationships, and public safety are 

important. (Grace K.M. Wong, 2003). In urban areas, they tend to be less satisfied about the arts 

and culture environment, as well as the valueadded entertainment facilities available. 

Meanwhile, factors such as family ties, safety, and public transport often bring satisfaction. 

These measurements may not be the same in other countries such as Vietnam, but the factors that 

the elderly consider important may be used to apply for surveys in Vietnam. Grace K.M. Wong 

concludes that the quality of life of the elderly in Singapore is more likely to be determined by 

its sociocultural context than by race. 

Quynh Thi Hong Ha, Trung Quang Vo (2016) conducted a study on the quality of life of 

the elderly in Viet Nam. Research results indicate that the quality of life of older people in urban 

areas is higher than in rural areas, which may also affect the perceptions and migration status of 

elderly people as well as their motive for relocation.  

Despite a number of different assessments of quality of life, many studies agree that older 

people need support from family and society to achieve better quality of life (Linda G. Martin, 

1989; YlvaHellström et al, 2004; Grace K.M. Wong, 2003). Housing conditions are one of the 

factors to consider, including the physical features of the home to suit the needs and health of the 
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elderly, and the establishment of a suitable social environment with the mentality and spiritual 

needs of the elderly. 

3. Theoretical framework of Housing issues, Residential Satisfaction, and impacts on 

quality of life 

3.1. Meaning of Home among elderly 

The meaning of "home" for each individual is different due to differences in value systems, 

their age, their background. However, views on the meaning of "home" to impact satisfaction 

and quality of life of the people in their house. When studying the value of homes with the 

elderly, Shirley L. O'Bryant (1982) considers four subjective factors: (i) Feeling of competence 

and emotional security (competence in a familiar environment), (ii) Traditional family 

orientation and memories, (iii) Status value of homeownership; and (iv) Cost versus comfort 

tradeoff. Research results show that subjective factors significantly influence the perception of 

housing quality, which is higher than demographic variables and housing characteristics. This 

suggests that studying the quality of life and feeling of satisfaction with housing should take into 

account the subjective value of the subject.  

The study conducted by Fereshteh Ahmadi Lewin (2001) on the meaning of home to the 

elderly migrants pointed out some noteworthy points. The study confirms that it is not enough to 

just consider the geographic distribution of the population or just study the economic and social 

reasons when considering the role or meaning of the house with the elderly, especially are 

elderly immigrants. In the current context, it is important to understand and understand the 

degree of integration among older age groups, the differences of groups when determining the 

meaning of where they live with the elderly. When explaining differences, one should consider 

the value of each group, norms and preferences, determine what home means to them in the 

context of their particular ways of thinking and culture. 

3.2. Models for evaluation Residential Satisfaction and identify impacts on QoL. 

M. Powell Lawton (1980) conducted a study on residential quality and residential 

satisfaction of the elderly. The study identifies the housing needs of elderly housing groups, 

identifies housing quality factors and neighborhood attributes most strikingly for the satisfaction 

of the population. This explains each relationship between the environment and the quality of life 

of people, especially the elderly. Based on the Annual Housing Survey data, housing and 

neighborhood satisfaction is assessed by a set of twelve neighborhood conditions, set of six local 

services and amenities, and index of housing quality. In addition to environmental factors, 

demographic, financial and housing factors are also considered. 

Grace K.M. Wong, (2013) conducted the study of the quality of life of the elderly in 

Singapore has put forward 17 elements in life, which are divided into 6 groups of major factors, 

namely social connectivity, housing, Personal Aspects, Public Service Providers, Environmental 

Factors, and Entertainment. In particular, housing is one of the most important aspects because it 

affects physical health, status, social interaction, access to services, independence and mobility. 

YlvaHellström, Gunnel Persson, Ingalill Rahm Hallberg (2004) studied the quality of life 

of the elderly living in the home from the point of view of nursing and health care. In addition to 
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surveys of demographic and demographic conditions, research focuses on “Able to be alone at 

home” and “Helping another relative or friend”. From a health standpoint, the study focused on 

whether elderly people are able to live independently and whether they receive the help they 

need when facing health problems. A variety of common elderly health problems listed: 

Musculoskeletal pain, Impaired mobility, Impaired hearing, Impaired sight, Dizziness, Impaired 

memory, Sleeping problems, Fatigue, Breathlessness, Loneliness, Headache, Nervousnes.  

When examining the problem of elderly housing, David P. Varady (2007) develops models 

based on three groups of variables: (i) background characteristics (dwelling units, and 

neighborhoods) and housing and neighborhood problems; (ii) housing and neighborhood 

satisfaction, and (iii) intrametropolitan moving plans. Decisions to stay or move somewhat 

reflect the quality of life of the elderly in the current condition. When the problems that arise out 

of scale can be adjusted to adapt, the elderly will have plans to move away. Backgrounds 

characteristics, on the one hand, indirectly affect the decision to move / stay in the elderly 

through a sense of satisfaction for housing and neighborhood, on the other hand, directly affect 

their views and decisions. 

The background characteristics include: (i) objective neighborhood characteristics, (ii) 

objective housing characteristics, (iii) objective personal characteristics, (iv) health, (v) coping 

ability, and (vi) perceived housing and neighborhood problems. 

Carlos Discoli et al (2014) synthesized the theoretical and conceptual aspects of urban life 

quality (ULQ) and developed a model, which considered the interactions between basic services, 

infrastructure and environmental aspects. Studies show that the quality of life in urban areas 

strongly affected by the level of satisfaction when individuals reach the demand. And much of 

that satisfaction is related to urban supply, such as urbanregional services and urban

environmental aspects. The first group includes infrastructure basic services, Sanitation basic 

services, Communication services, and Social services, while the second one includes urban 

aspects and environmental aspects. Each aspect is assessed not only on the quality of each type 

of service or factor, but also on opinion or perception by the inhabitants. 

In summary, from the theoretical and conceptual perspectives on quality of life and 

relationships as evidenced in previous studies, some of the following issues are drawn up for 

suggesting a model of interactions between housing and environmental factors to satisfaction and 

quality of life. 

 Housing satisfaction is an important determinant of overall wellbeing and quality of life 

for the elderly in urban areas. This impact includes direct effects and indirect effects (through 

improved physical health, status, social connections, and ability to live independently). 

 The meaning of living or living conditions for the elderly includes satisfying the basic 

needs of life and health as well as spiritual values. This is largely influenced by individual values 

and cultural factors. 

 Key factors related to dwelling place affect the satisfaction and quality of life of the 

elderly could be grouped into: (i) physical feature, (ii) provision of services (inside the area), (iii) 

provision public facilities (outside the area), and (iv) social environment factors. Besides, the 
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group demographic factors and subjectivevalue factors that should be considered in relation to 

impact on residential satisfaction and quality of life. 

 To build a complete model of assessment, to consider the specific characteristics of 

elderly people living in highrise apartment buildings in urban areas. And cultural characteristics 

of each locality has its own (like Vietnam) would affect the views of the individual satisfaction 

and perceived importance of each factor. 

4. An observation of the elderly’s quality of life in high rise apartment building 

4.1. Data and methods 

In order to clarify the elderly's perception of the quality of life in condominiums on the 

perspective of housing and related issues, a survey was conducted on 66 elderly people living in 

four buildings high rise in Ha Dong district. Facetoface interviews, questions including 

selected questions about personal information, apartment and apartment information, the views 

of the elderly on the importance and satisfaction of the elements of the home and the 

environment characteristics, which impact on the quality of life of the elderly. Significance and 

satisfaction were assessed on a 5level likert scale. 

4.2. Results and discussion 

The elderly interviewed ranged from 58 to 98, with 24.2% of the respondents aged 5564 

and 51.5% of the population aged 6574. 

Table 1: age group 

 Frequency Percent 

55 to 64 16 24.2 

65 to 74 34 51.5 

75 to 84 7 10.6 

85 and above 9 13.6 

Total 66 100.0 

Elderly people living with 3 generations make up a large proportion of the respondents 

(68.2%). Only five people did not live with their children, accounting for 7.6% of the 

interviewees. This suggests that living in condominiums is not a priority for older people, so 

their choice to live here may stem from the desire to live with their children and support their 

children in take care of the third generation in the family. 

Table 2: Number of generations living together 

Number of generations living together Frequency Percent 

1 5 7.6 

2 9 13.6 

3 45 68.2 

4 7 10.6 

Total 66 100.0 
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Physical features 

Physical features, including the quality of buildings, infrastructure, sound insulation, etc., 

were assessed by the majority of respondents at the highest level of importance. 

Table 3: Importance  physical features 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 1.0 1 1.5 1.5 1.5 

3.0 2 3.0 3.0 4.5 

4.0 15 22.7 22.7 27.3 

5.0 48 72.7 72.7 100.0 

Total 66 100.0 100.0  

Meanwhile, the level of satisfaction with these factors is not high, the average level is only 

3.5. Many respondents complained about the facilities in the building, such as garbage collection 

systems, elevator issues, the provision of parking facilities, and fire protection systems. 

Provision of services  

Similar to the physical features, the provision of basic services is considered to have an 

important role in the quality of life, yet the average satisfaction level is only 3.5 

Table 4: Importance and satisfaction level  Basic services within the region 

 Frequency Percent Valid Percent Cumulative Percent 

Importance 1.0 1 1.5 1.5 1.5 

3.0 3 4.5 4.5 6.1 

4.0 33 50.0 50.0 56.1 

5.0 29 43.9 43.9 1100.0 

Total 66 100.0 100.0  

 Frequency Percent Valid Percent Cumulative Percent 

Satisfaction 1.0 2 3.0 3.0 3.0 

2.0 9 13.6 13.6 16.7 

3.0 28 42.4 42.4 59.1 

4.0 21 31.8 31.8 90.9 

5.0 6 9.1 9.1 100.0 

Total 66 100.0 100.0  

In particular, many complain about garbage service and the ability to provide a stable 

supply of electricity and water. 

Provision public facilities (outside the area),  

Surprisingly, the provision of public utilities such as shopping, hospital, or public transport 

is not the primary concern of older people interviewed. Even if the level of satisfaction with 

these factors is not high, the elderly interviewed assessed the importance of these factors at a low 

level and there were differences in age groups. 
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Table 5: rating about provision public facilities 

 N Minimum Maximum Mean Std. Deviation 

IMP  accessibility to utilities (shopping, 
health) 

66 2.0 5.0 3.545 .7480 

IMP  accessibility and use of public 
transport 

66 1.0 5.0 2.939 .8572 

SAT  accessibility to utilities (shopping, 
education, health) 

66 2.0 5.0 3.803 .7690 

SAT  accessibility and use of public 
transport 

66 1.0 5.0 3.303 .7839 

Valid N (listwise) 66     

For utilities such as shopping and health care, older people (older than 80s) rated their 

importance in two different extremes. 

 

They are either very interested, or very indifferent to these utilities. Meanwhile, the elderly 

(under the age of 70) usually only assess the importance of these facilities at medium level (3 or 4). In 

particular, with public transit facilities, there is a clear trend toward interest in this gadget by age group. 
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This phenomenon can be explained by the fact that elderly people with mobility problems 

and physical problems have difficulty in using public transport. Instead of focusing on the 

provision of public transport services, the provision of shuttle or homebased care services is 

more appropriate for older people. This brings convenience to the elderly, thereby improving 

their quality of life and satisfaction. 

Social environment factors 

Security issues were assessed at the most important level by the respondents, and the 

demand was well met in condominiums.  

Table 6: Security level of the apartment 

 N Minimum Maximum Mean Std. Deviation 

SAT  security level of the apartment 66 2.0 5.0 4.106 .7260 

IMP  security level of the apartment 66 2.0 5.0 4.500 .7894 

Valid N (listwise) 66     

  
 

Security in the apartments appears to have met the needs of the elderly, when none of the 

respondents assessed the level of security at the lowest level, and the mean of both importance 

and Satisfaction is very high. 

The respondents seem to tend to look inward and appreciate the value of the family over 

social connections, showing a great deal of interest in the quality of family relationships. 

Table 7: the importance and satisfaction of some social environment factors 

Importance public space 
family 

relationship 
Connect and maintain 

community relationships 
Access to and participation in 

recreational activities 

N Valid 66 66 66 66 

Missing 0 0 0 0 

Mean 3.848 4.409 3.076 3.682 

Median 4.000 5.000 3.000 4.000 

Mode 4.0 5.0 3.0 4.0 
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Importance public space 
family 

relationship 
Connect and maintain 

community relationships 
Access to and participation in 

recreational activities 

Satisfaction     

N Valid 66 66 66 66 

Missing 0 0 0 0 

Mean 2.515 3.909 3.106 2.258 

Median 2.000 4.000 3.000 2.000 

Mode 2.0 4.0a 3.0 1.0 

a. Multiple modes exist. The smallest value is shown 

Meanwhile, public space, though, is also a major concern for the elderly, who are not 

satisfied with this factor. Many people complain about the problem of public space being used 

improperly, such as parking lots or being used as a place to do business. Older people lose space 

to relax, connect with neighbors and this negatively affects their quality of life and satisfaction.  

5. Conclusion 

This paper has explored aspects of the quality of life for older people and the housing 

problems that affect quality of life. Perspectives on quality of life are generalized and 

synthesized. Research confirms the meaning of home to the elderly not only in material values, 

but also in terms of mental, cognitive and cultural values. Satisfaction is generally influenced by 

subjective opinions of the individual. 

The actual survey points to some of the elderly's priorities for the aspects of housing and 

the environment that will affect the quality of life of the elderly. This is the basis for the 

subsequent studies to be completed and the development of a comprehensive assessment of the 

quality of life and the impact of housing issues on the quality of life of the elderly. 
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Abstract: Safe food is classified as credence good, the quality of which consumers know 

very little about. As such, consumers have to rely on signals provided by firms or a third party to 

assess the good’s quality.  This study examines how much Vietnamese consumers rely on these 

factors as indicators of safety. Applying a ROLM model on surveyed data, we've found that 

Vietnamese consumers trust “labeling” and “having production address” the most while not 

having much faith in “government certification”. This raises a serious concern, as pointed out by 

McCluskey (2000): for credence good, signals provided by suppliers would be “cheap talk” 

without reliable monitoring, often done by the government. Thus, the government should 

prioritize monitoring factors consumers rely on most, which are “labeling and production 

address” to make sure they are instructive and accurate. Furthermore, with little confidence in 

governmental certification processes, consumers should also be cautious of producer’s signals. 

The results are for safe vegetables but can also be applied to other credence good. 

Keywords: Credence good, perceived trust, food safety, rank-ordered logit model (ROLM)  

 

1. Introduction 

In recent years, Vietnamese consumers’ concern about safety of food in general and 

vegetables in particular is increasing. Even a Member of Parliament claimed that it is quite 

common in Vietnam for farmers to cultivate their vegetables in two ways: the safe one for their 

own consumption and the unsafe one for commercial purpose5; this is confirmed by the Deputy 

                                                 
5http://baodatviet.vn/chinh-tri-xa-hoi/201302/dB-Tran-Thi-Quoc-KhanhThuc-pham-ban-dan-den-chet-nguoi-

2341386/ (2013) 
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Prime Minister6. Many families in big cities, including those residing in Hanoi and Ho Chi Minh 

City are looking for alternative resources of safe vegetables, such as rooftop gardens.  

From a macro level, the government has taken many initiatives to improve food safety. 

The birth of VietGAP standard (good agricultural practices) – a standard for safe products, 

especially fruits and vegetables  in 2008 is one such program promoted by the government. 

However, VietGAP is not particularly successful: after 7 years, the land cultivated by VietGAP 

makes up only 0.4% of total agricultural land for vegetables7. One important reason is this: 

from the consumer’s side, the information on the safety of vegetables is often imperfect, that 

is, they can’t assess the safety of vegetables by their traditional intrinsic attributes such as 

appearance, smell or taste. In other words, there exists informational asymmetry (IA) between 

consumers and suppliers about whether or not the products are safe to consume. Thus, 

consumers have to rely on other factors such as a store’s reputation, labelling or safety 

certification when assessing the safety of products (Zang et al., 2010). But all these indicators 

are not particularly reliable without a sound surveillence system (McCluskey, 2000).  Indeed, 

scandals in market for safe food are not a rarity. Big C, for example, a large supermarket chain 

in Vietnam, was involved in a controversy surrounding their deliberately mislabeled grapes 

(visavis country of origins). There have also been cases where regular vegetables were found 

to be sold as VietGAPcertified circa 20168. 

Given this landscape, understanding the factors used in consumers’s assessment of safety 

is very important for policymakers. For instance, if consumers put more weight on “labelling”, 

then policymakers should ensure information on labels is informative and accurate. In doing so, 

the market becomes more transparent and the social cost of informational asymmetry in the 

market could be reduced. The objective of the study is thus to identify the main attributes that 

Vietnamese consumers look for when assessing the safety of vegetables, from which we draw 

recommendations for policymakers. 

The reason for choosing vegetables is twofold: firstly, vegetables are an important part in 

daily meals in Vietnam and other parts of the world. Secondly and more importantly, vegetables 

can be classified as credence goods of which the level of IA is highest, making it difficult to 

reduce IA and increase transparency in the market. Additionally, the supply chain for vegetables 

in Vietnam relies heavily on a mass of small household retailers, rendering effective monitoring 

very difficult. Although the study is about vegetables, any drawn conclusions can still be applied 

to other credence goods as they share the same essential feature[s].  

The structure of the paper is as follows: the next section will review recent related studies, 

section 3 presents data and empirical methods, and the last section concludes. 

                                                 
6http://vietnamnet.vn/vn/kinh-doanh/can-canh-luong-rau-dac-biet-pho-thu-tuong-vu-duc-dam-da-de-cap-

285242.html (2016) 
7 http://www.thesaigontimes.vn/138886/Sau-7-nam-dien-tich-trong-rau-VietGap-moi-dat-04.html 
8 http://petrotimes.vn/kich-ban-doi-lua-trong-vu-nho-big-c-gan-co-trung-quoc-100237.html 
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2. Literature review on the determinants of trust in the market for safe foods 

One major problem with the market of safe food is information asymmetry, that is 

suppliers normally know more than consumers about the safety of their products. The problem of 

IA in goods markets is well recognized by Akerlof (1970) when he studied the market of used 

cars. Since Akerlof (1970), the problem of IA has been studied and discovered in many different 

markets including markets for safe food such as milk (Zhang et al., 2010), chicken (Dierks, 

2005) or organic vegetables and fruits (Rousseau & Vrankin, 2013). An effective way to 

alleviate the extent of asymmetry is signaling, that is the owners of high quality good provide 

signals about the quality of their good so that buyers can distinguish theirs from low quality 

goods (Spence, 1973). In food markets, signals could be labelling, price, money – back 

guarantees, etc. In some countries, the government also helps in signaling by issuing certificates 

indicating quality of certain products. The USDA in the US, for example, provides certification 

for many medicinal products; the Vietnamese government also issues certificates for safe 

vegetables. However, as it is practically impossible (or too costly) for consumers to verify the 

signals, they have to rely on how much they trust the signals when making the decision on 

whether to purchase the item.    

The trust that consumers put on each signal may differ across countries, depending on the 

development of market, safety regulations and the rule of law. In China, for example, a study on 

the determinants of trust for Chinese people when assessing the safety of milk conducted by 

Zhang (2010) showed that milk brand and purchase venue are the two most important factors 

people rely on when purchasing milk, while formal factors like certification (issued by the 

government) are not. The author then concludes that the Chinese government should put more 

effort on supervising branded firms as well as ostensibly trustworthy stores so that customers’ 

trust is placed correctly. 

The problem of food safety is also studied in developed countries where safety regulations 

as well as the rule of law are well established. Studies reveal that formal factors such as 

certification or country of origin are more important when consumers assess the safety of food. 

For instance, Loureiro & Umberger (2007) studied beef consumption in the US and found that 

American customers value USDA certificate the most, over other factors such as countryof

origin, labeling or traceability.  

It can be seen from the literature that in more developed countries where rule of law and 

safety regulations are well established, consumers tend to put more weight on formal factors 

such as certification or products’ country – of – origin. In less developed countries, people tend 

to rely on other factors such as brand or purchasing venue. In Vietnam, it can be said that the 

food safety monitoring system is not functioning effectively yet, furthermore, the food supply 

chains, especially for vegetables and fruits, rely heavily on small household retailers, making it 

more difficult to properly monitor. As such, it is difficult for Vietnamese consumers to determine 

the safety of food in general and that of vegetables in particular. Surprisingly, there has yet been 

quantitative studies of this problem in Vietnam. 
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3. Data and empirical result 

3.1. Data collection and data summary 

Our data is collected from 680 households living in Hanoi. The questionnaires were 

delivered to each household and collected two days later; this is to make sure that the respondent 

is the person who takes care of the family diet and he/she has enough time to answer all the 

questions carefully. 17 of the questionnaires are not correctly filled, and so are dropped from 

analysis, making a total of 663 valid questionnaires. Aside from normal demographic 

information, the focus of the data set includes: (1) which factors they consider most when 

assessing if a vegetable is safe or not, and (2) willingness to pay for that vegetable IF the 

vegetable is indeed safe.  Factors with which people use to analyze include: (1) Store reputation 

(2) Label (3) Price (4) government certificate (5) Address of production, (6) Appearance, and (7) 

Information from friends. These factors are chosen from related literature review as well as from 

a pilot interview of 100 respondents. People were asked to rank them from the most to least 

important when considering whether a vegetable is safe; the basic statistic for these factors are 

reported in Table1. 

Table 1: Ranking of factors (numbers are in percentage,  

1 is the most important and 7 is the least important) 

Factor 1 2 3 4 5 6 7 Total 

Store’s reputation 30.17 14.78 15.69 16.59 10.26 9.05 3.47 100 

Labelling 31.52 17.19 14.93 9.35 12.22 8.3 6.49 100 

Price 8.9 8.6 9.5 9.95 12.22 12.37 38.46 100 

Government’s certificate 2.56 9.65 22.47 23.08 21.12 13.57 7.54 100 

Has production address 14.63 32.73 17.19 15.99 11.16 4.98 3.32 100 

Veg’s appearance 4.68 8.3 10.26 14.33 17.19 25.34 19.91 100 

Information from  friends 7.54 8.75 9.95 10.71 15.84 26.4 20.81 100 

Source: Calculation from surveyed data 

Table 1 presents the questionnaire result for the rank of the seven factors. It can be seen 

from the table that factor 1 and 2 (store’s reputation and labeling) are quite important. More 

specifically, 35.12 and 32.93 percent of respondents rank those two factors as most important, 

respectively.  Factor 3, 4 and 6 are considered not as important among the 7 factors. 

3.2. Rank ordered logit model and empirical result 

3.2.1. Rank ordered logit model and estimation method 

Rank ordered logit model (ROLM) is popular in the field of marketing and economics. It 

differs from the standard ordered logit model in that with an ordered logit model, each 

respondent picks the ONE factor that is best to him while in a ROLM model he ranks ALL the 

factors (say, from most to least important). As such, the information in a ROLM is much richer 
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compared to an ordered logit model. Hence, whenever the categorical dependent variable is fully 

ranked by respondents, ROLM is a good option. The model has been used in other studies in 

these fields, such as in Zhang et al. (2010) or Cicia et al. (2002). The formation of a ROLM 

model can be drawn from random utility theory as follows: assume that a respondent ranks a 

variety of options depending on his/her utility. More concretely, if person i faces J options, then 

he would rank   if . 

In this paper, we follow the random utility framework proposed by Manski (1977), or 

Allison & Christakis (1994), Beggs et al. (1981), in which unobservable utility of person i when 

picking choice the j choice can be written as: 
ij ij ijU = m + v  , where m is the conditional 

deterministic part and 
ijv  is the i.i.d error term with extremevalue distribution. It is reasonable to 

say that person i would rank choice j higher than choice k if 
ij ikU U  . Given the i.i.d condition, 

we have the following formula: 

1 2 1 ( 1)( .. ) ( | 2)... ( | )i i iJ i ij i J iJP U U U P U U for j P U U for j J       
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in which 1ijk   if 
ij ikU U  , that is, person i ranks choice j as no less important than 

choice k, and 0ijk   otherwise. Furthermore, we could also express 
ijm  as: 

1

N

ij j jn ijn
n

m x 


                                  (1) 

Where ( 1, .., ), ( 1, .., ; 1, , )j jnj J j J n N     are parameters to be estimated; 
ijnx  are 

vector of the respondent’s characteristics or/and choice’s features, they can vary across choices, 

respondents or both. It is easy to see that 
j  reflects the difference in utility that choice j can 

bring to respondent i, all else equal (compared to a base choice which will be omitted from the 

estimated model). 
jn  shows the impact of the characteristic n to utility of using factor j. 

Maximum loglikelihood can be used to estimate those parameters. From (1), it can be seen 

that the log – likelihood function will be: 

1 1 1 1 1

log( exp( ))
J N J N J

ij ijk ik
j i j i k

LL m m
    

   
 

According to Beggs et al. (1981), the function LL is global concave in ( , )   jointly, 

hence first order condition is also the sufficient condition for the global maximum.  
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3.2.2. Empirical results 

In our model, the explanatory variables include:  

Variables Description and coding Mean, percent  Reason to be included in the model 

Educ Respondent’s education: 

=1 for less than bachelor degree 

=2     has bachelor degree or higher 

 

30.32 % 

69.68% 

Better educated people may pay more 
attention to a healthy diet, and they may have 
a different view on what factors to be trusted. 

Age 

      

 

Respondent’s age group 

=1 if age <=30 

=2 if age: 3045 

=3 if age above 45  

 

25.5 % 

49.6% 

24.9% 

Young people may pay more attention on 
different issues such as nutrition, fitness. And 
older people may be more concerned about 
daily food intake. 

Income 

 

Family’s income status 

=1 if income per head <3 mil vnd/month 

=2 if income per head from 3 mil to 4.2 mil  

=3 if income per head above 4.2 mil 

 

33.3% 

33.3% 

33.3% 

Higherincome households are more likely to 
be able to afford safe food, so they pay more 
attention to the issue, and may have a 
different view about which source to trust. 

Gender of household head is not included in the model as its coefficients is statistically insignificant 

The result is reported in Table 2, the test result for model specification error is in the 

Appendix. The first six rows in Table 2 show the role of the six factors: labeling, price, 

government certificate, production address, appearance, and  Information from friends 

compared to store’ reputation as the base, holding all else constant. For example, consider the 

factor label, 0.7 means that ceteris paribus, the odds of prefering to use labeling as a safety 

indicator are 2.01 times (= e0.7 ) higher than the odds of prefering to use store reputation. As 

such, the first six rows in Table 2 reveal that after accounting for other factors, the importance of 

the seven factors is ranked as follows: the most important is labeling, followed by production 

address, store’s reputation, government certificate, appearance,  information from friends, 

whereas price is the least important. 

Table 2: Estimated results 

Variables Coef. Rb Std. Err. z P>z [95% Conf. Interval] 

Label 0.70 0.26 2.65 0.01 0.18 1.22 

Price 1.28 0.29 4.47 0.00 1.84 0.72 

Gov's certificate 0.13 0.22 0.60 0.55 0.56 0.30 

Production address 0.55 0.24 2.24 0.03 0.07 1.02 

Appearance 0.43 0.25 1.72 0.09 0.92 0.06 

Information from  friends 0.75 0.27 2.79 0.01 1.28 0.23 

Income(#factors)       

Store’s reputation#2 0.06 . . . . . 

Store’s reputation#3 0.00 0.19 0.00 1.00 0.37 0.37 

Label#2 0.70 0.20 3.54 0.00 1.09 0.31 

Label#3 0.47 0.21 2.23 0.03 0.89 0.06 

Price#2 0.41 0.21 1.99 0.05 0.82 0.01 

Price#3 0.10 0.19 0.54 0.59 0.47 0.27 
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Variables Coef. Rb Std. Err. z P>z [95% Conf. Interval] 

Gov's certificate#2 0.19 0.15 1.27 0.21 0.47 0.10 

Gov's certificate#3 0.03 0.16 0.21 0.83 0.28 0.35 

Production address#2 0.03 0.18 0.17 0.87 0.39 0.32 

Production address#3 0.11 0.16 0.69 0.49 0.43 0.21 

Appearence#2 0.31 0.18 1.69 0.09 0.67 0.05 

Appearence#3 0.12 0.14 0.88 0.38 0.39 0.15 

Information from  friends #2 0.37 0.19 1.93 0.05 0.75 0.01 

Information from  friends #3 0.10 . . . . . 

Education (#factors)       

Store’s reputation#2 0.28 0.17 1.61 0.11 0.06 0.62 

Label#2 0.00 0.19 0.00 1.00 0.37 0.37 

Price#2 0.10 . . . . . 

Gov's certificate#2 0.20 0.16 1.26 0.21 0.11 0.52 

Production address#2 0.07 0.18 0.40 0.69 0.28 0.43 

Appearence#2 0.06 0.18 0.35 0.73 0.42 0.30 

Words of mouth#2 0.07 0.17 0.40 0.69 0.40 0.26 

Factor*gender       

Store’s reputation#2 0.16 0.23 0.70 0.48 0.29 0.61 

Label#2 0.01 0.25 0.04 0.97 0.47 0.49 

Price#2 0.39 . . . . . 

Gov's certificate#2 0.18 0.23 0.80 0.43 0.26 0.63 

Production address#2 0.26 0.23 1.15 0.25 0.18 0.70 

Appearence#2 0.26 0.23 1.15 0.25 0.19 0.71 

Information from  friends #2 0.52 0.22 2.36 0.02 0.09 0.95 

Age (#factors)       

Store’s reputation#2 0.08 0.20 0.41 0.68 0.48 0.31 

Store’s reputation#3 0.03 0.21 0.16 0.88 0.45 0.38 

Label#2 0.34 0.21 1.63 0.10 0.74 0.07 

Label#3 0.08 0.23 0.34 0.74 0.38 0.53 

Price#2 0.17 . . . . . 

Price#3 0.07 0.23 0.31 0.76 0.38 0.52 

Gov's certificate#2 0.51 0.18 2.76 0.01 0.87 0.15 

Gov's certificate#3 0.65 0.16 3.97 0.00 0.98 0.33 

Production address#2 0.53 0.20 2.68 0.01 0.93 0.14 

Production address#3 0.79 0.19 4.23 0.00 1.16 0.42 

Appearence#2 0.52 0.20 2.58 0.01 0.91 0.12 

Appearence#3 0.65 . . . . . 

Information from  friends #2 0.43 0.17 2.48 0.01 0.78 0.09 

Information from  friends #3 0.49 0.16 3.09 0.00 0.80 0.18 

Some standard errors are missing due to no variation within the sub-group 
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The rest of Table 2 consists of three sections, namely: income, education and age, showing 

the effect of the respondent’s household and individual characteristics on their ranking of these 

factors as indicators of safety. The notation income(#factors) consists of interaction between 

income groups and factors. The estimated coefficients in each section are compared to the 

corresponding base category. Concretely, the coefficients in the income section are compared to 

income group 1; education section with “less than bachelor degree”, and age section with age 

group 1 (the youngest). For example, consider Store’s reputation#2 in the income section, the 

figure 0.06 means that all else equal, the odds of prefering to use Store’s reputation as a safety 

indicator for income group 2 are 0.94 times (=e0.06) those of income group 1. The figures in this 

section show that richer respondents (income group 2 and 3) put less weight on label as a safety 

indicator compared to lowerincome respondents (income group 1): the coefficients are 0.7 and 

0.47 respectively. As for other factors, the interviewees seem to be indifferent, i.e. the 

coefficients are (or very slightly) insignificant. 

The figures in education show that the role of the seven factors as safety indicators are the 

same across educational level, apart from one exception: people with higher education rely on 

words of mouth more than less educated people. A plausible explanation for that is this: well

educated people may discuss the issue with other welleducated people often, and they trust each 

other’s knowledge.  

The last section is age, where coefficients on government’ certificate, production address, 

appearance, words of mouth are all negative and statistically significant. This signifies that 

young people trust these factors as safety indicators more than old people.  

As mentioned above, the coefficient of household head gender is found to be statistically 

insignificant. This may imply that other thing being the same, both men and women show the 

same level of concern about food safety. This is not surprising as the survey is conducted in a 

large metropolitan city where gender is not important.   

4. Concluding remarks and recommendations 

This paper studies which factor Hanoian consumers rely on when determining food safety. 

Most of safe food are credence good, of which consumers can not use observable attributes such 

as smell or taste to assess safety. The factors often used in the literature include: certification, 

labeling, place of purchase, etc. The roles of these factors vary across countries, depending on 

the nature of food as well as the surveillance, monitoring systems or the rule of law in each 

country. This paper focuses on vegetables as it is an inherent part of daily meals of Vietnamese 

people and the lack of safety is at an alarming level, causing potential harm to people’s health as 

well as to the sustainability of the vegetable market.  

One interesting finding is that consumers trust labeling much more than government 

certificates. This may signify consumers’ lack of trust of the government as a monitoring 

authority. This result raises a serious concern to the safe food market, as McCluskey (2000) 

has pointed out: all signals from the supply side, such as labeling or packaging, are “cheap 

talk” without a good external monitoring system. This finding implies that strengthening the 
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credibility of the Vietnamese government is crucial for the functioning of the safe food market. 

Without it, the signals provided by suppliers may become meaningless or misleading in the 

long term. 

Our findings also show that labeling and having a production address are the two most 

important factors consumers use when assessing safety of vegetables, while   appearance, 

information from friends, and price are the least important. As such, from the government side, 

more restriction should be imposed so that the information on labels and production address 

are informative and correct. From the supply side, a good way to give signals to consumers 

about products’ quality is to provide the production facility’s address with more details or 

organizing tours to production fields. From the consumer’s side, when a sound monitoring 

system has not been introduced yet, they should very carefully update their information, 

because, as there is not yet a strong monitoring system, all the (unverifiable) signals from the 

suppliers may mean nothing. 
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Abstract: This study aims to estimate the cost of providing environmental services, compare the 

valuation of environmental services of DLSU-D across respondent’s characteristics, and identify the 

factors affecting the respondent’s willingness to pay for the environmental services of the university. 

Using the contingent valuation method, the willingness to pay of the 400 DLSU-D stakeholders for the 

use and non-use value was measured.  Logistic regression was used to calculate the probability of their 

willingness to contribute for the maintenance of the DLSU-D environment while Least Squares 

Regression was employed to identify the factors affecting the willingness to pay for the conservation 

and maintenance of the environmental services.  

It was revealed that age, gender, income and educational attainment of the respondents were 

found to affect the willingness to pay for environmental services. Overall, the students have higher 

willingness to pay amounts for the conservation of environmental characteristics and maintenance of 

environmental services than the personnel. A higher extent of knowledge and extent of appreciation 

over the environmental services do not guarantee respondents’ higher willingness to pay for 

environmental characteristics. Knowing how much the community values the ecosystem of the 

University will rationalize the amount of environmental fee to each sector of the community on top of 

knowing how much the academic community appreciates its environment.  

Keywords: Economic valuation, environmental services, willingness to pay, contingent valuation, 

use and non-use values 
 

1. Introduction 

Worldwide, the state of biodiversity is important for the maintenance of human life and 

economic wellbeing (Sagar, 2006 as cited in Singh, 2002). Thus, to maintain its lifestyle, it is 

humanity’s duty to take care of the environment. Ever since 2005, the Millennium Ecosystem 

Services has lead the development for the prominence of ecosystem services (Silvertown, 2015) 

whereby it has become the guide on how researches and policy making that concerns 

biodiversity, ecology and conservation biology is being made.  

The environment may be understood to be the set of natural conditions that defines the 

human living space (Siebert & Nixdorf, 2008). The Philippines is abundant with beautiful flora 
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and fauna and some of these animals, like the tamaraw, can only be found in the country. Rich 

seas full of different kinds of fish and pearls abound the Philippine territory like the Sulu Sea in 

the south and the Benham Rise to the East. While areas covered by forests have decreased since 

the beginning of the 20th century and now only covers approximately more than 80,000 square 

kilometers, the country is still considered rich in its forest resources (DENR, 2015). It is 

estimated that in this forest area, only 28.28% are considered to be closed forests while 67.18% 

are classified as open forests and 4.54% are mangrove (National Mapping and Resource 

Information Authority, 2010). 

In the past, the environment was often used as a receptive medium for pollutants at a 

negligible price. It was often sacrificed for the sake of the country’s economic growth. Thus, 

overexploitation of mineral and other natural resources was rampant and without foresight as to 

its effects on the ecosystem surrounding it. Indeed, the pollution in some countries has reached 

outrageous levels to the point where the health of their citizens is now endangered. Today’s trend 

of measuring the real wealth of a nation is now anchored on global sustainability practices since 

most environmental damage often cannot be repaired (Jao, n.d.). 

While the Philippines may still be considered rich in natural resources, this wealth is 

increasingly being depleted as natural resource extraction companies and pollution producing 

industries invest themselves in the country to take advantage of our environmentally rich nation. 

In fact, the degradation of the Philippine environment was taken as one of the world’s worst and 

the capital, Manila, as one of the dirtiest cities in the planet (Bartelmus, 1999). 

One of humanity’s answer to these problems is the implementation of Payment for 

Environmental Services (PES). Unlike pollution taxes and other governmentsponsored 

environmental regulations, PES is a marketbased approached to environment conservation 

based on twin principles: (a) that those who benefit from environmental services should pay for 

them, and (b) those who provide such services should receive compensation (Whittington & 

Pagiola, 2011 as cited from Wunder, 200; Pagiola & Platais, 2007; Engel et al., 2008).  

The monetization of ecosystem services has gained a huge support as an optimal strategy 

to make the factor of consequences to nature have weight in the decisions made by firms and in 

the financial markets.  This hopes that all will translate to a sustainable human practice in the 

extraction of natural resources for the preservation of the environment (Baveye et al., 2013). 

Though this may seem as a strong inclination that humanity is eyeing a greener planet, Voltaire 

(2015) reminds everyone that even if the government places a strong interest to protecting nature 

and its biodiversity, too much dependency on public funds would pose as a crucial vulnerability. 

Governments are crippled by spending priorities and budget cuts from time to time and thus, a 

heavy reliance on government funding would not be sustainable. The private sector, therefore, 

must pay its share on the conservation of the environment. 

With more than 1,300 trees all over the University, De la Salle University – Dasmariñas 

(DLSUD) has long recognized the importance of the environment and its significant role in the 

world’s survivability. Several environmental policies were made and enacted by the officials to 

help promote the preservation of the ecosystem in the university. To ensure the continuous 

implementation of these policies and to study the university’s response to the legislation 
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Republic Act 9003, otherwise known as the Solid Waste Management Act, the DLSUD 

Environmental Resources Management (ERMAC) was established in May 2001 (ERMAC, 

2015) to oversee all matters regarding the protection of the ecosystem within the school as well 

as its promotion towards a sustainable environment. 

In September 2008, the Environmental Education Network of the Philippines, now 

Philippine Network of Educators on the Environment (PNEE) gave DLSUD the Dark Green 

School Status for its environmental sustainable practices as well as for the facilities to which the 

university has invested for protecting its ecosystem. The Project Carbon Neutral and the Black 

Out. Green In., both aimed to reduce the carbon footprint of the university started in 2009 and 

2011, respectively. In fact, car owners, both students and faculty, are required to pay an 

environmental fee before a car sticker is issued to them as payment for the pollution their cars 

emit when used within the school. Plastics were banned within the university’s borders 

beginning in 2011 and bikes were promoted for primary transportation to support the Project 

Carbon Neutral and the introduction of solar lamps along the oval canopy walk leading towards 

the Magdiwang Gate was done to conserve energy the following year (ERMAC, 2015).  

With these achievements, however, DLSUD still has no official economic valuation of its 

environment and no study has ever been done to determine if  they appreciate and are aware of 

the environmental services that they enjoy daily.  There are a lot of studies done to measure the 

valuation of nonmarketable goods using contingent valuation method.  Abansi (n.d.) tried to 

estimate the value of the recreational benefits gained by both local and foreign tourists that visit 

Sagada, a municipality located in the Cordillera Mountains in the northern part of the 

Philippines. Bernard and Mitra’s (2010) study, on the other hand, showed the call for a premium 

price over ecolabelled products compared to nonecolabelled. Calderon et al.’s (2006) 

attempted to show the results of a contingent valuation survey which reflected the respondents 

from Metro Manila’s valuation to the improvement of water supply and better management of 

the Angat, Ipo, Umiray and La Mesa watersheds. 

The contingent valuation method using WTP was further applied to the municipal 

packaging waste selective collection (Ferreira & Marques, 2014); recreational use of Oasis 

Norte’s vineyards in Mendoza, Argentina (Van den Bosch et al., 2016);  ecotourism resources in 

Malaysia (Yacob et al., 2009); and the watersheds that supply the water requirement of Beijing, 

China’s capital city (Zheng et  al., 2017).  The applicability of the method was, likewise, tested 

in organic foods (HamzaouiEssoussi & Zahaf, 2012) and food products labelled with “No MSG 

Added” ( Radam et al., 2010).   

Up to this date, the University still shoulders almost all of the financial burden of 

maintaining the environment and only imposes a minimum fee for the environment instilled in 

the parking fee to its carowning academic community members. This study aims to estimate the 

cost of providing environmental services; compare the valuation of environmental services of 

DLSUD across respondent’s characteristics; and identify the factors affecting the respondent’s 

willingness to pay for the environmental services offered by the university. Knowing how much 

the community values the ecosystem of the University will rationalize the amount of 
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environmental fee to each sector of the community on top of knowing how much the academic 

community appreciates its environment. 

2. Theoretical and Conceptual Frameworks 

2.1 Contingent Valuation Method 

Contingent valuation method was first introduced in theory by Sigfried von Ciriacy

Wantrup in 1947 in his article published in the Journal of Farm Economics. Its practical 

technique application, however, was only practiced in 1963 by Robert Davis during which, the 

values derived were found to have good correlation results with other valuation methods.  

CVM utilizes the willingness to pay (WTP) and willingness to accept (WTA) through a 

questionbased valuation technique with respect to a specific good (Holvad, n.d.). According to Van 

den Bosch et al. (2016), CVM values are what the respondent’s declaration of preferred values to use 

or feel the existence of a service. CVM works by encapsulating to the respondents the absence of a 

specific good or service and to elicit their willingness to pay for the existence and maintenance of the 

said good as well as the WTA of the producer of the said good and service. 

CVM is subject to inherent biases due to its survey approach. Halvod (n.d.) raised concerns 

on using CVM in valuation methods regarding its usage. According to him, CVM use should 

only be limited to variables from which the respondents know about as involvement of 

unfamiliar elements would not reflect preferences but guesses given the hypothetical character of 

the analysis. Thus, it is important, that the surveyor assess the honesty of his respondents in their 

answers. 

Due to its broad applicability, ability to capture existence and user value, CVM has been a 

widely used technique in the valuation of goods and services although, as pointed out by Whittington 

and Pagiola (2011), the vast majority of these studies focused only on estimating the respondent’s 

WTP. Reasons for this scenario differ from one study to another but what is common in all of them is 

the hassle involved or the unavailability of proper authority to elicit WTA from.  

2.2 Consumer Surplus 

Consumer surplus (CS) is the estimation of a value for a good or service through the 

identification of the highest amount by which a respondent is willing to give less the amount he  

actually pays (Fadzil & Ramli, 2016 as cited from Marshall, 1920). Thus, it can be said that CS is 

the estimated amount from which the respondent has enjoyed the good or service in excess of his 

actual payment. Ergo, the theory of consumer surplus can be used to quantify the estimated value 

of the benefits gained by the constituents of the DLSUD community from the environmental 

services provided by the university’s ecosystem over the actual payments for the fees imposed. 

According to Houghton (1958), the idea of CS came originally from a French engineer by 

the name Jules Dupuit in 1844. Although Marshall independently rediscovered the concept, 

Houghton emphasizes that the idea Marshall had is very identical to Dupuit’s and so Marshall’s 

theory from which he named it after himself, cannot be said that it is peculiarly his own. 

Ramli (2016) emphasizes that together with the producer surplus, CS is the only method 

for which welfare changes are practically measured. In fact, Rotoli et al. (2014) asserted that CS 
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is the most prevalent way in measuring and evaluating economic benefits. Furthermore, it is in 

their opinion in the study that CS’s monetary evaluation represents the respondent’s WTP and 

this might be able to propose a slight indication of the available room in the market theoretically. 

2.3 Willingness to Pay 

Clark et al (2017) states that WTP is widely used method in researches and in policy 

making where the values obtained can be used to measure the price of a certain good or service 

from which the value was taken from (as cited from Hanley & Shogren, 2001, Bateman et al., 

2002). WTP is crucial in the valuation of nonmarket goods as no price exists for them and is a 

widely used tool for Cost and Benefit Analysis researches (as cited from Bateman et al., 2002). 

WTP is defined as the highest amount a consumer is willing to pay for the maintenance of 

a service or a given quantity of goods and services (Wertenbroch & Skiera, 2002 as cited in Diro, 

et al., 2016). Clark et al. (2017) defines WTP as the highest price a person is willing to sacrifice 

to gain a specific benefit or for any other reason (as cited from Breidert et al., 2006). There are 

also studies where WTP is used to measure the highest amount for a given quantity of utility 

(Lusk & Hudson, 2014 as cited in Diro et al., 2016). 

2.4 Conceptual Framework   

Van den Bosch (2016) and Zheng et al. (2017) were able to prove that educational attainment 

has a direct relationship  to WTP which means  that as the respondent gains more years in 

schooling, the higher is his WTP. Age was also identified in many literatures as a significant 

variable in determining WTP (Abansi, n.d.; Calderon et al., 2006; Ferreira & Marques,2014; Van 

den Bosch, 2016; Yacob et al., 2009; and Zheng et al., 2017).  In most of the literatures, income 

was identified as a significant variable while gender was also found to be a significant driver 

(Ferreira & Marques, 2014; Zheng et al., 2017) to the valuation of environmental services.  

Length of residence was hypothesized to affect WTP as the emotional bond that develops 

between a person and his environment, can influence the respondent to have an emotional 

connection ( Altman & Low, 1992 as cited in Wu et al., 2011) to what the ecosystem in DLSUD 

is now. Household size has a possibility of playing a significant role in the respondent’s 

willingness to pay as the higher the number of household members would mean a lower per capita 

of the family disposable income, thus resulting in a higher price sensitivity of its members as 

compared to respondents coming from a smaller family size (Radam et. al, 2010). Moreover, 

HamzaouiEssoussi and Zahaf (2012) found that the respondents’ extent of appreciation on a good  

affects their willingness to pay to obtain them while Radam et al. (2010) revealed  the extent of 

awareness on the effects of a good influences the respondent’s willingness to pay to obtain it.  

Hence, the determination of the respondents’ WTP for the use value of the DLSUD 

environment will be  a function of the respondent’s personal characteristics  and their extent 

of appreciation for the environmental characteristics . 
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The determination of the respondents’ willingness to pay  for the nonuse value of 

the DLSUD environment will be also as a function of the respondent’s personal characteristics 

 and their extent of awareness for the environmental services  they are enjoying. 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Conceptual framework showing the factors necessary for the computation of the use 

and nonuse value of environmental services in DLSUD 
 

3. Data Description and Analysis 

  Data were sourced out from students who are currently taking a bachelor’s degree and the 

employed members of the DLSUD community which include faculty, staff, administrative 

personnel, and outsourced personnel.  From 10,200 members of the DLSUD academic 

community, of which more than 9,500 are students, more than 500 faculty members and 

approximately 200 staff from the different offices of the university, a quota of  400 respondents, 

composed of  200 students and 200 personnel were used as respondents. For the students, well 

representation from various degree programs and year levels was ensured.  For the faculty 

members and staff,  the samples were  composed of those who were able to cater interviews in 

their schedules during the data gathering period so as to not disrupt their administrative functions 

and teaching responsibilities.  

A oneonone interview was conducted with the target respondents. A cheap talk script was 

used during the said interviews in order to minimize hypothetical bias on the part of the respondents. 

This was done through explaining  what a hypothetical bias is  to the respondents and was reminded  

on the budget constraint they face before asking their respective WTPs.  They were also asked 
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beforehand, to answer the questions as if it were a real referendum (Abansi, n.d.). 

Comparative analytics was employed to compare the respondents’  WTPs across their 

characteristics. To calculate the probability of the respondents answering “yes” or “no” when 

asked if they are willing to contribute for the maintenance of the DLSUD environment, logistic 

regression analysis was used. Thus, to measure the probability of the respondents to contribute 

for the conservation of the DLSUD environment in its nonconsumptive aspect, data on their 

ratings for the different environmental services with their level of awareness in the respective 

environmental characteristics they are currently enjoying were used.  

 

 

where: 

   = Respective coefficients of the variables 

     = Appreciation for scenic landscapes 

      = Appreciation for the presence of trees 

      = Appreciation for the presence of the lake 

      = Appreciation for the DLSUD environment being a habitat for various bird 

species 

     = Appreciation for the presence of butterfly park 

       = Appreciation for the presence of bugs and other insects in common places 

    = Appreciation for the presence of stray animals in the common places of 

the university 

Also, to measure the probability of the respondents answering “yes” or “no” when asked 

on their willingness to contribute for the maintenance of the environmental services, logistic 

regression was also used  using the ratings on their extent of knowledge with the enumerated 

environmental services provided by the DLSUD environment. 

 

 

  where: 

     = Extent of knowledge and awareness in the role of the DLSUD 

environment to the maintenance of air quality 
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      = Extent of knowledge and awareness in the role of the DLSUD 

environment to cooler climate inside the university 

         = Extent of knowledge and awareness in the role of the DLSUD 

environment to the control of erosion 

        = Extent of knowledge and awareness in the role of the DLSUD 

environment to the mitigation of natural hazard 

    = Extent of knowledge and awareness in the role of the DLSUD 

environment to the regulation of the local climate 

       = Extent of knowledge and awareness in the role of the DLSUD 

environment to the mitigation of diseases 

      = Extent of knowledge and awareness in the role of the DLSUD 

environment in providing comfortable recreation spaces to its constituents 

     = Extent of knowledge and awareness in the role of the DLSUD 

environment to the attraction of tourists within the locality 

     = Extent of knowledge and awareness in the role of the DLSUD 

environment inspiring the minds and perceptions of its constituents 

To measure the economic valuation of the respondents’ WTP for the nonconsumptive 

features of the DLSUD environment, least squares regression analysis was used. The log values 

of the respondent’s WTP as well as their personal information and ratings were used in order to 

better capture the contribution of each factor with regards to the valuation of their respective 

WTPs. The model is as follows: 

  

 where: 

 = Age  

 = Gender  

 = Income  

      = Temporal stay in the university 

        = Highest level of education a respondent has earned  

  = Number of household members the respondent has 

The nonuse value of the DLSUD environment was measured via the respondents’ WTP 

for the conservation and maintenance of the environmental services for future generation of 

students, faculty, and staff of DLSUD. Together with the respondent’s personal information, 
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their WTP was computed through their ratings as to their extent of knowledge of the enumerated 

environmental services. Only the WTPs of the respondents who are willing to contribute were 

considered in the computation. 

 

To test the internal consistency of the answers in the questionnaire, Cronbach’s alpha test was 

used. Cronbach’s alpha would measure the scale reliability of the respondent’s answers and can be 

written as a function of the number of test items and the average intercorrelation among items.  

4. Empirical Results and Analysis 

4.1 Willingness to Pay for Environmental Services 

Respondent’s mean rating on the extent of appreciation for environmental characteristics 

and on their extent of awareness for the environmental services were compiled and differentiated 

between those given by students and personnel. From both types of respondents, the ratings of 

the personnel on the extent of appreciation and extent of awareness for environmental 

characteristics were higher than the students (Figures 2 & 3).  This shows that personnel are 

more generally aware of the perks they have from the rich and sustainable environment of  

DLSUD and are also more appreciative of the presence of environmental as well as the aesthetic 

values of the university’s environment.  

The paradox now is that  despite a lower appreciation and awareness for the environmental 

characteristics and services, the students have higher WTP for the conservation of both as 

compared with the personnel. The number of those who were unwilling to contribute for the 

maintenance of both the environmental characteristics and services are higher for the personnel 

than to their student counterparts (Figures 4 &5).  

Table 1. Summary of Average Monthly WTP for Environmental Characteristics and Services 

per month by sample type and Actual Monthly Cost to maintain them. 

 

 

 

 

 

 

 

It was found that the monthly cost of maintaining the environment in the university is far lower 

compared to the mean WTP of the respondents should an environmental fee be implemented based 

on this study. A billing statement for the tree care from the outsourced company revealed that the 

university paid as much as PhP28,000 per month for the maintenance of these trees (Table 2). On 

average, every tree costs PhP21 per month, hence, in annual terms, the university spends up to 

 Monthly WTP 
(Php) 

Monthly actual cost 
of maintenance (Php) 

Students (P397.50 * 9500 students) 3,776,250  

Faculty (P225.50 * 500 faculty members) 112,750  

Staff (P395 * 150 staff) 59,250  

Total  3,948,250 808,333 
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Figure 3. Respondent’s mean ratings for all 
enumerated environmental services 

 

Figure 2. Respondent’s mean ratings for all 
enumerated environmental characteristics 

PhP336,000 for the maintenance of the said trees.  Assuming that the PhP9.7 million stated by the 

administration is the total cost of maintaining the environment in DLSUD, the total WTP of students 

and personnel (Table 3) is still far greater than the actual cost of maintaining it with the students’ 

willingness to pay alone enough to cover up all the related expenses (Table 2). 

Table 2. Summary of Labor Maintenance Costs for the Main Providers of Environmental              

Services and Main Components of Environmental Characteristics, DLSUD, 2017 

 Monthly maintenance cost 
per unit (PhP) 

Total monthly cost (PhP) 
 

 

Trees 

 

21 

 

   28,000 

 

Grounds and Lake 340  185,640  

Total maintenance cost  361 214,640  

    

4.2 Factors Affecting the Likelihood to Pay for Environmental Services and Characteristics.  

The ratings on the extent of appreciation for environmental characteristics and the extent of 

awareness for the environmental services were used to determine if  any of the characteristics 

and services were significant in the determination of whether a respondent would be willing to 

contribute for the maintenance of both.  The significant factors for both characteristics and 

services and separated between the students and personnel are reported on Tables 3, 4, 5, and 6. 

Based on Table 3, only the presence of trees earned an elevated level of appreciation which 

turned out to be the only significant variable in the determination of the log odds for Probability to 

contribute for environmental characteristics. Of the seven variables measured, only one was found to 

be significant in determining whether a student respondent has a willingness to contribute for the 

conservation of the university environmental characteristics. The same is true in the case 
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Figure 5. Willingness of personnelrespondents 
to contribute for the conservation and 

maintenance of the DLSUD environmental 
characteristics and services 

Figure 4. Willingness of the students to contribute 
for the conservation and maintenance of the DLSU

D environmental characteristics and services 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 3. Estimates of logistic regression’s odds ratio and significant values for probability to   

contribute for environmental characteristics (students) 

Variables Odds Ratio Significance 

Scenic Landscapes   0.419 0.347 

Presence of Trees 10.840 0.023 

Presence of the Lake   0.853 0.838 

Habitat for Birds   2.710 0.200 

Butterfly Park   3.404 0.221 

Presence of Bugs   0.719 0.626 

Presence of Stray animals   1.144 0.793 

r2 = 0.257   

Log likelihood = 22.544   

 

 

Table 4. Estimates of logistic regression’s odds ratio and significant   values for   probability to 

Figure 6. Mean willingness to pay amounts 
of studentrespondents per college 

Figure 7. Mean willingness to pay amounts of 
personnelrespondents 
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contribute for environmental characteristics (personnel) 

Variables Odds Ratio Significance 

Scenic Landscapes 1.754 0.063 

Presence of Trees 1.955 0.058 

Presence of the Lake 0.637 0.080 

Habitat for Birds 1.148 0.613 

Butterfly Park 0.792 0.373 

Presence of Bugs 0.989 0.959 

Presence of Stray animals 0.828 0.277 

r2 = 0.257   

Log likelihood = 
106.510 

  

  

Table 5. Estimates of logistic regression’s odds ratio and significant values for probability to 

contribute for environmental services (students) 

Variables Odds Ratio Significance 

Maintenance of air quality 1.222 0.898 

Cooler climate 0.799 0.833 

Erosion control 0.779 0.773 

Natural hazard mitigation 0.876 0.852 

Local climate regulation 3.149 0.213 

Disease mitigation 1.406 0.655 

Recreation 8.306 0.041 

Ecotourism 0.368 0.176 

Educational and inspirational services 0.566 0.429 

r2 = 0.225   

Log likelihood = 18.112   

  

Table 6. Estimates of logistic regression’s odds ratio and significant values for  probability to 

contribute for environmental services (personnel) 

Variables Odds Ratio Significance 

Maintenance of air quality 1.515 0.144 

Cooler climate 1.062 0.848 

Erosion control 1.102 0.728 

Natural hazard mitigation 0.458 0.008 

Local climate regulation 0.712 0.214 

Disease mitigation 1.981 0.012 

Recreation 1.284 0.424 

Ecotourism 0.781 0.410 

Educational and inspirational services 1.025 0.942 

r2 = 0.225   

Log likelihood = 117.570   

  

Of personnel as shown in Table 4. For both respondents, the presence of trees is crucial to the 
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environmental characteristics of the university and as such, their probability of having a willingness 

to contribute depends heavily on their appreciation of the said characteristic.  On the other hand, for 

environmental services, students’ rating on their extent of awareness for recreation was the only one 

deemed significant.  The odds ratio implies that it is eight times more likely for a student to be 

willing to pay for the maintenance of environmental services should they have a high awareness of 

the recreational services offered by the university environment. For the personnel, it is their high 

awareness of the natural hazard and disease mitigation caused by the university environment that 

determines whether they have a willingness to contribute with the latter having a higher odds ratio 

than the former. Higher awareness for the disease mitigation means that they are twice as likely to be 

willing to pay for environmental services. 

4.3 Factors Affecting the WTP Amount 

4.3.1 Students. In the WTP amount for environmental characteristics, three of the 

respondents’ personal information and two of the environmental characteristics’ extent of 

appreciation were found to have an inverse effect on the students’ WTP namely; age,  gender,  

number of household members,  scenic landscapes, and butterfly park (Table 7). Out of the 13 

variables used, 6 were found to be significant namely; age,  monthly family income,  scenic 

landscapes,  presence of bird species, presence of bugs, and  presence of stray animals.  

As what several literatures cited in this study, it should not come as a surprise that income 

has been  of great significance in determining the respondent’s WTP.  Consistent with the results 

reported by Abansi, (n.d.),  age was found to be inversely affecting the respondents’ WTP (p < 

.05).  The coefficient  implies that  the  respondent’s WTP decreases by PhP4.37 with every one 

year added in their age. Income has a coefficient of 1.163 which means that the respondent’s 

WTP is expected to increase by P1.16 with every PhP1 increase in  income. In the same manner 

with B, G, and S, willingness to pay is expected to increase by 0.47, 0.53, and 0.57 for every 

increase in the said factors, respectively. However, for L, the results show that willingness to pay 

would decrease by 0.77 for every point increase in its appreciation. 

For environmental services, the significance of the overall model is very high as evidenced 

by the significance value of its F-statistic. Its coefficient of determination, on the other hand, 

explain  48.46% in the variability of the students’ WTP for environmental services. Three of the 

measures that showed inverse relationship with WTP come from personal characteristics namely, 

age and gender and house, while another four from extent of knowledge namely;  extent of 

knowledge for maintenance of air quality,  extent of knowledge for erosion control,  extent of 

knowledge for recreational spaces, and  extent of knowledge for ecotourism.  

There were only four significant measures identified in the determination of the WTP for 

environmental services where two came from the respondent’s personal characteristics namely, 

income and gender and the other two coming from the environmental services namely; extent of 

knowledge for disease mitigation factor and the extent of knowledge for educational and 

inspirational services (Table 8). Both measures have already been cited in many literatures as 

significant in the determination of WTP. Respondents’ willingness to pay were found to increase 

by 1.4, 0.61 and 0.75 for every PhP1 increase in income, and every point increase in the 
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awareness for both disease mitigation, and educational and inspirational services, respectively 

that the DLSUD environment provides. 

With income’s positive coefficient, this could only pertain that the higher the students’ 

monthly family income is, the higher is their WTP.  Ferreira and Marques (2014)  identified 

gender as significant in the determination of WTP and females, in particular, have a direct 

relationship with WTP. With the negative coefficient for gender in this study, it seems the same 

conclusion can be drawn. 

4.3.2  Personnel. The model in determining the personnel WTP for environmental 

characteristics was found to be very highly significant (p < .001). Its coefficient of determination, on 

the other hand, was found to be lower than that of the students’ valued at 0.2511. Out of the 13 

variables used, 6 were found to have inverse relationship with the respondent’s WTP namely; age, 

gender,  income,  scenic landscapes,  presence of birds,  and presence of stray animals. 

Two of the environmental characteristics and three of the personal characteristics were 

found to be significant in the determination of the personnel WTP namely, (a) EA or highest 

educational attainment, (b) inc or income, and (c) H or number of household members, (d)T or 

presence of trees and (e) S or presence of stray animals. Respondent’s WTP was found to 

increase by 2.02, 0.5 and 2.8 should there be a unit increase in the number of years of 

schooling,  household size, and every point increase in the appreciation of T, respectively. On 

the other hand, WTP was found to decrease by 0.6 and 0.4 with every PhP1 increase in 

respondents’ income and every point increase in the appreciation for stray animals. Radam et. 

al’s (2010) study revealed that household size affects the respondent’s WTP through the per 

capita income.  This would have been the case in DLSUD’s personnel, however, with a 

positive coefficient, it shows that H has a direct relationship with WTP which means that the 

higher the number of their household members, the higher the amount they are willing to pay 

for environmental services. This contradiction is the opposite of what was expected.  However,  

in the study of   Hundie and Abdissa (2016) on  the determination of WTP for potable water in 

Jigjiga, Ethiopia, it was found that a larger family size actually would pay a higher WTP 

compared to those families with lower family sizes because  they need it more as they have 

more mouths to feed and need to have a safe water intake all the time. If the same inference 

will be made, a larger family size of the personnel would mean that they too would want to 

have a greener environment. 

The results of this regression analysis contradict with the results obtained by Bernard and 

Mitra (2010) whereby educational attainment was shown to be insignificant with the valuation of 

WTP.  But this is in accordance with the findings of Van den Bosch (2016) where educational 

attainment was found to have a  direct relationship with WTP which means that the higher the 

respondents’ educational attainment, the higher is their  WTP. The contradiction of the findings 

shows that the measurement of educational attainment alone is not enough to explain the 

variations of WTP among the respondents. There are other factors that are in play, which 

together with educational attainment, can explain the differences in WTP. 
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Variable Coefficient Std. 
Error 

tstat Significance 

Constant   1.482 2.283    .650 .517 

Age 4.370 1.875 2.300   .021* 

Monthly income  1.163   .193  6.030   .000* 

Length of residence  .362   .362  1.000 .318 

Number of household members  .095   .298  .320 .751 

Gender  .261   .231  1.100 .261 

Highest educational attainment   .262   .290   .910 .366 

Scenic landscapes  .767   .337 2.300   .024* 

Presence of numerous trees   .695   .458  1.520 .130 

Presence of the lake   .278   .230  1.210 .227 

Habitat for birds   .466   .218  2.140   .034* 

Butterfly park  .323   .233 1.400 .168 

Presence of bugs   .531   .209  2.540   .012* 

Presence of stray animals   .567   .174 3.260   .001* 

     

r2 = 0.523     

f-statistics = 15.110    

Significance = .000    

 

Variable Coefficient Std. 
Error 

tstat Significance 

Constant    .855 1.051     .810 .417 

Age .283   .547    .520 .605 

Gender .002   .285    .010 .995 

Highest educational attainment 2.019   .580   3.480   .001* 

Monthly Income .607   .274  2.200   .029* 

Length of residence  .145   .120   1.200 .231 

Number of household members  .499   .195   2.560   .012* 

Scenic landscapes .720   .658 1.100 .279 

Presence of numerous trees 2.821   .977  2.890   .005* 

Presence of the lake   .002   .399    .000 .997 

Habitat for birds .199   .479   .420 .678 

Butterfly park  .114   .390    .290 .770 

Presence of bugs .330   .273  1.210 .230 

Presence of stray animals .447   .218 2.100   .042* 

     

r2 = 0.316     

f-statistics = 3.540    

Significance = .000    

 

Variable Coefficient Std. 
Error 

tstat Significance 

Constant    .341 2.381    .140 .886 

Age 3.510 1.982  1.800 .078 

Monthly income  1.381  .194   7.120   .000* 

Length of residence    .150  .378     .400 .692 

Number of household members  .221  .310    .710 .477 

Gender  .501  .201  2.500   .014* 

Highest educational attainment   .208  .298     .700 .485 

Maintenance of air quality  .074  .561    .130 .895 

Cooler climate    .454  .320    1.420 .157 

Erosion control  .275  .215   1.300 .204 

Natural hazard mitigation   .325  .192    1.700 .092 

Local climate regulation   .233  .168    1.390 .167 

Disease mitigation   .611  .234    2.610   .010* 

Recreation  .241  .370    .650 .516 

Ecotourism  .048  .233    .200 .838 

Educational and inspirational 
services 

  .749  .339    2.210   .028* 

     

r2 = 0.485     

f-statistics = 11.220    

Significance = .000    

 

Variable Coefficient Std. 
Error 

tstat Significance 

Constant    .438 1.027    .430 .671 

Age    .501   .635    .790 .432 

Gender    .087   .302    .290 .775 

Highest educational attainment  1.435   .667  2.150   .033* 

Monthly income   .478   .297 1.600 .111 

Length of residence    .006   .137    .050 .964 

Number of household members    .453   .227  1.990   .049* 

Maintenance of air quality  1.121   .772  1.450 .149 

Cooler climate 1.130   .856 1.300 .189 

Erosion control    .735   .448  1.640 .104 

Natural hazard mitigation   .201   .473   .420 .672 

Local climate regulation   .384   .428   .900 .372 

Disease mitigation    .729   .479  1.520 .131 

Recreation   .333   .607   .550 .584 

Ecotourism    .152   .565    .270 .788 

Educational and inspirational 
services 

 1.006   .754  1.330 .185 

     

r2 = 0.316     

f-statistics = 3.540    

Significance = .000    

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Like the other results, the overall Fstat result of the model for the determination of WTP 

for environmental services was also  very highly  significant.  The coefficient of determination 

suggests that the variables used in the model are capable of explaining up to 31.57% of the 

variability in the WTP of the respondents. Of the 13 variables used, 5 were found to have an 

inverse relationship with the respondent’s WTP namely; (a) income, (b)  extent of knowledge for 

Table 7. Regression Coefficients in the 
determination of Students’ WTP for Environmental 

Characteristics 

Table 9. Regression Coefficients in the 

determination of Personnel WTP for Environmental 

Characteristics 

Table 8. Regression Coefficients in the 

determination of Students’ WTP for 

Environmental Services 

Table 10. Regression Coefficients in the 

determination of Personnel WTP for 

Environmental Services 

Services 
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the cooler climate inside the university, (c) natural hazard mitigation, and (d) recreation. The 

results are in contrary to the earlier findings  as well as the literatures cited, especially on the 

variable income. If taken literally, an inverse relationship would mean that as the respondents’ 

income increases, their WTP actually diminishes; although none of the variables mentioned was 

found to be significant in determining the respondent’s WTP. 

Educational attainment and household members were found to be significant in the 

determination of the personnel respondent’s WTP.  Their  WTP would increase by 1.4 and 0.45 

for every unit increase in their years of schooling and household size, respectively. The result 

disagrees with the findings of Bernard and Mitra (2010) as they  found that educational 

attainment was insignificant with the determination of WTP. The finding with regards to the 

number of household also disagrees with the common notion that a higher number of household 

members would mean a lower WTP. 

5. Policy Implications and Conclusions 

The study shows that there is, in fact, a willingness to pay from the constituents of DLSU

D to share the financial burden of maintaining the environment within the university. Both in 

students and personnel, the number of those who are willing to contribute is larger, albeit the 

percentage of those who have WTP in students is bigger than that of the personnel. This means, 

that the university can harness this willingness to lessen its expenses and share the burden to its 

constituents. If the WTP in this study will be used for environmental fee implementation, the 

university could sustain its expenses in preserving the trees and other environmental services. 

With this, the university can continuously improve the campus to give full justice to the already 

renowned dark green university in the national and international arenas. 

Both students and personnel show favorites among the characteristics and services that 

reflect their decision on whether to contribute, that is, the presence of trees and recreational 

services for students. This implies, that if ever the university implements another type of 

environmental fee based on this study,  the university can focus more on maintaining these said 

characteristics and services over the others to ensure the support of the paying constituents. 
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Abstract: This study was conducted to understand the basis of the participation, on the 

basis of people's participation in the new rural construction and evaluate the people's 

participation in the Red River Delta region implement environmental criteria. Data were 

collected from previous studies, from documents related to people's participation in the process 

of building a new countryside. The author uses research methods evaluated in the table on the 

secondary data to understand the status of people's participation in the Red River Delta region 

implement environmental criteria, thereby providing the assessment and solutions to promote 

people's participation in the Red River Delta region to implement environmental criteria in the 

process of building a new countryside. 

Keywords: building a new countryside, environmental criteria, new countryside, people's 

participation. 

 

1. Introduction 

The National Target Program on New Rural Development in Vietnam aims to implement 

Resolution No. 26 of the Central Committee on 5 August 2008 and the Government's Action 

Plan to develop comprehensively, both in terms of political  economic  social cultural and 

ecological environment in rural areas. The program of building a new countryside in Viet Nam 

refers to the 19 criteria are: planning, transportation, irrigation, electricity, schools, facilities 

culture, infrastructure, rural commerce, information and communication, income, poverty, labor, 

employment, organization of production, education and training, healthcare, culture, 

environment, political system and access to law, defense and security. After 8 years of 

implementation (2011  2018), there have been certain achievements and relatively 

comprehensive on all the criteria, the quality of life for the rural residents has been improved and 

enhanced, the forms of production organization in the countryside increasingly innovative, 

progressive and modern, natural environment and landscapes are being better preserved to 

maintain and protect the ecosystems inherent in the countryside. To achieve this result is to the 

efforts of all sectors, the levels and the support of the masses of the people, the people's role is 

extremely important, people have actively implemented on all 19 criteria. In particular, 
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environmental criteria is one of the important criteria require the active participation from 

people. Building a new rural program really has brought a new appearance for the rural area, 

transforming people's awareness about environmental criteria implemented increasingly go into 

the Groove and selfawareness, people's participation in the implementation of the environment 

criteria becomes increasingly crucial sustainability of the program. 

2. Theoretical Framework 

2.1. Participation of People 

From the grounded theory of people's participation in Arnstein's study in 1969, subsequent 

studies have given the different definitions about the participation of people as follows: 

Participation is defined as the active engagement of citizens with public institutions (Verba 

et al., 1978). Research on participation in rural development, Cohen and Uphoff (1977), 

“.…participation includes people’s involvement in decisionmaking process, in implementing 

programs, sharing the benefits of development programs and their involvement in the efforts to 

evaluate such programs” (cited in Shah, 2012, p.119). Participation in rural development, 

including the participation of the people in the decisionmaking process and implementation of 

the program; their sharing in the benefits of development programs; and their involvement in 

efforts to evaluate such programs (Lish, 1981cited in Nkunika, 1987, p.20). 

Participation in the implementation is also divided into three principal aspects: resource 

contributions; management and coordination efforts; and active participation in the program 

(Zomorrodian et al., 2013). Participation helps managers can promote the strength of the 

community, utilizing the knowledge and enthusiasm of the local people, linking them together, 

helping them realize the benefits of their legitimate, from which managers can enhance 

community responsibility of the local people themselves. The role of involvement may be 

generalized as: The role of participation can be broadly defined as: Participation helps people or 

communities identify issues and provide solutions that suit their interests, increase the feasibility 

can be made and the sustainability of the programs, projects (Shah, 2012); Participation allows 

people or communities to discover their wealth of knowledge and capacity to identify issues and 

solve issues, encourage selfhelp culture and commitment of the people (Shah, 2012). 

Participation create the spirit of responsibility and ownership of the beneficiaries that lead to 

sustainability of programs (FAO, 1991). On the other hand, the participation also helps people to 

break the psychological dependency and promote the selfawareness and confidence in them 

(Karl, 2000; Mfenguza et al., 2007). 

2.2. Participation of People in Building a New Countryside 

Rural residents in the study is representative for households (usually headed represent 

households) in the countryside, these are to force the implementation of economic development 

family, are able to participate in social and cultural activities , are able to play a role in the 

process of new rural construction. The involvement of rural people in theory stakeholders, they 

have been featured on: power, legitimacy and urgency, while theoretically participate, they need 
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to be empowered to promote independence, autonomy, dynamism and creativity of them to serve 

their own interests. The involvement of rural people in the new rural construction have been a 

number of authors mentioned in every aspect such as rural people implementing rural 

livelihoods, rural livelihood transition in the Andes and expand their income (Bebbington, 1999; 

Cramb, 2004; Mather, 2006; Guo, 2009); Farmers have created jobs by utilizing their resources, 

using scattered capital among the people,… to increase the income of farmers (Long et al., 

2010); rural people engaged in developing, maintaining and protecting the infrastructure and 

architecture featured in the countryside through finding their initial consensus and mobilize cash 

contributions in kind from them (World bank, 1994; Bebbington, 1999; Laah, 2013); rural 

people involved in preserving traditional cultural heritage (Khamung, 2015). 

In the new rural construction programs in Vietnam, people's participation is expressed in 

people's participation in the implementation of 19 criteria for comprehensive rural development 

and sustainability. 

2.3. People's Participation in Implementing of Environment Criteria 

Based on the theory of people's participation in new rural construction, the authors applied 

to evaluate the participation of the people in implementing rural environment criteria in the 

process of building a new countryside. From the reasoning above, we can understand people's 

participation in the implementation of rural environmental criteria is that rural people must 

perform the specific task of criteria rural environment to ensure the goal of improving quality of 

life for rural residents. People's participation must be from the planning, implementation and 

management of the local environment. The environmental criteria for rural people need to 

perform include: use clean water; the production and business units in rural areas to ensure 

regulations on environmental sanitation; built green, clean, beautiful and safe environment 

landscape; waste water and waste are collected and disposed of safely; there are hygienic 

cisterns, bathhouses, toilet; livestock farm to ensure environmental hygiene; producing and 

trading agricultural products to ensure hygiene. 

3. Current Situations of People's Participation in Implementation of Rural 

Environmental Criteria 

As of 31/03/2017, the new rural situation in the Red River Delta region had 998/1890 

communes that met the standard of new rural with an average of 16.7 criterias and did not have 

commune under 5 criterias. In particular, environmental criteria in building a new countryside in 

order to achieve the objective of improving the quality of life for people, protecting the 

environmental of natural ecosystems. To date 31/3/2017, Red River Delta region has achieved 

1564/1890 communes met the environmental criteria. With the central role of people in the entire 

process of building a new countryside and implementing environmental criteria in particular, the 

awareness of the community about their role and responsibilities in protecting the environment 

be made increasingly more clearly in the direction of greencleanbeautiful.   

The people are involved in restructuring agricultural economy, rural economy in the 

direction of being friendly with the environment and growing application of science and 



1724 

technology, high technology into production in order to overcome and prevent pollution, 

environmental degradation (Chart 1).  

 

Chart 1: Area of land for organic agricultural production from 2007 to 2014 

Source: Organization of Agricultural Development Denmark Asia (ADDA)  

in Vietnam (cited in FIBL and IFOAM,2016,  p. 181) 

Organic agriculture ensures the improvement and maintenance of natural ecosystems, 

maintains and increases longterm fertility of the land, strengthens biological cycles, nutrient 

cycles and the safety of living environment. People switching to producing organic agriculture 

would eliminate the amount of pesticides and chemicals into the environment, prevent water 

pollution, reduce the greenhouse gas effect caused by agricultural production activities, etc. 

 Individuals, households, and organizations in the countryside along with the water supply 

unit investment building water system to the House and used the clean water, hygienic 

water. According to a report of the Ministry of agriculture and rural development of the Red 

River Delta region has rural population used water hygiene is 91%; 

 The production and business establishments, households build target livestock hygiene, 

do the breeding cages away from home in order to reduce environmental pollution; build system 

for water drainage, waste disposal regulations more. On the other hand, in parallel with the 

construction of the waste pits concentrate for the whole village, in the terrain of the highland 

region has always been divided, the villages in separated tens kilometers the local flexibility to 

help people build the garbage incinerator and garbage pits dug under each group of households 

together for helping households in far focus garbage pit not lose energy and transportation costs 

for domestic waste for destruction and still achieve the effectiveness in the protection of the 

environment; 
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Chart 2: Some measures to treat livestock waste in the Red River Delta region 

Source: Department of livestock production, Ministry of Agriculture & Rural Development, 2013 

Table 1: Status of use padding biology in breeding of the Red River Delta 

Farm Households 
Padding biology 

Farm Area (m2) Households Area (m2) Total area (m2) 

4.292 885.110 123 1.740 6.738 46.898 48.638 

Source: Department of livestock production, Ministry of Agriculture & Rural Development, 2013 

 The family voluntarily cleaning up, keeping the living space, garbage collection, 

widening drains, animal waste treatment; with local villagers to establish the sanitary 

autonomous village roads, alleys, garbage collection and treatment. Depending conditions of 

each local selfmanagement groups may be "women's autonomy" or with the movement "3 

clean", "Sunday Blue" so hygiene in residential areas, cleaning the village roads, alleys are 

maintained every week and become indispensable familiar tasks. If we compare the results of 

implementation of environmental criteria for the first time implementing the new rural 

construction to present the results improved significantly (Table 2). 

Table 2: Comparison of the results of environmental criteria in 2011  2016 

Indicators of the rural environment Unit 
Quantity 

Percentage compared 
to the total number 

(%) 

2011 2016 2011 2016 

Number of communes having common drainage system commune 730 1.451 37.55 76.33 

Number of communes collecting daily garbage commune 1,587 1,809 81.64 95.16 

Number of villages having a common drainage system villages 4,049 10,270 26.57 68.14 

Number of villages collecting domestic waste villages 10,088 13,691 66.19 90.83 

Source: Report the results of the investigation of the rural, agricultural and fishery products in 2016 
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4. Assessment and Suggestions for Enhancing People's Participation of the Red River 

Delta Region in Implementing Environmental Criteria  

4.1. Assessment people's participation of the Red River Delta region implement 

environmental criteria in the building a new countryside 

Although, the environmental criteria are regulated for the second rural construction 

program under Decision No. 1980/QDTTg dated 17/10/2016 of the Prime Ministry on national 

criteria set for new rural commune in the period 2016  2020 is adjusted from 5 up to 8 indicators 

compared with Decision No. 491/2009/QDTTg dated 16/4/2009 of the Prime Minister. Parallel 

people's participation in the Red River Delta region implement environmental criteria in the 

building a new countryside also achieved the basic results are: change the perception of the 

majority of people in the implementation of environmental criteria, people have actively 

implemented the safety criteria in production and limit greenhouse gas emissions in the 

production process; the rate of use of high pure water; many people voluntarily collecting 

domestic waste, pesticide packaging; consciousness of the people of the protection and 

improvement of the environment, the landscape is improved remarkably. The landscape of rural 

environment is becoming green, clean and  beautiful due to multiple models of landscape 

improvements is created, implemented by the people, created a new face for many rural 

areas; more model waste treatment met the standards are invested; Indicators of food safety are 

also focused people voluntarily done more. 

However, in the process of implementing environmental criteria and food safety in the Red 

River Delta region still has some limitations: 

Firstly, the Red River Delta region is still more than 300 communes that do not meet the 

environmental criteria, some people are not actively involved or they have underestimated the 

implementation of environmental criteria; 

Secondly, the rate of production and business establishments in rural areas have the 

modern waste treatment facilities is still low; 

Thirdly, the rural waste treatment system has low capacity and is not modern; 

Fourth, the rate of the economic activity in the agricultural sector implemented regulations 

on food safety is still low due to production methods are not modern, smallscale, outdated 

technology, conservative thinking. 

4.2. Suggestions for Enhancing people's participation of the Red River Delta region 

implement environmental criteria in the building a new countryside 

If in stage 1 of the process of building a new countryside, criteria 10 on "Earnings" and 

criteria 13 as “production organization” difficult to implement it then to the stage 2 criteria 17 

“environment and food safety” becomes more difficult criteria, the criteria are more strictly 

regulated. In order to achieve and maintain environmental criteria under the Decision 1980, the 

Red River Delta region should focus on implementing a number of solutions to enhance the 

people's participation in the implementation of environmental criteria. 
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Firstly, exemplarity cadres and party members implement and combine propaganda, 

advocacy to raise people's awareness, create favorable conditions for people to participate in 

environmental programs and projects which help them fully aware of their responsibilities and 

their families in preserving hygiene and environmental landscape; 

Secondly, encourage and support people to voluntarily implement regulations on 

environmental protection in the process of production and business; To build houses in 

accordance with the planning and standards, and to facilitate the classification, collection and 

treatment of wastes and wastewater. Governments at all levels should encourage and support 

people to use biotechnology for waste treatment in the process of agricultural production, such 

as: use of probiotics, padding biology, organic composting pits, tunnel biogas. 

Thirdly, to create a mechanism to attract organizations and individuals to invest in 

wastewater treatment systems with high capacity, modern and standardized for rural areas; 

Fourth, Governments at all levels need to create a mechanism that encourages the 

community and people to effectively implement the monitoring content, which will have the 

effect of timely detecting violations and increase the responsibility of the people and 

communities in implement food safety in particular and the general environmental criteria. At 

the same time, creating mechanisms and policies to help economic units change their production 

methods towards modernization and safety for the environment and modern technologies to meet 

the international standards on the safety of agricultural products and safety for the ecological 

environment; 

Fifthly, promote the role of sociopolitical organizations in implementing environmental 

criteria. The active implement the norms of environmental criteria and coordinate monitoring, 

provide evidence, photographs help management agencies timely detection of violations of laws 

protecting the environment. Thereby promoting accountability, selfdiscipline of each member 

and of the autonomy movement residential, political  social organizations in environmental 

protection in general and the implementation of the norms of environmental criteria in the 

process of building a new rural areas in particular. 
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Abstract: This paper aims at analyzing the situation of aquaculture, exploitation and export 

of Vietnam's aquatic products in the period 2010-2017, assessing opportunities and challenges and 

proposing solutions to promote fisheries development. Vietnam is sustainable in the future. 

Vietnamese seafood exports have grown steadily with export turnover increasing 5.5 times from $ 

1.5 billion in 2000 to $ 8.3 billion in 2017. With the results achieved in 2017, Vietnamese seafood is 

starting to reach USD 10 billion by 2020 in line with the strategic objective of developing seafood 

export in the period 2010-2020 by the Government, making Vietnam one of the top 4 exporters. 

fisheries in the world. To achieve this prediction, there is a need for harmonious coordination 

among stakeholders in the fisheries sector. Governments need to improve policies and databases; 

the fisheries sector needs to strengthen international cooperation in scientific research and 

technology transfer in order to improve production and quality of export products; Fisheries 

enterprises need to focus on exploiting the advantages of aquaculture and exploitation, promoting 

trade, expanding and diversifying export markets for the fisheries sector. 

Keywords: Vietnamese seafood 

 

1. Introduction 

Over the past few years, the fisheries sector has achieved remarkable achievements, rapid 

development, solidity and soon become one of the key economic sectors in export, bringing a 

large source of foreign currency for country. At present, Vietnam's seafood products have been 

exported to over 167 countries around the world. 

In just 18 years, Vietnamese seafood has been growing steadily with export turnover 

increasing 5.5 times from $ 1.5 billion in 2000 to $ 8.3 billion in 2017. With the results achieved 

in the year 2017, Vietnam seafood enterprises start to reach the number of USD 10 billion by 

2020 in accordance with the strategic objective of developing seafood export in the period 2010

2020 by the Government, making Vietnam one of 4 the leading seafood exporter in the world ... 

In 2017, Vietnam seafood has got and grasp some favorable opportunities, take advantage 

of boosting production and export. However, difficulties and challenges from both domestic and 

foreign markets are increasing, which requires the continued efforts of the fisheries community, 

especially seafood producers, exporters, processors and seafood exporters. In order to develop 
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sustainable seafood in Vietnam, it is necessary to carry out a synchronous solution focusing on 

production and market. 

2. Research method 

 Method of collecting information 

Secondary information is collected through books, journals, journals, previous studies by a 

number of universities and research institutes in the country and internationally. Agriculture and 

Rural Development, Ministry of Science and Technology, Department of Seafood Market 

Processing and Development  Ministry of Agriculture and Rural Development, General 

Statistics Office, Vietnam Association of Seafood Exporters and Importers . 

Primary information is synthesized from the topics and projects that the author has done 

recently. 

 Analytical methods: Mainly used statistical methods of description, comparison and 

reasoning. 

3. Research results and discussion 

3.1. Fact sheet of Vietnam fisheries production 

3.1.1 Production of Vietnamese seafood 

According to the General Statistics Office, the total output of aquatic products in the 

country in 2017 reached 7225 thousand tons, up 5.2% compared with 2016; of which the catch 

output reached 3389.3 thousand tons, up 5.1%, aquaculture output reached 3835.7 thousand tons, 

up 5.2% compared with 2016. In the period 20112016, growth rate of 4.7%. The average 

growth rate of the aquaculture sector was 4.4%, while the average growth rate of the mining 

sector was 5.1% in the 20112016 period. 

Table 1: Viet nam's fisheries total 2010 – 2017 

Production (thousand tons) Total Fish Shrimp 

2010 2.728,3 2.101,6 449,7 

2011 2.933,1 2.255,6 478,7 

2012 3.115,3 2.402,2 473,9 

2013 3.215,9 2.351,6 560,5 

2014 3.412,8 2.458,7 615,2 

2015 3.532,2 2.536,8 634,8 

2016 3.644,6 2.585,9 656,4 

2017 3.835,7 2.694,3 723,8 

Development index (Previous year = 100) %    

2010 105,3 107,1 107,2 

2011 107,5 107,3 106,4 

2012 106,2 106,5 99,0 
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Production (thousand tons) Total Fish Shrimp 

2013 103,2 97,9 118,3 

2014 106,1 104,6 109,8 

2015 103,5 103,2 103,2 

2016 103,2 101,9 103,4 

2017 105,2 104,2 110,3 

Source: Statistical data 2017 

3.1.1.1 Aquaculture: 

Aquaculture production in 2017 reached 3,835.7 thousand tons, up 5.21% compared with 

2016. Average aquaculture output in 20112016 increased by 4.4% on average, fish and shrimp 

remained Two main commodities in aquaculture. The production of some species is as follows: 

Table 2: Patterns of aquaculture in vietnam 2010 2017 

Production (thousand tons) Total Fish Shrimp 

2010 2.728,3 2.101,6 449,7 

2011 2.933,1 2.255,6 478,7 

2012 3.115,3 2.402,2 473,9 

2013 3.215,9 2.351,6 560,5 

2014 3.412,8 2.458,7 615,2 

2015 3.532,2 2.536,8 634,8 

2016 3.644,6 2.585,9 656,4 

2017 3.835,7 2.694,3 723,8 

Development index (Previous year = 100) %    

2010 105,3 107,1 107,2 

2011 107,5 107,3 106,4 

2012 106,2 106,5 99,0 

2013 103,2 97,9 118,3 

2014 106,1 104,6 109,8 

2015 103,5 103,2 103,2 

2016 103,2 101,9 103,4 

2017 105,2 104,2 110,3 

Source: Statistical data 2017 

Fish production in the whole country in 2017 reached 2694.3 thousand tons, up from 4.26 

in 2016. In the period of 20112016, fish production reached an annual growth rate of 2.7%. 

Shrimp yield in the country in 2017 reached 723.8 thousand tons, up from 2016 in 10.3%. 

In the period of 20112016, shrimp output reached an average annual growth rate of 6.5% 
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Table 3: Vietnamese area of aquaculture productivity period 20102017 

 2010 2011 2012 2013 2014 2015 2016 2017 

COUNTRY 2728 2933 3115 3216 3412 3532 3644 3835 

Red River Delta 393 421 456 524 542 581 615 647 

Northern Midlands and 
Mountains 

66 73 81 89 95 103 111 119 

North Central and Central Coast 175 189 193 207 224 224 225 228 

Mekong Delta 1986 2128 2256 2258 2403 2471 2536 2680 

Southeast 85 85 102 107 118 118 123 126 

Source: Statistical data 2017, Unit: thousand tons 

The aquaculture production of the regions is quite different, depending on the natural 

conditions of many regions, especially the areas with available water area, the Mekong River 

Delta is the area with the aquaculture production. The total production of this region is 2680 

thousand tons, accounting for 69.88% of the whole country, followed by the Red river delta in 

2017 with the output of 647 thousand tons, accounting for 16.87% of the total output. cultivating 

the country. The remaining regions account for a negligible share of the national aquaculture 

production. 

The area of aquaculture in the country in 2017 reached 1105.2 thousand hectares, up 

0.17%, generally aquaculture area of the country in the period 2010  2017 not increase but to 

stabilize, in which The area of marine aquaculture decreased from 330.2 thousand hectares in 

2010 to 311.9 thousand hectares in 2014; The area of fish farming and shrimp farming in the sea 

is reduced. 

The area of aquaculture in the whole country in 2010 reached 1002 thousand hectares, 

increasing to 1051.7 thousand hectares by 2017: the area of salt water and brackish water in 

2017: 731.9 hectares accounting for 69.59% of the area keep looking. Shrimp aquaculture area 

and inland fish are not increased during 2010  2017. 

Table 4: Vietnam fisheries area 2010  2017 

 2010 2011 2012 2013 2014 2015 2016 2017 

Aquaculture area: 47,4 45,3 46,6 43,8 40,7 40,8 46,0 48,1 

Adopt fish 1,4 1,5 1,5 1,0 0,8 0,6 0,6 0,6 

Shrimp nursery 4,8 4,8 4,8 3,3 3,1 4,3 3,4 2,5 

Mixed farming and other aquatic products 41,2 39,0 40,3 39,5 36,8 35,9 42,0 45,0 

Area of inland aquaculture 1.002,0 991,9 989,0 999,0 1.011,6 1.012,1 1.021,9 1.051,7 

Area of salty and brackish water: 687,8 689,7 691,4 693,1 703,5 704,4 709,6 731,9 

Adopt fish' 33,8 32,0 32,1 31,1 27,8 27,2 20,1 16,1 

Shrimp nursery, 632,8 638,3 638,0 641,8 656,7 662,1 678,0 704,7 
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 2010 2011 2012 2013 2014 2015 2016 2017 

Mixed farming and other aquatic products, 21,2 19,4 21,3 20,2 19,0 15,1 11,5 11,1 

Fresh water area: 314,2 302,2 297,6 305,9 308,1 307,7 312,3 319,8 

Adopt fish 302,1 295,0 291,0 299,3 301,3 300,1 302,9 302,4 

Shrimp nursery 7,1 4,8 4,0 5,0 5,5 6,3 8,5 16,4 

Mixed farming and other aquatic products 5,0 2,4 2,6 1,6 1,3 1,3 0,9 1,0 

Area for nursing and aquaculture 3,2 3,3 3,3 3,6 4,0 4,4 4,9 5,4 

Source: Statistical data 2017; Unit: Thousand ha 

According to the General Statistics Office of 2017, Vietnam's largest aquaculture area is 

the Mekong Delta with an area of 798.4 thousand hectares in 2017, an increase of 7.5% 

compared to 2010, accounting for 24% of the country's area in 2017. The second largest area of 

aquaculture is the Red River Delta with an area of 131.2 thousand ha in 2017 accounting for 

11.86% of the country. The largest aquaculture area is Ca Mau in 2017. The aquaculture area of 

Ca Mau is 303.1 thousand ha, accounting for 27.42% of the aquaculture area in the whole 

country. Kien Giang, Bac Lieu and Soc Trang provinces with an area of 153.9 thousand hectares 

respectively; 136.1 thousand ha; 74.1 ha. 

Table 5: Aquaculture in the area of Vietnam 2010 – 2017 

 2010 2011 2012 2013 2014 2015 2016 2017 

COUNTRY 1.052,6 1.040,5 1.038,9 1.046,4 1.056,3 1.057,3 1.072,8 1.105,2 

Red river delta 124,5 124,8 134,3 125,9 128,8 128,2 128,9 131,2 

Northern Midlands and Mountains 40,8 41,3 41,3 43,0 43,8 45,5 46,1 46,2 

North Central and Central Coast 79,9 80,8 86,5 82,8 85,9 86,1 85,9 88,9 

South East 51,7 52,2 29,1 27,4 25,4 26,9 26,8 26,9 

Mekong Delta 742,7 729,3 734,1 753,4 758,5 757,0 771,3 798,4 

Tr. There are 7 provinces with the largest area         

Ca Mau 296,1 296,5 296,5 295,8 298,1 299,8 301,5 303,1 

Kien Giang 123,1 114,6 115,5 126,9 132,9 136,2 142,7 153,9 

Bac Lieu 125,4 125,2 117,8 127,9 127,5 130,6 131,8 136,1 

Soc Trang 71,5 67,1 64,8 68,2 68,4 68,8 69,5 74,1 

Ben tre 42,5 43,1 47,7 44,8 47,1 42,4 45,2 45,2 

Tra Vinh 32,8 29,1 40,4 36,9 30,8 29,5 30,4 33,8 

Nghe An 20,4 20,9 21,0 20,1 20,2 20,2 20,4 21,0 

Source: Statistical data 2017; Unit: Thousand ha 

3.1.1.2. Capture fisheries: 

With a coastline stretching over 3260 km, Vietnam's fishing industry has many 

opportunities for growth with a large production in 2017 of more than 3.3 million tonnes not of 

any other country in the world. Of which 3191.2 thousand tons of marine products were 

exploited, accounting for 94.15%. Inland capture fisheries accounted for a negligible proportion 

of 5.84%, equivalent to 198.1 thousand tons. In the period of 2011  2016, Vietnam's fishing 

output increased by 5.1%. 
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Table 6: Vietnamese exploitation results of vietnam 2010 – 2017 

Quantity (Thousand tons) Total Sea fishing Sea fishing: Fish Inland exploitation 

2010 2.414,4 2.220,0 1.662,7 194,4 

2011 2.514,3 2.308,2 1.720,7 206,1 

2012 2.705,4 2.510,9 1.818,9 194,5 

2013 2.803,8 2.607,0 1.884,5 196,8 

2014 2.920,4 2.727,1 1.970,2 193,3 

2015 3.049,9 2.866,2 2.076,7 183,7 

2016 3.226,1 3.035,9 2.242,8 190,2 

2017 3.389,3 3.191,2 2.363,8 198,1 

Development index (Previous year = 100) %     

2010 105,9 106,1 105,6 103,0 

2011 104,1 104,0 103,5 106,0 

2012 107,6 108,8 105,7 94,4 

2013 103,6 103,8 103,6 101,2 

2014 104,2 104,6 104,5 98,2 

2015 104,4 105,1 105,4 95,0 

2016 105,8 105,9 108,0 103,5 

2017 105,1 105,1 105,4 104,2 

Source: Statistical data 2017; Unit: Thousand tans 

The total number of offshore fishing boats with capacity of 90CV in the whole country in 

2017 is 32,878, increasing 170.7% compared to 2010, the North Central Coast and the Central 

Coast is the area with the number of fishing vessels marine vessels with the capacity of 90CV 

largest in 2017 is 18450 fishing vessels accounted for 56.11% of the number of marine fishing 

vessels of the country. 

Tapble 7: Number of marine fishing vessels with a capacity of 90 cv in LOCALITY 20102017 

 2010 2012 2013 2014 2015 2016 2017 

COUNTRY 19.251 22.566 25.456 27.679 28.719 30.472 32.878 

Red river delta 896 975 1.009 1.160 1.331 1.567 1.929 

Quang Ninh 162 143 193 268 342 444 631 

Hai Phong 342 404 388 431 437 467 485 

Peaceful 145 150 146 158 180 207 221 

Nam Dinh 245 276 280 301 367 443 582 

Ninh Binh 2 2 2 2 5 6 10 

North Central and Central Coast 8.491 11.165 13.415 15.068 16.068 17.287 18.450 
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 2010 2012 2013 2014 2015 2016 2017 

Thanh Hoa 636 720 1.451 1.168 1.264 1.407 1.617 

Nghe An 795 932 1.097 1.260 1.287 1.318 1.331 

Ha Tinh 30 38 93 141 251 275 336 

Quang Binh 338 523 648 1.022 1.167 1.243 1.309 

Quang Tri 76 120 152 171 165 185 185 

Hue 172 189 245 265 261 293 317 

Danang 175 164 219 219 335 432 510 

Quang Nam 149 165 265 435 479 573 895 

Quang Ngai 1.545 2.063 2.072 2.650 2.873 2.884 3.044 

Pacify 932 1.975 2.471 2.821 2.832 3.404 3.404 

Phu Yen 680 978 991 1.011 983 997 1.018 

Khanh Hoa 523 765 836 880 830 802 780 

Ninh Thuan 728 754 832 933 808 876 999 

Binh Thuan 1.712 1.779 2.043 2.092 2.533 2.598 2.705 

South East 2.129 2.655 2.567 2.637 2.657 2.597 2.805 

BA Ria Vung Tau 2.038 2.616 2.540 2.605 2.617 2.551 2.749 

TP. Ho Chi Minh 91 39 27 32 40 46 56 

Mekong Delta 7.735 7.771 8.465 8.814 8.663 9.021 9.694 

Long An .. 6 15 15 11 11 13 

Tien Giang 743 631 633 678 663 660 780 

Ben tre 1.480 1.747 1.745 1.724 1.656 1.741 1.998 

Tra Vinh 111 146 164 182 162 169 214 

Kien Giang 3.292 3.268 3.819 3.950 4.060 4.196 4.341 

Soc Trang 245 257 296 297 286 304 320 

Bac Lieu 433 438 488 521 486 435 514 

Ca Mau 1.431 1.278 1.305 1.447 1.339 1.505 1.514 

Source: Statistical data 2017 
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Table 8: Vietnamese fishing exploitation in the region 2010 – 2017 

 2010 2011 2012 2013 2014 2015 2016 2017 

COUNTRY 2414 2514 2705 2803 2920 3049 3226 3389 

Red river delta 198 204,0 210 216 231 245 262 276 

Northern Midlands and Mountains 9,6 9,7 9,4 10,2 9,4 11 11,4 12 

North Central and Central Coast 911 977 1048 1109 1173 1239 1276 1373 

South East 278 272 304 282 298 317 344 351 

Mekong Delta 1012 1040 1129 1180 1201 1232 1326 1369 

Source: Statistical data 2017 Unit: Thousand tans 

In the year 2017, the country exploited 3389 thousand tons, of which the Mekong River 

Delta had the production of 1369 thousand tons accounting for 40.39%, the second region is the 

North Central and Central Coastal regions Exploiting 1373 thousand tons accounting for 40.5%. 

The catch of these two regions in 2017 accounts for 80.89% of the country's production. 

Provinces with large production in Vietnam in 2017 include; Binh Thuan, Ba Ria  Vung Tau, 

Kien Giang, Ca Mau, Binh Dinh ... It can be seen that marine capture fisheries provide Vietnam 

with relatively large catches for export. The large marine area is an advantage for Vietnam's 

marine fishing. 

3.2. Vietnamese fishery export 

3.2.1. Export value 

Vietnam's seafood exports have made great strides in the past 20 years. The seafood export 

turnover from the low of 550 million in 1995 has experienced strong growth year by year with an 

average growth of 15.6% per year. This growth has made Vietnam one of the four largest 

seafood exporters in the world, playing the leading role in supplying global fisheries. 

Beginning in 2000, Vietnam's seafood exports have experienced rapid growth thanks to the 

strong development of the aquaculture sector, particularly in the production of catfish and 

brackish shrimp (black tiger shrimp and white shrimp). After 17 years, the seafood export 

turnover increased more than 5.5 times from nearly $ 1.5 billion in 2000 to $ 8.3 billion in 2017. 

In 2015, export seafood is difficult due to shrunken shrimp prices, copper USD appreciation 

against other currencies reduces demand and increases competitive pressure. Fishery export 

turnover in 2016 reached $ 7.053 billion, up 7.3% over 2015. In 2017, despite facing many 

challenges from markets such as the impact of the catfish inspection program and The EU 

warned gold cards for seafood in Vietnam, seafood exports in 2017 still reach the target of $ 8.3 

billion, up 18.18% over 2016. 

In the past five years, seafood export turnover of Vietnam has always been the 4th most 

important export commodities, followed by textiles, footwear and crude oil. 
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The achievements of the fishery sector are reflected in the rapid increase in export value 

and value in the period of 2001  2017. In 2017, seafood products were exported to 167 countries 

and territories. Three major markets are the EU, 18%, 17% and 16%, respectively. The number 

of factories and the freezing capacity of processing establishments increased rapidly in the period 

of 20012015. The Mekong Delta has formed a number of large companies such as Minh Phu 

Group, Vinh Hoan Corporation , Hung Vuong Corporation ... 

According to the General Statistics Office, the value of Vietnam's seafood exports in 2017 

is $ 8315 million, up from $ 5016.9 million in 2010. The average growth rate for the period 2010 

 2017 is 8.78% . In 2017, the seafood export value of Vietnam has achieved remarkable growth, 

compared with 2016 increased 18.18%. 

Table 9: Value of Vietnamese fisheries export 2010 – 2017 

 2010 2011 2012 2013 2014 2015 2016 2017 

Seafood 5.016,9 6.112,4 6.088,5 6.692,6 7.825,3 6.568,8 7.036,0 8.315,7 

Inside .. .. .. .. .. .. .. .. 

Shrimp 1.565,5 1.693,7 1.547,6 2.018,2 2.553,8 1.805,8 1.918,8 2.447,1 

Frozen fish 2.018,4 2.166,2 2.130,0 2.176,9 2.661,7 2.542,9 2.742,3 2.882,1 

Squid 97,7 107,9 27,6 24,3 20,8 23,9 21,4 28,8 

Source: Statistical data 2017 and computation; Unit: Million USD 

3.2.2 Main export seafood products 

According to statistics, Vietnam's shrimp export value is 2447.1 million USD, accounting 

for 29.42%, frozen fish is 2882.1 million USD, accounting for 34.65%. other crustaceans. 

In 2017, the fish will continue to hold the number 1 position with the export value of 

34.65% (compared to 40% in 2010), while pangasius tuna account for less proportion than 2016: 

Pangasius is from 26.5% to 22%, tuna is from 8.6% to 6.3%. Other seafood items such as squid, 

octopus, crabs ... in 2017 also increased, so keep the proportion stable. 

• Shrimp exports are the most important export item in 2017, up 27.5% compared to 2016, 

accounting for a second share (29.4%), valued at $ 2.47 billion. 

 Advantages: Domestic production + Imports increase; Shrimp exports and exports in 

China and Thailand fell, the average price of shrimp exports increased. 

• Pangasius exports increased slightly by 0.2% to nearly US $ 1.3 billion, accounting for 

22% of total export value. Pangasius export began to recover in June and increased in Q3: July 

increased 9%, August increased 1.2% and September increased 10%. 

 Pangasius export started to recover in June and increased in 2017: July increased 9%, 

August increased 1.2% and September increased 10%. 
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 Exporting pangasius to the two largest markets, the EU and the US, continues to occupy a 

large share 

• Ink exports increased by 13% to USD 351 million, accounting for 7.1% of export value. 

In particular, exports of ink accounted for 58.5% with $ 205 million, octopus 41.5% with $ 146 

million.  Ink exports increased continuously over the months with the rate of 2 digits (10  

36%). Ink exports to major markets have increased: Korea increased by 31.5%, EU increased by 

15%, ASEAN by 25% ... except Japan decreased by 5.4%. 

Cause: Demand for imports from Korea, Italy, Spain, France, Germany and China 

increased sharply. 

3.2.3 Main export markets 

In 2017, the EU has overtaken the United States as Vietnam's largest seafood import 

market, valued at $ 1.46 billion, a 22% increase over 2016. Other markets for large fisheries 

Vietnam: US $ 1.41 billion, down 1.9% compared to 2016; Japan: US $ 1.3 billion, up 18.6%; 

China: US $ 1.09 billion, up sharply by 59.4%; South Korea: $ 779 million, up 28.1%  

According to preliminary statistics of the General Department of Customs in 2017, 

Vietnamese enterprises have exported more than USD 8.3 billion of seafood, up 18% 

compared with the results in 2016. Seafood is the sixth most important commodity group in 

Vietnam in 2017. 

Table 10: Ranking, value and proportion of some  key export categories of  Vietnam in 2017 

Group name Places 
Value 

 (Billion USD) 
Proportion *  

(%) 

Phones of all kinds 1 45,27 21,2 

Textiles 2 26,04 12,2 

Computers, electronic products and components 3 25,94 12,1 

Footwear 4 14,65 6,8 

Machinery, equipment, tools, spare parts 5 12,77 6,0 

Seafood 6 8,32 3,9 

Note: * Share is the share of exports in the total export turnover of the country. 

Source: General Department of Customs 

In 2017 Vietnam exports seafood to 167 markets around the world. The US, the EU, China 

and Korea all increased their share in Vietnam's seafood exports, while Japan and other markets 

decreased. 

US market: 

US is the second largest import market after Vietnam of EU in 2017, accounting for 48.8% 

of shrimp export, 26.6% of pangasius export, 13.8% of tuna export of Vietnam. In 2016 Vietnam 

is the fifth country to export aquatic products to the US market in the period 20122016. 
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Table 11. Seafood export turnover of HS 1605 [5] of top 10 countries entering the US ma rket, 

2012 2016 

Unit: USD million 

HS 1605 2012 2013 2014 2015 2016 

Indonesia 328 341 483 488 441 

China 470 481 521 448 440 

Thailand 604 509 524 505 433 

Canada 259 248 274 311 375 

Vietnam 169 311 419 341 375 

India 57 96 144 116 132 

Philippines 78 69 95 80 57 

Chile 22 32 43 49 45 

Mexico 40 33 44 48 32 

Venezuela  26 32 29 26 

Argentina 33     

Total imports from top 10 countries 2.061 2.146 2.577 2.415 2.356 

Total import 2.206 2.290 2.732 2.574 2.495 

The density of top 10 countries 93,5% 93,7% 94,3% 93,8% 94,5% 

Source: https://comtrade.un.org/data/ 

Table 12: Vietnam export of pangasius to the US 20112016 

Unit: % 

Items 2011 2012 2013 2014 2015 2016 

Shrimp 50,0 37,6 54,7 61,0 49,7 48,8 

Catfish 28,2 30,4 25,1 19,3 23,8 26,6 

Tuna 14,5 20,7 12,3 10,0 14,4 13,8 

Crab 0,0 4,5 3,6 4,0 4,4 0,0 

Squid, octopus 0,8 0,8 0,0 0,0 0,0 0,3 

Bivalve mollusks 0,7 0,6 0,5 0,8 1,1 0,7 

Other types 5,9 5,4 3,8 4,9 6,6 9,8 

Total: 100,0 100,0 100,0 100,0 100,0 100,0 

Source: VASEP, Vietnam Seafood Export Report (2011-2016) 

EU market 

In 2017, the EU market will be the leading seafood import market of Vietnam with the 

value of 1.46 billion USD, increasing 22% compared to 2016. This represents 17.48% of seafood 

export value, 16.9% shrimp exports, 20.4% of pangasius exports, 27.7% of tuna and 17% of 

octopus in Vietnam in 2014. Seafood exports to the EU reached 1.0 billion USD, up 27%. Of 

which, shrimp accounted for 47%, pangasius accounted for 25%, tuna 9.5%, squid octopus 9.8%  

EU is an important seafood export market of Vietnam. Vietnam takes full advantage of the 

market share of pangasius (HS 03046200 [6]) imported into the EU, showing the absolute 

advantage of Vietnam in exporting pangasius. 
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Table 13: Structure of vietnamese seafood exports to japan 

Unit: USD Million  

Import turnover of pangasius 2012 2013 2014 2015 

Whole EU 378 332 309 273 

From Vietnam 376 331 308 272 

Market share of Vietnam 99,5% 99,7% 99,7% 99,8% 

Sourse: https://comtrade.un.org/data/ 

Exports increased continuously over the months mainly due to shrimp. Demand for 

imports increased while exports of rivals decreased, favoring shrimp in Vietnam in the EU. 

Shrimp exports to the EU increased sharply by 88%, octopus by 15%, while pangasius 

exports decreased by 8.4% and tuna by 4%. 

Japanese market 

In 2017, Japan was the third largest seafood importer in Vietnam, earning US $ 1.3 billion, 

accounting for 15.66% of Vietnam's seafood export value, up 18.6% over 2016. 

Japan mainly imports shrimp from Vietnam with the turnover of over 50% of the value of 

seafood import from Vietnam. Japan does not seem to import Vietnamese pangasius. Tuna 

accounted for a very small proportion of seafood imports from Vietnam of Japan. 

Table 13: Structure of vietnamese seafood exports to japan 

Items 2011 2012 2013 2014 2015 2016 

Shrimp 61,0 56,3 61,5 61,4 56,0 54,3 

Catfish 0,0 0,3 0,3 0,9 1,0 0,0 

Tuna 4,0 4,9 3,6 1,9 1,9 1,7 

Crab 0,0 1,9 1,5 1,7 2,5 0,0 

Squid, octopus 13,0 13,1 0,0 0,0 0,0 10,0 

Bivalve mollusks 1,0 0,7 11,3 10,0 10,7 0,7 

Other types 21,0 22,7 21,7 24,2 27,9 33,2 

Total: 100,0 100,0 100,0 100,0 100,0 100,0 

Source: VASEP Vietnam seafood export report (2011-2016), Unit: % 

Tuna exports to Japan continued to decline sharply due to stringent quality control 

regulations, while the quality of fish exports did not meet the requirements of this market. Japan 

market is quite strict and technical market compared to other markets. Vietnamese enterprises 

that have entered the Japanese market will enter the market. 

3.3.3. Opportunities, challenges and solutions for sustainable the development for 

aquatic resource Vietnam   

Over the past years, Vietnamese seafood has gained and grasped some favorable 

opportunities, taking advantage of boosting production and exports. However, the difficulties 
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and challenges from the domestic and foreign markets are increasing, which requires the 

continuous efforts of the fisheries community, especially the producers and exporters. 

3.3.3.1 Opportunities 

 The year 2017 marked the growth and development of Vietnam seafood market to the 

Chinese market, notably, in the seafood export in 2017, China overtook the US in the import 

market of pangasius and shrimp of Vietnam. With a 37% increase in 2017 and an import value of 

$ 420 million, China is leading the pangasius market and is the third largest shrimp import 

market after the European Union (EU) and Japan. With a value of $ 677 million, an increase of 

over 60% over 2016. The Chinese market is a big potential market for Vietnamese seafood 

enterprises to exploit with a population of nearly 1.3 billion people. and large seafood 

consumption. 

 The area and output of shrimp in the country increased strongly in the past years, in 2017 

reached 723.8 thousand tons, up from 2016 is 10.3%. In the period of 20112016, shrimp output 

reached an average annual growth rate of 6.5%. 

Vietnam's aquaculture and aquaculture production continued to grow at an average of over 

5%, maintaining a relatively stable state. 

Potential exploitation and aquaculture, especially fish and shrimp products of Vietnam, can 

compete in the international market with shrimp in Thailand, India, China. 

Vietnam seafood producers and exporters have gradually approached and applied the 4.0 

technology in exploiting, cultivating, catching and processing aquatic products, traceability in 

farming grow and exploit aquatic resources. 

 The demand for seafood products of other countries in the world is increasing, with the 

higher average income the consumption of aquatic products, on the other hand people also 

gradually recognize the important role of clean food to the health and longevity of each 

individual. Because of these practical benefits, Vietnam's seafood market has more and more 

opportunities to expand and develop further in domestic market and international market. 

3.3.3.2. Difficulties and challenges: 

Besides the advantages, in 2018, it is forecasted that there will be many difficulties and 

challenges for the fisheries sector in Vietnam. Europe has applied the "yellow card" for Vietnamese 

seafood, strict inspection of trace origin for seafood imported from Vietnam. Parallel to that, 

regulations against illegal fishing and seafood from the United States effective January 1, 1818. 

From the management, the Ministry of Agriculture and Rural Development warned, 

despite the advantages, but in 2018, the fisheries sector still faces many challenges, can not be 

subjective. In particular, climate change in the context of climate change continues unpredictable 

and fierce; Problems from the breeding and processing such as residues of antibiotics, impurities 

in the product; As well as the export markets there are still tax risks, inspections programs, 

yellow card issues of the European Commission on illegal exploitation  
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The exploitation output has been decreasing, the exploitation cost has been increasing. 

Therefore, the scarcity of raw materials for production has become increasingly urgent, the raw 

material areas are small and fragmented. Medium, specialization for industrial processing and 

large export orientation. 

The quality of aquatic products remains unstable, less focused and improved. Traditionally, 

awareness of food hygiene and safety has not been met, and products have not met the quality 

requirements of consumers. Domestic and export countries 

The standard burden on export products: Increasingly, the market is becoming more costly 

for businesses, affecting production. Demand for sustainable and productive fishery products is 

increasing. These will be longterm challenges for the fisheries sector. 

3.3.3.3 Explain the sustainable development of fisheries in Vietnam. 

With the results achieved over the past years, Vietnamese seafood enterprises have started 

to reach the target of USD 10 billion by 2020 in line with the Government's strategy for fishery 

export development in the 20102020 period. making Vietnam become one of the top 4 power 

exporters in the world ... To achieve the objectives in the fisheries sector should implement the 

following solutions: 

3.3.3.3..1. Production in association with environmental protection, protection, 

regeneration and development of aquatic resources. 

To step by step rearrange and reorganize production in the value chain from raw materials 

production to product consumption, creating cohesion and sharing of economic benefits and risks 

among raw material producers and Fishery processing enterprises, associated with the protection 

of the environment and resources to develop large commodities in a sustainable manner. 

Continue to strengthen the organization of fisheries union activities; Encouraging the 

establishment of logistic fleets, purchasing products for offshore fishing vessels, creating 

favorable conditions for fishermen to go to sea for a long time, and improve the efficiency of 

fishing. fishermen community. 

  To well organize communication and timely warning of fishermen at sea and 

aquaculturers to ensure the safety of aquaculture and catching activities. To coordinate in 

promptly responding to risks. 

Strictly follow the process of seasonal fishing; It is strictly forbidden to exploit objects in 

the breeding season; It is strictly forbidden to use tools to exploit aquatic resources. 

Planning on aquaculture development together with environmental protection and 

synchronous management of quality of breeding, feed, veterinary drugs ... in shrimp and 

pangasius farming as well as aquatic species Other, in order to meet the requirements of quality, 

food hygiene and safety (FSH). 

  Reducing post harvest losses by 10  20% helps to produce more quality seafood 

materials, significantly increasing the amount of raw materials for processing. 
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  Promote the application of scientific and technological 4.0 in aquaculture, catching and 

exploitation, preservation and processing of aquatic products in order to increase productivity 

and quality, reduce the price ratio of raw materials; To rapidly develop the proportion of value 

added goods of high economic value according to the demand of export markets. 

3.3.3.3.2 Solutions for market development and trade promotion 

Trade promotion should be carried out effectively to strengthen and develop traditional 

markets, major markets (EU, Japan and the US) and expand and expand Eastern and Central 

European markets. East, China, Korea ... At the same time, to develop and expand the domestic 

market in service of tourism, urban areas and large residential areas. 

Strengthening trade promotion activities for aquatic products in key markets (exhibitions, 

fairs, propaganda and advertising). To build up the brand name and quality standards for a 

number of key aquatic products for export, meeting the requirements on quality, design and 

specifications of aquatic products of importing countries. 

The seafood enterprises should actively expand the consumption market, in particular the 

diversification of export markets, avoid focusing too much on a market. The Ministry of Industry 

and Trade should take the initiative in disseminating the free trade agreements that Vietnam 

participates with and coordinate with the Ministry of Agriculture and Rural Development in 

monitoring and supporting enterprises. 

In addition, businesses need to constantly keep up with the situation and actively take 

measures to cope with situations when there are trade barriers, fight against antidumping 

lawsuits, technical barriers Unreasonable, not to passively about the market. 

3.3.3.3.3 Enhance the state management of the fisheries sector 

To perfect the system of State management organizations in the fisheries sector from the 

central to local levels. Continue to promote administrative reform in the fisheries sector. To 

perfect the system of standards, technical regulations, processes and conditions in the fields of 

aquatic production and trading, which shall serve as a basis for management and socialization of 

a number of stages in the state management of water. Products. 

Scaling up the models of state management with the participation of the community, 

encouraging models of cooperation and cooperation in production, processing and consumption; 

between processing enterprises and consumers of raw materials; the effective coordination 

between the state and professional social organizations ... 

The State needs to support the business community to set up a chain control system to 

ensure uniformity of standards, regulations, quality control and food hygiene in all stages from 

material production, transportation, processing to export. 

The Government will ensure that the financial and credit system is basically stabilized 

to support fishermen to improve the efficiency of their production and business activities, 

while contributing to lower production costs and stabilizing the quality of food hygiene and 

safety. Seafood. 
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Promote socialization measures to improve efficiency and responsibility in quality 

management, food safety of each enterprise, farmers in the production chain, minimizing 

administrative procedures, saving time and costs. Compulsory inspection of export lots carried 

out by state agencies. 

Although Vietnamese seafood is present in more than 167 countries and territories around 

the world, economic fluctuations may affect future fish consumption trends. In addition, in the 

face of the global economic downturn, countries have increasingly protected domestic 

production, putting more and more barriers to trade, including bad media. Continuing to 

consolidate and increase market share in markets is a big challenge for Vietnam's seafood 

exports. Therefore, in order to develop sustainably, Vietnam's seafood industry needs to focus on 

production and consumption. 

4. Conclusion 

4.1 The government policy should be required in the research and the primary policy as a 

product of the field of the environment and other school is a in the information of the 

information to support information for the business community active dynamic, manufacture for 

product. At the same time, it promotes Vietnam's fishery abroad through various forms of trade 

promotion, introducing full information on the wellcontrolled fishery and aquaculture 

production system through professional marketing activities. . 

4.2 Take initiative in overcoming trade barriers, seeking cooperation opportunities to limit 

the impact of lawsuits, and cooperate with importers in communication to counter false 

information about Vietnamese seafood. 

4.3 Minimize the administrative procedures that cause big expenses for fisheries 

production and export, creating the most favorable environmental conditions for the business 

community in order to enhance the prestige, competitiveness and value. of the fishery. To make 

the export plan of USD 10 billion in 2020 a reality, the seafood business community is looking 

forward to the cooperation of state agencies. 
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Abstract: In Vietnam, clean water has become an urgent issue in life to be solved for rural 

area to protect people from disease and improve standard life.  In this paper, we focus on 

studying the factors affecting the willingness to pay (WTP) for clean water in rural households in 

Hanoi and the demand based on the real purchase decisions by using the Contingent Valuation 

Method (CVM) in which we hypothesis that if the water quality is better, the price is higher and 

ask the respondents to choose the each interval price surveyed. The Willingness-to-pay (WTP) 

for clean water will be conducted in the survey.  Data is collected from 266 households (HHs) in 

Rural Hanoi.  The Linear Model is used in order to measure the effect of the variables on the 

willingness to pay of rural households for clean water in Rural Hanoi.  Empirical results from 

the study imply that some variable such as Gender, Age, Education, Occupation, Family size, 

tap-water use, well-water use, bottled-water use, rain-water use, other water resources, water 

expense per month, clean water expectation, strange smell of water, strange color of water, how 

often see strange smell and color of water are not significant in the linear model.  The other 

independent variables (such as: Income, Water Resource Quality Assessment) affect to the 

dependent variable WTP in the linear regression model. The study also gives the result of the 

average amount of money which people are willingness to pay is 5796vnd/ m3 for clean water.  

Keywords: WTP, CVM, clean water, rural Hanoi, Independent Variables, Income, Water 

Resource Quality Assessment. 

 

1. Introduction 

Nowadays water is known as scare good but rapid increase in birth rate or population is the 

main responsible component to make it insufficient resources, but this insufficient accessibility is 

also the problem because human being has depleted this resource in very worse manners. So it 

has to be making clean, safe and to increase its quality. Clean water is the basic need for human. 

It’s not only raised the standard of living but also improves the health of individual and reduces 

the health cost by controlling water associated sickness.  
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World Health Organization (WHO), in 2010, published a picture of water that among 6 

billion people on earth, there is nearly one sixth of the population without access to safe water, 

and most of them takes place in the developing countries. The report noted that nearly 2 billion 

people, mostly children under 5 years old in developing countries died from diseases and 

dangerous diseases such as Diarrhea and Cholera caused directly by unsafe water source.  

Vietnam is a lowincome country and is becoming a middleincome country in 2009. How 

the people have access to clean water and how effectively they use it is much attracting and 

appreciating by the whole society. According to the report of National Target Program for Rural 

Water Supply and Sanitation Phase 3 (20112015), the real rate of population living in rural 

areas accessing to safe water with QCVN 01/2009 BYT standard was 40% which was 10% 

lower than planned. Clean water has become an urgent issue in life to be solved for rural area to 

protect people from disease and improve standard life in this area. Resolution of the Eighth Party 

Congress pointed "Improving the water supply in urban areas, more resources for rural clean 

water”. Vietnam's rural areas account for 73% of the national population and 90% of the 

country's poor people live in rural areas. They have low incomes, have not benefited from high

quality public services, especially water and sanitation is a big disadvantage which not only 

affects the current living conditions, but also the development of strength and mental power of 

the next generation of rural residents. In recent years, the government has prioritized the 

development of Water Supply & Sanitation in rural areas, and decided that the resolution of 

clean water and rural sanitation became one of the most 11 important national target programs of 

poverty alleviation and comprehensive development.  

According to the survey of rural sanitation of the Ministry of Health in 2007 showed that 

the structure of drinking water resources of rural households was as following: pump water 

33.1%, wells 31.2%, rainwater 1.8%, water 11.7%, headstream water 7.5%, 11% lakes & rivers, 

the other water sources 3.7%. There were only 25.1% of 2958 tested samples taken from 

drinking water sources of rural household in 8 geographical areas of Vietnam achieved 

microbiological hygiene standards.  

The Center of Rural Water and Sanitation in Hanoi has been recently reported the results 

of implementation of the index of monitoring and evaluation of clean water and sanitation in 

rural Hanoi in 2014. According to this report, in Rural Hanoi, until 2014, there were 407 

communes and town, the population was about 3.76 million people in which the rate of rural 

household using clean water was about 29.35% 

After monitoring and implementing of the conclusions of Chairman of the People’s 

Council on Rural Clean Water in the 14th Session (on 01/08/2016), the Department of Culture 

and Social of Hanoi People's Council indicated the difficulties and solutions to solve this 

problem. The current difficulties include: Proportion of people in rural areas of Hanoi using 

clean water as standard is only 35.5%; inefficient investment in centralizedwater supply system, 

weakness of management and operation; difficulty in socialization; decentralizedwater quality 

tests, incompleteness of national projects of centralizedwater supply system. Life standard of 

people in rural Hanoi is low and the number of households using clean water is small. Among 
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the number of 35.5% people using clean water, there are only 7.7% of this number used clean 

water from centralizedwater supply invested by the Council, the rest are from the urban water 

supply system and equippedwater filters of the civil.  

In Chuong My district, among 13 projects of centralizedwater supply system, there are 6 

projected unfinished. In My Duc district, centralizedwater supply system built 5 years ago has 

not been completed. Since the above difficulties, the rate of rural households in Hanoi using 

clean water is very low. They mostly use well water, rain water… and expense a big sum of 

money monthly to buy clean water at very high price. For example, in Thach That district, 

people have to expense about 500,000 vnd per person per month, whereas they still do not have 

sufficient clean water.  The result is that, in 2008 and 2009, rural people had to be suffered from 

diarrhea.  Besides that, among 18 districts in rural Hanoi, there are also some districts with many 

communes unequipped with centralizedwater supply. 

Nowadays, there have been law documents regulating the price of clean water in the urban 

area in Hanoi such as:  

Decision 38/2013/QĐUBND on promulgating price of tap water in Hanoi 

Circular No 88/2012/TTBTC on promulgating the price bracket of clean water (in which, the 

minimum price of clean water in rural areas is 2000 VND / m3 and a maximum price is 11,000 VND 

/ m3) 

Decision 120/2009/QĐUBND of People’s Council of Hanoi: Approving the plan of clean water’s 

price not used for domestic use in some districts in rural Hanoi.  

However, there have not been any law documents regulating the price of water in rural area in 

Hanoi. Whereas in the other areas in Red River Delta, there have been some provinces promulgating the 

law documents of clean water in rural areas, such as: Nam Dinh province, Hai Phong province, Hai 

Duong province, Ha Nam province. 

Face up with this current status in rural Hanoi, one of many important solutions is given which is: 

to encourage enterprises to join together to invest in water supply in rural area and solve the water 

shortage in the production villages and in rural areas which is being pilot in Hanoi. 

Besides that, better understanding of household preferences allows us to determine the 

preferred level of services and help designing appropriate policies for recovering 

maintenance costs and setting the project sustainably (William F. Vasquez, 2009).On the 

importance of valid estimates of willingnesstopay (WTP) researchers agree with the policy 

of managers. Hence, it is imperative to get insight into the clean water supply situation, 

households’ perception about their willingness to pay for clean water. Considering valid 

estimates of willingnesstopay is essential for developing an optimal pricing strategy in 

marketing. Such estimates can be used to forecast market response to price changes and for 

modeling demand functions (Balderjah, et al. 2010). 

This study provides the first systematic review of experimental evidence on willingness to 

pay of rural households for cleaner water: a case study in Rural Hanoi.  We focus on studying the 

factors affecting the Willingness to pay for clean water in Rural Households in Hanoiand the 

demand based on real purchase decisions by using the Contingent Valuation Method (CVM) in 
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which we hypothesis that if the water quality is better, the price is higher and ask the respondents 

to choose the each interval price surveyed 

The Willingnesstopay (WTP) for clean water will be conducted in the survey. Data is 

collected from 266 households (HHs) in Rural Hanoi. The Linear Model is used in order to 

measure the effect of the variables on the willingness to pay of rural households for clean water 

in Rural Hanoi. This study’s main objectives focus on: 

1) To describe the current drinking water sources used by households, and measure the magnitude 

of the perception of the people through their response to such the water;  

2) To measure households’ ability and WTP for improved drinking water quality (clean water);  

3) To highlight and analyzed issues and factors influencing WTP for clean water in different 

survey sites; and  

4) To propose empirical policy implications.  

The rest of the paper is organized in five chapters in detail as following: Section 2 contains 

a review of relevant literatures and methods used in the study: Contingent valuation method 

(CVM), and the WTP model. In section 3, the theoretical framework of CVM and WTP model 

are researched and summary of estimated final model result is found out.  In section 4 the main 

characteristics of the respondents and households and the responses to drinking water sources in 

terms of clean water and the valuation are described. Section 5 presents empirical results on 

WTP with indepth analysis and WTP model is given significantly. As an important part in the 

study, the two WTP estimations mentioned above would be discussed. Section 6 ends by 

conclusions, and empirical suggestions on policy implication.  

2. Literature Review 

Economic value of goods or services is measured by change in human wellbeing arising 

from provision of those goods or services. It is a measure of maximum amount an individual is 

willing to forgo other goods and services in order to obtain some goods or services. Individual 

welfare depends not only on quantity of private goods and services, but also on quality. One can 

benefit from nonmarket goods and services that flow from the environment and natural 

resources. Natural resources such as forests, fisheries and clean water and environmental and 

ecosystem services such as clean air, visual amenities, and outdoor recreation are valuable 

because they yield flows of services to people (Freeman, 1993).  

There are two main arguments for putting a price on environmental goods such as clean 

water, air quality, biodiversity and natural environments. First, we need to know the marginal 

value of environmental goods to find the socially “right” (optimal) quantity and quality of 

different environmental goods. Second, if environmental goods are not valued explicitly, they 

will still be valued implicitly through policy decisions (Navrud, 1992). Nonmarket valuation 

attempts to estimate economic value in monetary terms that a society receives from uses of 

resources (Kolstad, 2000). Economists have developed a variety of techniques to value non

market environmental and cultural amenities consistent with the valuation of market goods either 

using revealed preference methods (production function, travel cost, hedonic pricing, simulated 

markets and market prices) or stated preference methods (contingent ranking, choice experiment 
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and contingent valuation) (Navrud, 2000; Hanley and Spash, 1993; Graton et al., 2004)).   

The contingent valuation method (CVM), which was used first in the early 1960s when 

economist Robert K. Davis used questionnaires to estimate the benefits of outdoor recreation in a 

Maine backwoods area, has been widely employed as it circumvents the absence of markets for 

environmental goods by presenting consumers with hypothetical markets in which they have the 

opportunity to buy the good in question. Since the elicited willingness to pay values (WTP)is 

contingent upon the particular hypothetical market described to the respondent, this approach 

came to be called the Contingent valuation method (CVM) (Mitchell and Carson, 1989).   

The CVM has some inherent limitations including inconsistency with rational choice, 

implausibility of responses, absence of a meaningful budget constraint, and information 

provision and acceptance extent of the market (Arrow et al, 1993). Despite this, it is argued that 

studies employing this method in environmental research have witnessed robust progress. In 

particular, with advances in the use of econometric analysis, survey research methods, sampling 

and experimental design, it enabled better understanding of consumer preferences and policy 

applications in the last 50 years (Smith, 2006).    

This technique is an example of a hypotheticaldirect valuation technique requiring the 

active involvement of respondents. The CVM develops a framework of a hypothetical market 

used to elicit valuations for environmental and/or public goods from habitants and habitant’s 

preference, expressed in terms of WTP. It mainly asks people what they are willing to pay for a 

benefit (Mitchell and Carson, 1989; Haab and McConnell, 2003).  

Griffin et al. (1995) also revealed that CVM are utilized to evaluate public goods or 

environmental amenities, in case of a water system Furthermore, Washington (1998) indicated 

that now we have come full circle that is assumed by many environmental and resource 

economists, and policy analysts working in developing countries that CVM surveys are 

straightforward and easy to apply. 

Hutton (2001) shows that most WTP studies used CVM in order to identify the potential 

demand curve for improved water supply and quality, and many of these identified current water 

markets and compared them with WTP. Moreover, Lipton et al. (1998) stated that the CV can be 

considered the best method to estimate the economic value of anything. Also, it is the only 

method that can estimate the nonuse values, and it could be evaluated by the understanding of 

a mean or median value.  

According to the abovementioned, CV technique is become widely utilized in both, policy 

analysis and academic research. It is utilized to elicit people’s preference, expressed in terms of 

WTP. Using CVM for evaluating WTP for social projects is widely used not only in developed 

countries, but also in developing countries, especially, these countries meet difficult political and 

social problems, as well as water scarcity.  

Willingness to pay(CVM) is what the concept of economic value is based on. The concept 

is if good is worth having, then it is the maximum amount that a person state they are willing to 

pay for a good (DFID, 1997). The concept extends to environmental resources like water quality 
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and natural resources like trees. Economic methods can be used to attach estimates of 

willingness to pay to changes in the level of environmental quality and natural resource use. We 

have huge collection of literature available to analyze the willingness to pay of the household for 

getting clean and safe drinking water. 

The willingness to pay (WTP) survey for safe drinking water has been conducted in many 

places in developing counties. Kaliba et al. (2002) conducted an analysis to estimate WTP to 

improve communitybased rural water utilities in the Dodoma and Singida Regions of Central 

Tanzania. Adebusola and Bolarin (2009) have studied WTP for improved water supply in 

Osogbo Metropolis, Nigeria using a binarylogit model and found that income determines 

willingness to pay for improved water supply. Komatsu et al. (2007) conducted a WTP study for 

rural water supply improvements for pastureland conservation in Mongolia and found that  

distance from the water points, education, herders’ perception of pastureland degradation, 

income and initial bid value significantly determine their WTP for improved water supply.  

Monarcho and Gudas (2009) conducted a study on contingent valuation approach to estimate the 

benefits of water quality improvement in the Baltic States. Using a payment card, they indicate 

that connection to the sewerage network, being active user, living near a water point and income 

influence households’ desire to contribute to the better water quality.  A study on citizen’s 

willingness to pay for improved and sustainable water supply in a mediumsized city of South 

Western Nigeria shows that main source of domestic water used, access to improved source, 

distance from main source, average time spent to fetch, adequacy of supply, amount of water 

purchased and attack by water borne diseases determine willingness to pay (Olajuyigbe and 

Fasakin, 2010). A few of the studies undertaken in Ethiopia emphasized the urban water supply. 

Genanew (1999) indicates that income, education, sex of the respondents and water available at 

the time of the survey determine willingness to pay.  Alebel (2003) conducted an affordability 

and willingness to pay survey and found that gender, income, monthly expenditure for water 

consumption, quality and time taken to fetch from the existing sources are important 

determinants. The affordability analysis indicates that consumers are able to pay if they are 

provided with the improved water supply service at a price equal to the average incremental cost 

of providing the improved water supply.  

Zezalem Lema and Fekadu Beyene et al. (2012) studied Willingness to pay for improved 

rural water supply in GoroGutu District of Eastern Ethiopia: An application of contingent 

valuation. This study employed a contingent valuation method to estimate willingness to pay for 

improved rural water supply.  This study implies the need to take the specific characteristics of 

rural households and their service level demand into account in planning rural water supply 

projects, which can sustain the service delivery 

SoYoon Kwak et al (2013) have done their work for estimating the tap water quality in 

Pusan which is the second biggest city in Korea. Odor during using tap water, income, gender, 

age, education was their variables for estimating willingness to pay. Researcher used CVM 

method and spike model. The purpose of the study was to increase tap water quality in Pusan 

Korea. 2.2 (USD) was monthly willingness to pay per household. For conducting the study 
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through CVM highly educated population gave more help to estimate the results (Kwak, p. 2013)  

A study has been done in the area of Peshawar, Hayatabad sited in north Pakistan 

(Himayatullah, 2010). This article contained on 150 household which were randomly select for 

the conducting the survey. To elicit the WTP as well as risk averting behavior, for clean dirking 

water author used a CVM along with the multinomial econometric model (Null, 2012). The 

indicators such as income, education and exposure to media indicated that people of this town 

are willing to pay for the better water quality. The study showed direct relationship between 

income and WTP. Estimates exposed that clean drinking water increased welfare of the small 

income groups than the higher earning groups.   

A study by Akter (2008) anticipated safe drinking water economic value in rural area of 

Bangladesh. Number of children in house, age, education, media exposure and water source were 

the important factors which concluded the results in very useful way.  

Usman Mustafa et al (2007) used the common technique called CVM for improving the 

water quality in Abbottabad district. Results revealed that in Abbottabad water quality is not 

reliable, people are more willing for the improved water quality. Awareness has the considerable 

importance in order to influence the perception of community toward the enhanced water 

quality. Purpose of the study was to analyze the WTP of the individuals of Indonesia to get clean 

and safe drinking water. Hedonic pricing technique was used to find out the WTP of the 

Indonesia’s citizens. Results were obtained by using logistic model, age, family member’s size; 

education expenditure per capita affected the availability of water. Study showed the education 

of individuals had more impact on the results. Education is taken as a very essential factor which 

helps to increase the knowledge of individuals as well as to promote awareness. (Bilang et al, 

Nov 2007)  

In 2013 a study was conducted in Vietnam to reveal the WTP for safe drinking water by the 

citizens. In order to get significant result 235 household size was taken. Two traditional methods 

(CVM and ABM) were used along with the binary logit regression. Geographical attribute, culture, 

earnings, education were the most important determinates which affected the general public 

perception. Outcome of the study showed that people are more willing for safe drinking water. 

Standard of living, income, education, customs were also the part of variables.  Policy recommended 

that government should take serious actions to provide qualitative water particularly for those who 

have small income and they are restricted to pay more for quality of water (kuch, 2013) 

Quy Van Khuc et al (2013) researched the household’s willingness to pay estimation for 

safe drinking water: a case study in Vietnam. This study has employed CVM to get insight into 

value of WTP that household are willing to pay in return for receiving better drinking water. 

Empirical results from the study imply that the respondents who gain higher level of education 

and higher perception of water in general would be willing to pay for safe drinking water. In Hai 

Duong and Ho Chi Minh, gender is strong variable that could influence WTP as well. 

3. Theoretical Framework and Hypothesis 

3.1 Theoretical Framework  
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Most empirical studies on the WTP for improved water resources and supply indicate that 

income, household size, education, age, distance from existing water source, employment status 

and gender influence willingness to pay for improved water resources. For instance, Otsetswe 

(2001) found that the above parameters were the main determinant for WTP for private water 

connection in Kanye village in Botswana. In 2004, Pham Khanh Nam and Tran Vo Hung Son 

did a study on Household Demand for Improved Water Services in Ho Chi Minh City, Vietnam. 

The study assessed the willingness of people in Ho Chi Minh City to pay for improvements in 

their water supply system. It also investigated what aspects of water supply, such as quality and 

water pressure are most important. Many households surveyed already had to do a lot and spend 

lot of money to cope with unreliable poor quality public water supply they currently use. The 

study found that people are on average willing to pay between VND 148,000 and VND 175,000 

for improvements in their water supply. Also, households without piped water are more willing 

to pay for improved services than those that already enjoy fixed supply. Nonpiped households 

place more importance on water quality than water pressure. The studies reviewed above have all 

employed CVM to solicit WTP for improved water services.  

Moffat. B., Motlaleng. G.R. and Thukuza. A (2011) employs the Contingent Valuation 

Method (CVM) to determine the willingness to pay for improved water quality. Moffat. B., 

Motlaleng. G.R. and Thukuza. A (2011) found that on average, 54% of the households are 

willing to pay for improved water quality in Chobe ward in Maun. It is therefore apparent that 

Chobe Ward, Maun residents in general regard water as an economic good as they are willing to 

pay for its provision. Those with a higher income were willing to pay for an improved water 

quality and reliability of supply. This finding corroborates the environmental economic theory 

which assumes that the demand for an improved environmental quality increases with income. 

The older the person the more they are willing to pay for improved water quality and reliability. 

Larger families are not willing to pay for an improved provision of water services. Also, 

educated people are lesser willing to pay for improved water quality and reliability.  The 

specification of the equation below was primarily motivated by theory and relevant literature. In 

the model, WTP is endogenously determined and is a function of the following independent 

variables income level, gender, age, education, household size and avoidance expenditures.  

Thus,  

WTP= β0 + β1INC + β2HHOLD SIZE + β3AGE + β4AE + β5GEN + β6EDU + ε  

Where; β1>0, β2< 0, β3<0, β4> 0, β5> 0, β6 > 0  

Where,  

WTP: Willingness of Maun residents to pay for improved water quality and reliable supply 

(in monetary terms, Pula) β0: Constant  

βi: Coefficients where i= 1 to 6 INC: Household income level  

HHOLD SIZE: Household size  

AGE: Age of the respondent  
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AE:  Avoidance expenditures  

GEN: Gender of the respondent where GEN= 1 for male respondent and GEN= 0 if 

respondent is female  

EDU: Education of the respondent (in terms of number of years at school) ε: Error Term  

According to Iftikhar (2010) willingness to pay to safe and clean drinking water depends 

upon many factors like income, education, awareness and household size etc. Household size has 

also positive impact upon WTP if numbers of people are more in house and they have education 

and awareness so they will prefer more for clean water to prevent their self from health 

cost.Health expenditure has negative impact on WTP because, if we have less health cost so they 

will be more budget allocated to get safe water. So in our model WTP depends upon income of 

the household, education, filter cost, awareness, household size and health expenditure.  

Shazia Parveen, Jahangir Ahmad, Masood U Rahman (2016) wrote that There are some 

variable which might affect the model or may be the cause to associate these variables like 

purifications measures by the HH in their own homes. These variables completely affect a 

variety of characteristics of HH, so there is a need to construct an econometric model which split 

out the effect of every variable.  

To observe different variables for WTP, multivariate regression analysis was carried out 

which is given:  

WTP i =   β0 +β1 (Edu) + β2   (Aw) +β3   (FC) +β4    (HE) +β5   (I) + µi Where:  

WTP= willingness to pay of household for improved services (percentage of income)  

Edu = education level  

Aw= awareness  

FC= filter cost  

HE= health expenditure  

I= income level  

WTP is our dependent variable while Edu ,FC, A, HE and I these all are our independent 

variable which will affect out dependent variable WTP.  This Study empirically concluded that 

awareness and income has significant impacts on household decision making for better water 

quality. 

Phan Dinh Hung (2011) carried out the study “The willingness to pay of citizens for clean 

water supply service in Cao Lanh in Dong Thap Vietnam”. This study used Contingent valuation 

method (CVM), surveyed 172 random respondents living in Cao Lanh city (Dong Thap) where 

there was not clean water supply system. The research used quantitative method to build linear 

regression model to analyze and identify the factors affecting the willingness to pay of 

households in Cao Lanh Dong Thap. Research model was given as following:  
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WTP= f(gender, age, living area, education, occupation of head of household, familysize, 

number of occupied people in household, income, water resource using, sum of water quantity 

used, awareness of water resource) 

The results show that some variables such as gender, age, occupation of head of household 

are not significant. The other independent variables affect 58% to the dependent variable WTP in 

the linear regression model. The study also gives the result of the average amount of money 

which people are willing to pay is  4,956vnd/ m3 for clean water , and there are more than 50% 

of citizens willing to pay less than 5,000vnd/ m3 for clean water. Comparing the results of 

research and local current status, the author has proposed policies and measures to enhance the 

level of willingness to pay, and people's awareness of clean water services, preservation and 

exploitation of water efficiently. 

3.2 Model Specification/ Hypothesis 

Based on the results of the above research, in this study we estimate the final model results 

and give the prior expectations of the WTP model. The hypothesis is that the dependent variables 

are positively related to willingness to pay of rural households.  

 

Figure 1: Summary of estimated final model result 

4. Methodology 

Both Qualitative and Quantitative method is employed in this study. Before conducting a 

survey to test the proposed relationships between Willingness to pay of rural households in 

Hanoi and independent variables reported from the previous studies, a preliminary qualitative 

study was conducted through indepth interviews with 30 respondents in rural area in Hanoi of 

Vietnam. The main object of the qualitative study is to gain overall understanding of awareness 

of rural households for clean water and their desire to use clean water. After this preliminary 
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qualitative study, we find out that most of rural households expect for clean water highly, since 

this result we create a new variable and give this new variable named “Water quality 

expectations” into the estimated final model result which is shown above. The measure of this 

new variable is in accordance with the 5point Likert scale which is ranging from very good to 

very bad. 

In order to test the relationship of the variables in the estimated final model result, we 

employed the surveyed data collected from 266 households in rural Hanoi. The respondents are 

randomly collected from the two rural districts named Dong Anh district and Hoai Duc district in 

Rural Hanoi which are located near by the urban area of Hanoi and in which the current status of 

clean water is insufficient and is an urgent issue.In the following section, we discuss the 

measures used in this study, the sample and the techniques used for data analysis. 

4.1 Measures 

The scales used in this study were empirically validated scales from past research and were 

modified based on insight from the qualitative study. Some were developed specifically for the research 

context of Vietnam. These scales were also subject to validity and reliability tests before being used to be 

given in the final model of this study.  

4.2 Sample and data collection: 

We delivered 266 questionnaires to respondents in the two districts named Dong Anh district and 

Hoai Duc district in Rural Hanoi which are located near by the urban area of Hanoi and in which the 

current status of clean water is insufficient and is an urgent issue. In each districts, we randomly surveyed 

the communes. And in each district, a trained datacollection team went doortodoor to distribute the 

questionnaires at the respondents’ houses and evenly asked and come back later to collect the completed 

surveyed. In some cases, they guide the head of households directly to answer questions by facetoface 

indeed. In this survey, the demographic characteristics were considered. The demographic profile of our 

final sample is presented in Table 1. 

Table 1: Demographics of the sample (n=266) 

Characteristics Frequency Percentage 

Gender 

Male 125 47.0 

Female 140 52.6 

Total 265 99.6 

Missing System 1 .4 

Age group (years) 

<20 2 .8 

2040 110 41.4 

4060 119 44.7 

>60 35 13.2 

Total 266 100.0 

Education 

Primary School 23 8.6 

Secondary School 64 24.1 

High School 113 42.5 

College 37 13.9 

Bachelor degree 23 8.6 
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> Bachelor degree 4 1.5 

Total 264 99.2 

Missing System 2 .8 

Occupation 

Workers 173 65.0 

Officer 32 12.0 

Manager 10 3.8 

Retired 20 7.5 

Not employed 29 10.9 

Total 264 99.2 

Missing System 2 .8 

Head of households 

Yes 174 65.4 

No 91 34.2 

Total 265 99.6 

Missing System 1 .4 

Family size (persons) 

1>4 130 48.9 

4>6 109 41.0 

>6 27 10.2 

Total 266 100.0 

Average Monthly Family Income 

<2 trieu 23 8.6 

2 trieu> 6 trieu 117 44.0 

6 trieu> 10 trieu 82 30.8 

10 trieu> 14 trieu 20 7.5 

14 trieu> 18 trieu 4 1.5 

>18 trieu 18 6.8 

Total 264 99.2 

Missing System 2 .8 

4.3 Data analyses 

Linear Regression Model (using SPSS 20) was used to test the hypothesized model. The 

independent variable in the linear regression model is WTP variable and the other dependent 

variables in the linear regression model are the above listed in the Figure 1. After testing the 

estimated model, this result will find out the final model which is significant and conclude the 

factors affecting the WTP of rural households in Hanoi.  

5. Empirical Results 

5.1 Analysis Result 

The descriptive quantitative of this study is given as following. The current status of water 

resources used in the rural area of Hanoi is shown in the table 2, table 3. The table 2 shows the 

resources of water used by households at the moment. The result is that 97.4% households are using 

well water whereas there is only 1.5% households using tap water which is known as clean water 

resources. Also, according to the survey, the reason why the respondents do not use water from 
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factory and they use mostly water from well is that there still has not water supply system in their 

areas. In some communes there has been water supply system which has not been operated or set up.  

Table 2: Water resources used by households at the moment 

 Frequency Percent (%) 

Tap water 
Yes 4 1.5 

No 262 98.5 

Well water 
Yes 259 97.4 

No 7 2.6 

Bottled water 
Yes 39 14.7 

No 227 85.3 

Rain water 
Yes 125 47.0 

No 141 53.0 

Other water resources 
Yes 3 1.1 

No 263 98.9 

Table 3 shows the characteristic of the water resources households using in rural Hanoi. 

The results show that there are 72.6% of the respondents surveyed said that the current water 

resource they are using has strange smell and there are 74.4% of them said that the current water 

resources they are using has strange color. The color of water resources is yellow. 36.5% said 

that they often see the strange color of the water resources they are using. Since the current status 

of the characteristic of water resources, 97.7% of surveyed households demand for clean water 

and think that it is very necessary for them to be consumed clean water and they really desire the 

have clean water in their living areas.  

Table 3: Characteristics of water resources households using 

 Frequency 
Percent 

(%) 

Strange smell 
yes 193 72.6 

no 73 27.4 

Strange color 
yes 198 74.4 

no 68 25.6 

Usually see the strange color of water resources 

Very often 58 21.8 

Often 97 36.5 

Sometimes 69 25.9 

Rarely 25 9.4 

Do not remember 17 6.4 

Demand for clean water 
yes 260 97.7 

no 5 1.9 

Clean Water Expectation of households 

Very good 154 57.9 

Quite good 106 39.8 

Normal 5 1.9 

Bad 1 .4 
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Very bad 0 0.0 

When being asked to assess the quality of the current water resources using at the moment, 

most of the households said that the quality is bad with 47%. The rate of people assess that the 

water resource quality is “very good”, “quite good”, “normal” and “very bad” accounts for 1.5%, 

5.3%, 17.3%, 28.9% respectively. This result is shown in table 4. 

Table 4: General Water resource quality assessment of households using 

  Frequency Percent (%) 

Very good 4 1.5 

Quite good 14 5.3 

Normal 46 17.3 

Bad 125 47.0 

Very bad 77 28.9 

Total 266 100.0 

The table 5 shows the average water expense one household has to pay per month to 

consume clean water resources. The average sum of money is about 373019vnd. The table 6 

shows the rate of households’expense for consuming clean water.  

Table 5: the average expense of one household per month for clean water use 

N Valid 265 

Missing 1 

Mean 373018.8679 

Median 300,000 

Minimum 20,000 

Maximum 1,500,000 

Table 6: The rate of expense of one household per month for clean water use 

 Unit: vnd Frequency 
Percent 

(%) 

Valid 

<250000 91 34.2 

250000>500000 129 48.5 

500000>750000 25 9.4 

>750000 20 7.5 

Total 265 99.6 

Missing System 1 .4 

Total 266 100.0 

Table 7: Willingness to pay for clean water 

  

Frequenc

y Percent (%) 
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Yes 259 97.4 

No 7 2.6 

Total 266 100.0 

Table 8: The average amount of money that households willingness to pay for clean water 

N Valid 259 

Missing 7 

Mean 5795.3668 

Median 5000.0000 

Std. Deviation 1921.07290 

Minimum 3000.00 

Maximum 11000.00 

Table 9: The rate of household willingness to pay for clean water 

 Unit: vnd Frequency 
Percent 

(%) 

Valid 

3000.00 34 12.8 

5000.00 129 48.5 

7000.00 68 25.6 

9000.00 15 5.6 

11000.00 13 4.9 

Total 259 97.4 

Missing System 7 2.6 

Total 266 100.0 

According to the results, the current status of water resource in rural areas surveyed in 

Hanoi is such an urgent issue and the rural people have to pay much money for clean water use. 

However when being asked whether they are willing to pay for clean water, 97.4% respondents 

said that they are willing to pay for clean water. And the average amount of money they are 

willingness to pay per m3 is about 5796vnd per m3, the result is shown in table 8.  

5.2 WTP model 

Table 10 and table 11, table 12 shows the result of testing the significant of the estimated 

final model (model 1). The result shows that the model is significant but most of independent 

variables do not have relationship with the dependent WTP variable.  

 

Table 10: Model 1 summary 

Model Summary 
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Model R R Square Adjusted R Square 

Std. Error of the 

Estimate 

1 .496a .246 .191 1715.56300 

Table 11: Anova result of model 1 

  ANOVA 

Model    Sum of Squares df Mean Square F Sig. 

1 

Regression 224571242.496 17 13210073.088 4.488 .000b 

Residual 688698598.774 234 2943156.405     

Total 913269841.270 251       

Table 12: Model 1 

Coefficientsa 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients t Sig. 

B Std. Error Beta 

1 

(Constant) 1120.343 4204.123  .266 .790 

Gender 210.790 226.083 .055 .932 .352 

Age 20.921 10.900 .140 1.919 .056 

Education 20.785 114.386 .012 .182 .856 

Occupation 167.905 89.944 .124 1.867 .063 

Family size 114.372 76.427 .096 1.496 .136 

Income 350.941 55.832 .441 6.286 .000 

Tap water use 1294.330 1137.468 .085 1.138 .256 

Well water use 965.753 955.620 .077 1.011 .313 

Bottled water use 919.372 324.816 .173 2.830 .005 

Rain water use 422.818 230.319 .111 1.836 .068 

Other water resources 644.922 1063.611 .037 .606 .545 

Water Expense per month 77.933 246.999 .020 .316 .753 

Clean Water expectation 166.944 206.182 .048 .810 .419 

Water Resource Quality 
Assessment 

316.573 139.963 .145 2.262 .025 

Strange smell of water 31.957 328.715 .007 .097 .923 

Strange color of water 245.843 344.270 .055 .714 .476 

How often see strange smell 
and color of water. 

159.682 136.874 .092 1.167 .245 

a. Dependent Variable: WTP 

 

 

From the result of model 1 we continue researching and find out the other model named 

model 2 which contains significant variables which related to the dependent WTP model. The 
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model 2 is shown in the tables of results under (table 13, table 14, table 15) 

Table 13: Model 2 summary 

Model Summary 

Model R R Square 
Adjusted R 

Square 

Std. Error of 

the Estimate 

Change Statistics 

R Square 

Change 
F Change df1 df2 Sig. F Change 

2 .427a .183 .176 1742.62841 .183 28.373 2 254 .000 

 

Table 14: Anova result of model 2 

ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

2 

Regression 172322131.716 2 86161065.858 28.373 .000b 

Residual 771335455.833 254 3036753.763   

Total 943657587.549 256    

Table 15: Model 2 result 

Coefficientsa 

 

Model Unstandardized Coefficients Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 

(Constant) 2879.236 570.794  5.044 .000 

Water Resource 

Quality Assessment 
288.509 124.833 .131 2.311 .022 

Income 654.242 90.637 .410 7.218 .000 

a. Dependent Variable: WTP 

6. Conclusion 

This study provides the first systematic review of experimental evidence on willingness to pay 

of rural household for cleaner water: a case study in Rural Hanoi in Vietnam.  We focus on studies 

which factors affecting the Willingness to pay for clean water of Rural Households in Hanoi. 

The Willingnesstopay (WTP) for clean water is conducted in the survey. Data is collected 

from 266 households (HHs) in Rural Hanoi. The Linear Model is used in order to measure the 

effect of the variables on the willingness to pay of rural households for clean water in Rural 

Hanoi. This study’s results are shown as following:  
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(1) The current drinking water sources used by HHs are such an urgent issue and rural 

households in Hanoi really demand for clean water. The water supply system has not been built 

or even operated in rural area and the households have to pay much money for clean water.  

(2) Households are willing to pay for clean water and the average amount of money rural 

households willing to pay for clean water (WTP) is about 5796vnd/ m3 

(3) Factors consist of “Income” and “Water Resource Quality Assessment” influencing 

WTP in the model 2 above.   

(4)  The empirical policy implications is given that it is necessary to make law document  

to promulgate the clean water price decision for rural area in Hanoi. The policy makers can use 

the result of this research to regulate the suitable price for clean water based on the two factor 

Income and Water Resource Quality Assessment tested in the model 

The success of this research is to find out the significant model of factors affecting to the WTP 

of rural households in Hanoi which will be used in policy implications and business field in which 

stakeholders have scientific basis before they decide to invest in clean water in rural area.  
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Abstract: This paper will evaluate the impact of financial inclusion on the poverty 

alleviation and income equality in Vietnam using data from the Vietnam Household 

Living Standard Surveys in 2014 and 2016. The research shows that financial services 

generally improve household expenditure and its sub-categories. Savings show a 

consistently positive effect on reducing the poverty rate and narrowing the poverty gap. 

In contrast, formal credit has no statistically significant impacts. For the poorest 

households, formal loans tend to make them poorer. 
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1. Introduction 

Reducing poverty and income inequality are part of the Millennium Development Goals. 

Despite rapid economic growth over the past decades, millions of people are left behind and are 

struggling with hunger and poverty. Those who live just above the poverty line are likely to fall 

back into the poverty trap. Moreover, poverty is now defined as a multidimensional problem 

that covers aspects including income, consumption, education, health, housing, employment, 

empowerment, equality, humiliation, personal security and more (Poverty and Initiative, 2013). 

Most countries in the world define poverty in a unidimensional way based on income or 

consumption levels, which is likely to underestimate the severity of poverty.  Therefore, 

sustainable poverty alleviation on multiple dimensions has become a priority in developmental 

policies over the world. One of the measures, highlighted by the World Bank and implemented 

in many countries, is to promote financial inclusion as the key to make growth inclusive. The 

role of financial inclusion to social wellbeing has been recognized through the strong funding 

commitment of governments and international organisations for financial inclusion strategy 

(Dashi et al., 2013).  

Financial inclusion means ensuring “the ease of access, availability, and usage of a formal 

financial system for all members of the economy” (Sarma, 2008).  It is believed that access to 

finance is of great importance, especially to the poor, because it enables households to make 

longerterm consumption, education, healthcare and investment decisions, carry out productive 
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activities and cope with life shocks (Park and Mercado, 2015).  The impacts of financial 

inclusion on poverty have been studied in both crosscountry and household levels. For instance, 

Park and Mercado (2015) analyze the impacts of financial services on poverty, and income 

inequality in 37 developing Asian countries and find strong evidence of the effect of financial 

access (usage and availability) on poverty rate. The availability of credit to lowerincome groups 

improve their access to financial services, which in turn enables them to participate in productive 

activities, smoothen consumption and support them in shortterm adverse shock such as 

healthcare, and education costs. They also find some evidence on the role of financial inclusion 

on income equality, with reducing involuntary financial exclusion. Honohan (2008), based on 

data from 160 countries, shows that better household access to finance may be associated with 

lower inequality measured by the Gini coefficient, but there is less evidence that access is 

causally related to a lower poverty headcount.  

The reviews by Cull et al. (2014), Karlan et al. (2014) and DemirgüçKunt and Singer 

(2017) show increasing empirical evidence that financial inclusion is generally beneficial on the 

three economic levels (household, local and macro economy). However, the extent of the 

impacts varies with financial products and time span. For example, Cull et al. (2014) reviewed 

that microcredit for consumption purposes increases the consumption or income in poor 

households over a relatively short time but the longerterm impacts are less clear. Cull et al. 

(2014) also summarize the positive effects of microcredit for business purposes on income 

(India, the Philippines, and Mongolia), business size (Mexico) and the scale of agriculture 

activities (Morocco). Another review by Karlan et al. (2014) confirmed the significant effect of 

savings on the poor in multidimensions. For instance, savings help household manage cash flow 

spikes, smooth consumption and accumulate working capital or household assets in Nepal, 

Malawi, and Kenya (Prina, 2015, Brune et al., 2011, Dupas and Robinson, 2013). Access to a 

savings account also empowers women in business, increases healthcare and education 

expenditures, and makes households resilient to health shocks in Kenya (Prina, 2015).  New 

types of payment services improve their ability to manage shock by sharing risks, saving time 

and transaction costs (DemirgüçKunt and Singer, 2017). The impact of  insurance is mixed, 

with results showing both some effects and no effects on poverty (Cull et al., 2014).  

Vietnam is internationally well known for the story of poverty escape. In only three 

decades, the country has successfully transformed from one of the world’s poorest countries into 

a middleincome country.  In 1993, there was about 63.7 percent of the population living below 

the national poverty line with a per capita income of only USD 437 per year (GIZ, 2018). The 

economic and political reform (Doi Moi) in 1986 led to more than 40 million people being lifted 

from poverty. The living standard of people has been significantly improved as the per capita 

income of Vietnam reached USD 2,185.69 in 2016 (GIZ, 2018). Although the majority of 

Millennium Development Goal targets have been met ahead of time, these achievements are at 

risk. First, a large proportion of population has consumption expenditure per capita very close to 

the poverty line and a small shock could change their poverty status (Nguyen and Van den Berg, 

2011). Other quality aspects of poverty reduction such as equality, education or healthcare have 

been inadequately improved.  Second, Vietnam, being a middleincome country, is challenged 
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by slower growth, new forms of poverty and vulnerabilities, and increased inequality (GIZ, 

2018). Coping with these issues is a main priority of the government in the future. 

Since the 1990s, a series of strategies, plans and programs have been implemented to build 

an inclusive financial sector in Vietnam with a focus on rural areas and the poor. Among them, 

the policy credit program of the government for the poor household and the microfinance 

program of nonprofit organizations for the women and the poor are the most longlasting and 

important.  The goal is to increase the coverage of financial services, promote business and 

economic development and reduce poverty. However, there are doubts casted on the efficiency 

and sustainability of these programs, given the huge contribution from funders. This study is 

interested in the impacts of financial inclusion on the poverty in Vietnam for two reasons. First, 

despite the enormous efforts, Vietnam is among the countries with the highest financial 

exclusion. With the population of more than 90 million, only 30% of adults have an account with 

a formal financial provider and approximately 20% of the 40% poorest opene an account 

(DemirgüçKunt et al., 2018). Rural areas account for twothirds of the population but only 25% 

of adults in rural areas have an account at financial institutions (DemirgüçKunt et al., 2018). 

Second, the impacts of financial services on household wellbeing have been studied in a limited 

number of quantitative research.  Most have used the data up to 2012 and have focused on the 

impacts of microcredit on general consumption and equality. Meanwhile, there is a lack of 

studies on the effects on the other dimensions of poverty such as education, healthcare, or asset 

accumulation. In addition, the role of savings has not received much attention. There is a 

stereotype in Vietnam that the poor cannot save because they are poor. However, if they can, 

then the impact of savings on the poverty is an interested research question. 

This research focuses on to what extent and how the financial inclusion affects the wellbeing 

of the population but with focus on poor household. This is specified into two subquestions. First, 

do formal savings and credit improve wellbeing measures such as consumption, education, and 

healthcare for all population? Second, how have the poor benefited from the financial inclusion 

and how do the effects vary across the poverty levels? This study will contribute to the limited 

existing empirical evidence on the impact of financial inclusion on the poverty and the policy 

implications for the financial inclusion programs. The remainder of the research is structured into 

four parts. The second part is about the current financial inclusion situation, followed by evaluation 

method. The findings and conclusion are presented in the last parts. 

2. Financial Inclusion in Vietnam  

In Vietnam, with 60 million people living in rural areas, agriculture plays an important role 

for the population and accounts for 52 percent of the workforce (IFC, 2014). With the 60 million 

people living in rural areas, the demand for all kinds of financial services (savings, credit, 

payments, and insurance) is huge, especially for the poor.  However, like elsewhere, the poor and 

farmers in Vietnam have difficulties in accessing basic financial services because of low 

financial literacy, poor communelevel banking infrastructure, limited access to voluntary 

savings,  insufficient collateral for loans, and lack of means to service loans (DFC, 2007). 

Currently, the rural financial market is segmented into three sectors: informal, semiformal and 
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formal. The informal providers, including moneylenders, rotating savings and credit associations 

(ROSCAs), pawnshops, relatives and friends, are most popular and probably the largest suppliers 

of financial services to the lowincome segment (IFC, 2014). The simple and quick procedure is 

the most attractive feature for the participants especially in urgent needs of cash. However, 

borrowers are usually charged significantly higher interest rate than that of formal institutions. 

The semiformal sector is occupied by nonlicensed National Programs, Microfinance Programs, 

and Saving and Credit Scheme supported by NGOs and donors. The client base is localfocused 

from a few thousand to 20,000 people for each institution and the women account for 90 to 100 

percent (Tam, 2013). They offer under VND 10 million loan on grouplending scheme and 

require participants to make frequent compulsory savings as a condition for the microcredit. 

The formal sector is the main interest of this research. The institutions such as the Bank of 

Agriculture and Rural Development (Agribank), the system of People’s Credit Funds (PCFs), 

Vietnam Bank for Social Policies (VBSP) and two licensed microfinance institutions (TYM and 

CEP) are the leading formal providers. Commercial banks such as Lien Viet Post Bank and 

BIDV recently show their interest in the microfinance industry, which increases the competition 

and the diversification of products in the market. Agribank is the first formal bank in Vietnam 

that specialized in serving rural areas and small and medium enterprises engaged in agricultural 

activities. The network of PCFs was founded in 1993 to provide financial services to communes, 

following the basic principles of cooperatives as selfhelp and mutual support. By 2010, there 

were 1,042 PCFs in over 10 percent of communes, serving approximately 1.7 million members, 

of which 50 percent were from the lowerincome households (Tam, 2013). The VBSP is 

currently the biggest microfinance provider serving 7 million clients (including depositors and 

borrowers) of which 6.1 million are from the poor households (VBSP, 2017, GIZ, 2018). VBSP 

owns the largest network of branches covering 99 percent of communes (11000 communes) of 

600 districts of 64 provinces nationwide (VBSP, 2017). Being the government’s policy credit 

provider, VBSP is responsible for implementing programs on business, electricity, housing, safe 

water, education tuition, and employment, which targets the poor, minority ethnicity and 

disadvantaged. The preferential loans from VBSP do not require collateral and are highly 

subsidized. The nominal borrowing rate is at about half the “market” rates charged by most of 

the other microfinance programs and even the real interest rate was negative in some periods 

(Tam, 2013, DFC, 2007). VBSP also mobilizes micro savings from customers but the savings 

and deposits only account for 4% of the total liability of VBSP (VBSP, 2017). 

There are some quantitative studies on the impact of credit on the poverty in Vietnam. 

Using crosssectional data from two Vietnam Households Living Standard Survey VHLSS 1993 

and 1998, Quach et al. (2005) analyze the effect of total borrowing from both formal and 

informal sources on household welfare. It is found that household borrowing was driven by the 

age of the household head, the household size, land ownership, savings and the availability of 

credit at the village level. Quach et al. (2005) show significant and positive impacts in terms of 

per capita expenditure, per capita food expenditure and non food expenditure. Especially for 

poorer households, credit had a greater positive effect on economic welfare. Continuing the 

topic, Cuong (2008) uses the data from the two VHLSS in 2002 and 2004 to study the impact of 
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governmental microcredit program (implemented through VBSP) for the poor. However, it is 

found that the programs in the period 20022004 did not target well at the poor as 67.1 percent of 

the participants were nonpoor household. Only 12 percent of the poor households in rural areas 

participated in the program in 2004 and received a smaller amount of credit than the nonpoor 

households. For general household participants, the program had positive and statistically 

significant impacts on consumption and income per capita, the poverty rate, poverty gap, and 

poverty severity.  

Moving on to the role of informal credit, Nguyen and Van den Berg (2011) evaluated its 

impact on poverty and equality. The statistics from VHLSS 2004 and 2006 show that informal 

sources were more popular to the poor than the nonpoor. In 2006, 21 percent of poor household 

and 15 percent of nonpoor households borrowed from informal sources.  Interestingly, they find 

empirical evidence that informal credit can be an effective tool to increase household welfare, and 

reduce poverty and inequality. Focusing on another aspect of poverty, Lensink and Pham (2012), 

using VHLSS 2004 and 2006, evaluate the effects of microcredit on household selfemployment 

profit in Vietnam. They find that VBSP microcredit programmes enhanced household self

employment profits and exhibited some povertyreducing effects with evidence on stronger 

positive impacts for the poorest households. The study suggests that access to credit primarily 

affects profit by enhancing labor productivity and allowing more risktaking. However, they did 

not find direct effects of credit access on fixed investments of consumption expenditures.  

3. Analytical Framework 

Dataset 

The research uses the data from the Vietnam Household Living Standard Surveys 

(VHLSSs) in 2014 and 2016. The survey is conducted every two years by the General Statistical 

Office of Vietnam with the technical support of the World Bank. The sampling frame was based 

on the 2009 Population and Housing Census of Vietnam. Each survey covers 9,399 households, 

which are representative of the national, regional, and rural and urban levels. Sample design 

follows the threestage stratified cluster design. Among 11,112 communes in the 2009 

Population and Housing Census of Vietnam, 3,133 communes were randomly selected as 

primary sampling units. From each of these communes, three households were randomly chosen 

as secondary sampling units. The sample design also enables the construction of panel data. In 

each VHLSS, 50 percent of communes in the previous survey were randomly selected and all the 

sampled households in these communes would be included in the following VHLSS. As the 

result, the 2014 and 2016 VHLSS have a subsample panel data of 4,266 households. The 

attrition rate of panel data is small, about 8%, mainly due to migration. Therefore, households in 

the panel data still represent the population and the attrition problem is not serious. 

The VHLSSs provide detailed household information, including demography, income, 

expenditure, education, health, employment, assets, poverty status and the usage of financial 

services. Data on expenditure was collected on subcategories such as food expenditure and non

food expenditures on healthcare, education, housing, and durables. Questionnaires on the usages 

of financial services mention all kinds of services, the providers, the amount of loans and interest 
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rate. Given the enormous information in these surveys, VHLSSs are the most reliable and 

comprehensive dataset for all related research. 

Impact of Financial Services on the Poverty measures 

To measure poverty in Vietnam, there are two approaches based on two national poverty 

lines. The first approach, developed and led by the Ministry of Labor, Invalids, and Social 

Affairs (MOLISA), is based on income and is used primarily for targeting social programs 

(Gabriel and Vu, 2015). The MOLISA poverty line is adjusted once every 5 years. In 2014, the 

thresholds were VND 400,000 per capita per month (2005 PPP USD1.33 per day) for rural areas 

and VND 500,000 (2005 PPP USD1.66 per day) for urban areas. In 2016, the government set a 

new multidimensional poverty line, which classified households as poor if they have an income 

per capita below VND 700,000 in rural areas or VND 900,000 in urban areas and are “deprived” 

in at least three of 10 dimensions of nonmonetary poverty (GSO, 2016, Pimhidzai, 2018). 

However, the MOLISA poverty classification suffers some limitations such as large errors and 

bias in identification, no inflation adjustment and incomparability overtime (Gabriel and Vu, 

2015). Therefore, this research mainly uses the GSOWB classification developed by the 

General Statistical Office and the World Bank. This threshold is calculated on the consumption 

and is used chiefly for monitoring poverty in long term. The poverty line was determined at 2011 

PPP USD 3.34 per day and are adjusted to the change in the cost of living (Pimhidzai, 2018). 

The thresholds in 2014 and 2016 are at VND 964.000 and VND 969.167 per capita per month 

respectively (Pimhidzai, 2018, Gabriel and Vu, 2015). 

The main problem in estimating the impact of financial inclusion is the endogeneity of the 

usage of financial services. Participation in financial services may be correlated with the 

characteristic of the household or local areas that are not captured in the model such as 

motivation for higher income or entrepreneurship talent, or the business opportunities (Ellis and 

Lemma, 2010, Cuong, 2008). The failure in controlling for unobservable factors may lead to the 

bias in the estimation. Another source of endogeneity is involuntary exclusion or access barriers 

related to the poverty status. This may lead to underestimation of the impact of financial 

inclusion on poor households. To overcome this problem, the research used the fixed effects with 

instrumental variables (IV) regression for the panel data. Using fixedeffect transformation can 

remove bias due to timeinvariant factors while IV regression can cope with an endogenous 

problem due to timevariant terms (Khandker et al., 2009). 

First, the study evaluates the impacts of savings and loans from formal institutions (formal 

savings and loans) on expenditures based on the fixed effect model with the IVs as follows: 

 

 

Y is the poverty measures that is a logarithm of either total consumption or its subcategories. 

X is a vector of household control variables. F is a vector of financial services dummy variables. Z is 

a vector of IVs for financial services. ,  and  are timeinvariant and timevariant unobserved 
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terms. Between the two variables, the endogeneity due to loans is more serious than savings due to 

the less access constraint and easy availability of tailored saving products (DFC, 2007). The research 

uses the popularity of formal loans in the commune and its interaction with the proportion of 

household members having job as the IVs for formal credit and the popularity of formal saving in the 

commune as the IV for formal savings. The popularity of financial services is measured by the 

proportion of household in the commune having access to the corresponding service. The key 

consideration for choosing IVs is that they must have strong correlation with the endogenous 

variables but have no causal effect with the dependent variables. The availability of financial services 

affects household access and usage but does not directly affect the poverty situation. The popularity 

of financial services is expected to be valid IVs and according to Wooldridge (2010), the interaction 

of IVs with control variable can be a valid instrument. Another concern with the above proposed 

model is that endogenous variables are dummy variables, which may lead to problems with point 

estimates and standard errors of coefficient. According to Angrist and Pischke (2008), this is not 

significant and inference is still reliable. 

Second, the impacts of financial services on the poverty rates are considered in the pooled 

Probit model with IVs. The timeinvariant factors, such as ethnicity, land, urban, region and so 

on, are added to reduce the endogeneity due to timeinvariant terms. Furthermore, the research 

expects that financial services have heterogeneous impacts across the poverty levels. Therefore, 

the research uses the censored quantile instrumental variable (CQIV) estimator, developed by 

Chernozhukov et al. (2015), to estimate the conditional effects of formal savings and credit on 

the household poverty gap across the poverty quantiles. The model used the same of set of 

control variables in the IV Probit model. CQIV estimator can semiparametrically handle the 

problem of endogeneity and censoring in data without strong parametric assumptions, giving 

consistent estimators (Chernozhukov et al., 2015). 

4. Empirical Results 

Poverty Patterns 

Table 1 summarizes the poverty concentration across groups in the period 20142016. 

There are broad variations among subgroups. The poverty rate is highest in: 

 53 ethnic minority groups, who mainly live in the remote mountainous areas and live on 

forestry activities. Although they represent only 17 percent of sample, more than 46.8 percent of 

them are classified poor in 2016 under GSOWB poverty line. In contrast, the rate of Kinh, Hoa 

households is only 9 percent. 

 regions such as the Midlands and Northern Mountainous areas, Central Highlands and 

Northern and Coastal Central region. They are either remote upland areas with poor natural 

resources, undeveloped infrastructure or coastal areas that are more vulnerable to natural disaster 

and climate changes. The poor people here have limited access to productive resources and basic 

financial services such as credit or savings. 

 rural areas (accounting for 70 percent of the sample) with the GSOWB poverty rate of 

20.4 percent. In contrast, only 3 percent of urban households are poor. The rural poor people 

mainly rely on agriculture activities for living and their lives are very prone to natural conditions, 

seasonal hardship and life shocks such as disease 
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Table 1: Poverty Summary across Categories 

 Year 2014 Year 2016 

 No. 
MOLISA 
Poor (%) 

GSO-WB 
Poor (%) 

No. 
MOLISA 
Poor (%) 

GSO-WB 
Poor (%) 

       

Poverty Status 9399 10.6 19.9 9399 12 15.5 

       

 Region       

Mekong Delta 1905 8.5 19 1905 8.9 13.8 

Red River Delta 1992 4.8 10.2 1992 5 6.7 

Midlands and Northern Mountainous Areas 1662 22 35.6 1662 25.8 28.8 

Northern and Coastal Central Region 2067 11.8 22 2067 13.5 17.6 

Central Highlands 651 13.8 28.9 651 18 26.6 

South Eastern Area 1122 3.9 6.6 1122 2.9 3.8 

       

Ethnicity       

Kinh, Hoa 7832 6.3 12.7 7783 6.7 9 

Ethnic Minorities 1567 32.2 55.9 1616 37.2 46.8 

       

Urban Status       

Rural 6618 13.7 25.8 6570 15.5 20.4 

Urban 2781 3.2 6 2829 3.7 4.1 

Table 1 also shows the improvement in poverty reduction over 20142016. The GSOWB 

poverty rate significantly decreased across all subcategories. The proportion of poor households 

declined from 19.9 percent in 2014 to 15.5 percent in 2016. The ethnic minority groups had a 

remarkable reduction from 55.9 percent in 2014 to 46.8 percent in 2016. The poverty rate also 

declines across all regions, especially where have high poverty concentration. The Midlands and 

Northern Mountainous areas experienced the large drop from 35.6 percent to 28.8 percent. For 

regions with the lower poverty rates as Red River Delta and South Eastern areas, the rates 

decrease by half, driving the decrease in urban poverty. However, the MOLISA poverty rates 

increased for all subcategories because the government changes the way to calculate the 

threshold in 2016 to reflect the multidimension of poverty. This does not imply a worse poverty 

situation but it is of special interest for antipoverty programs because of the expansion of 

participants. 

Usage of Financial Services 

Table 2 shows the summary on the usage of financial services in the poor and nonpoor 

households. In general, Vietnamese households have low access to all formal financial services, 

especially noncredit products, and the situation has not significantly improved over the 2014

2016 period. In 2016, only 11.5% of surveyed households have savings in formal institutions, a 

slight increase from 10.3% in 2014. The numbers of account and ATM users have highest 
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growth rates. The former increases from 14.7% to 21.3% over two years while the latter rises 

from 24.9% to 31.5%. Products such as credit cards, life and nonlife insurance, and securities 

are the least popular with users representing 2.5%, 3.4% and 2.1% of the sample in 2016. For the 

poor group, most households do not use noncredit financial services. Surprisingly, ATMs are 

more popular among the poor than savings. In 2016, 5.3% of the GSOWB poor households 

have ATM while only 1.8% have savings. For the poor households who are eligible for the 

government subsidies, the proportion of account users is 3.4% in 2014 and 3.6% in 2016, and 

this is highest among noncredit products. The results are because of the government 

requirements to pay salaries, subsidies, pensions through am ATM account and also the strategy 

of banks to increase the ATM customer base.  

Table 2: Usage of Financial Services 

 Year 2014 Year 2016 

 MOLISA Poor GSO-WB Poor Total MOLISA Poor GSO-WB Poor Total 

 Non-Poor Poor Non-Poor Poor  Non-Poor Poor Non-Poor Poor  

           

Poverty        

No. of Households 8401 998 7528 1871 9399 8273 1126 7945 1454 9399 

Share 89.4 10.6 80.1 19.9 100.0 88.0 12.0 84.5 15.5 100.0 

           

Usage of Financial Services (%)    

Formal Credit 22.6 39.6 22.5 32 24.4 22.2 40 22.9 32.3 24.4 

Formal Saving 11.3 1.5 12.4 1.7 10.3 12.9 1 13.2 1.8 11.5 

Account 16.2 1.8 18 1.2 14.7 23.8 2.7 24.8 1.7 21.3 

ATM 27.5 3.4 30.3 3.4 24.9 35.2 3.6 36.2 5.3 31.5 

Credit card 2 0.1 2.2 0.1 1.8 2.8 0 2.9 0.1 2.5 

Life Insurance 2.9 0.1 3.1 0.4 2.6 3.8 0.1 4 0.2 3.4 

Nonlife Insurance 2.2 1.3 2.3 1 2.1 2.3 0.4 2.4 0.3 2.1 

Securities 0.3 0 0.3 0 0.2 0.3 0 0.4 0 0.3 

           

Credit Features           

Annual Interest Rate 17.7% 7.4% 18.0% 10.1% 15.9% 13.2% 9.1% 10.9% 18.4% 12.4% 

Amount ('000 VND) 69290 22486 73752 25733 61224 98369 29336 97800 34340 84798 

Formal credit is the most popular services with 24.4% of the surveyed households having 

loans in a formal institution. The purposes of borrowing in the decreasing order of popularity 

include agriculture and productive activities (50.5%), asset purchases (18.3%), education 

(12.6%), living cost (10.7%), and healthcare (3%). Comparing the two groups of poor and non

poor, some interesting findings are observed. First, the poor households have better access to 

formal credit than the nonpoor. Microloans are quite easily available to the poor and rural areas 

as a result of government credit policies. Specifically, households, who are classified as poor by 

local authority under MOLISA criteria, can apply for loans in VBSP without collateral and at the 
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very low interest rate. About 40% of MOLISA poor household have formal loans, compared to 

22% of the nonpoor. The poor are also offered the preferential borrowing rate that is much 

lower than the commercial rate. The annual borrowing rate of the poor in 2014 was 7.4%, 2.5 

times lower than that of nonpoor. In 2016, the poor only pay the interest rate of 9.1% whereas 

the nonpoor pay 13.2% on their loans. Second, the households, who do not meet the MOLISA 

criteria but are poor under GSOWB threshold, are disadvantaged in accessing formal credit.  In 

2016, the GSOWB poor households have to borrow at 18.4%, which is even higher than the rate 

of nonpoor borrowers at 10.9%. Because they are not eligible for the governmentsubsidized 

loans, they only rely on commercial loans from banks or other formal microfinance institutions. 

Due to the highrisk profile and small loan size, they are charged the higher rate than the non

poor are. Third, the demand of the poor household for financial services is predominantly micro 

products and mainly for agriculture purpose. The size of the loans of poor household is onethird 

of that of the nonpoor. In fact, the poor are not encouraged to take large or longterm loans 

because of their limited ability to manage cash flows (DFC, 2007). 

Impacts of Financial Services on Expenditures 

Table 3 presents the estimation of the impacts of formal saving and loans on total 

consumption and its subcategories. In general, the financial services have positive and 

statistically significant effects on total consumption. Controlling for other factors, savings raise 

consumption on food and nonfood items by 4.68% and 8.10% respectively. Saving also increase 

expenditure on housing, electricity, water and waste treatment by 11.59%. However, there are no 

statistically significant influences on spending on education, healthcare, and durables. In 

comparison, having a loan increases total consumption by 8.06% and having savings raises 

consumption by 8.68%. For subcategories of expenditure, loans have the most influence on 

education and healthcare expenditures. Spending on education and healthcare in households with 

loans is 22.4% and 36.98%, respectively, higher than that of households without loans.  Loans 

also increase expenditures on housing, electricity, water, and waste by 14.92%. These results are 

consistent with the purposes of loans cited by the borrowers. However, loans have no effects on 

food, nonfood and durables expenditures. This is reasonable because the demand for credit 

should not be confused with the need for money to meet the basis consumption (DFC, 2007). 

Table 3: Estimations of the Impacts of Formal Savings and Loan on the Expenditure with the IV 

Fixed Effects model 

 
Total 

Consumption 
Food 

Non-food 
Items 

Education Healthcare Durables 

Housing, 
Electricity, 

Water, 
Waste 

Formal Loan 
yes=1 

0.0806** 0.0446 0.0258 0.2240** 0.3698*** 0.1629 0.1492* 

(0.0295) (0.0278) (0.0313) (0.0775) (0.1002) (0.2692) (0.0582) 

        

 Formal 
Saving yes=1 

0.0868*** 0.0468* 0.0810*** 0.0313 0.0406 0.3271 0.1159** 

(0.0230) (0.0185) (0.0225) (0.0551) (0.0641) (0.1784) (0.0425) 
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Total 

Consumption 
Food 

Non-food 
Items 

Education Healthcare Durables 

Housing, 
Electricity, 

Water, 
Waste 

Proportion of 
Children in 
Household 

0.2214** 0.1763** 0.0830 0.7214*** 0.1939 0.5620 0.0257 

(0.0701) (0.0681) (0.0742) (0.1730) (0.2173) (0.5576) (0.1508) 

Proportion of 
Elderly in 
Household 

0.0962 0.0107 0.3120*** 0.3046 0.5520*** 0.1218 0.0622 

(0.0504) (0.0466) (0.0590) (0.3764) (0.1558) (0.4808) (0.0953) 

        

Proportion of 
Members 
with Post
Secondary 
Education 

0.0575 0.0457 0.0438 0.7782*** 0.3003 0.1848 0.0434 

(0.0561) (0.0492) (0.0594) (0.2060) (0.1759) (0.4326) (0.1086) 

Proportion of 
Members 
with 
Technical 
Degree 

0.0003 0.0280 0.0083 0.6674*** 0.1016 0.3087 0.0720 

(0.0474) (0.0415) (0.0470) (0.1613) (0.1473) (0.3887) (0.0846) 

Proportion of 
Members 
having Jobs 

0.1279*** 0.0839* 0.2961*** 0.8696*** 0.2459* 0.7885* 0.2375*** 

(0.0362) (0.0337) (0.0444) (0.1518) (0.1200) (0.3718) (0.0688) 

        

Household 
Size 

0.0888*** 0.0890*** 0.0725*** 0.0615* 0.0568* 0.0928 0.1675*** 

(0.0087) (0.0081) (0.0088) (0.0300) (0.0265) (0.0707) (0.0169) 

Observations 8532 8532 8532 4394 8120 1926 8348 

r2 0.0645 0.0662 0.0565 0.0672 0.0122 0.0162 0.0430 

F 29.5303 30.2091 27.6492 18.0048 4.8912 2.1375 19.6368 

Endogeneity 
Test 

Loan (Week endogenous), Saving (Exogenous) 

Endogenous 
Variable 

Loan 

Test of IVs Strong 

Over 
identification 
Test 

over identified 

Dependent Variables are in form of log of expenditure per capita 

Standard errors in parentheses       

 * p<0.05 ** p<0.01 *** p<0.001 

 Impacts of Financial Services on the Poverty Rate 

Table 4 shows the impacts of factors on the poverty rate that represents the proportion of 

poor households. Formal savings has a consistent positive and significant impact on poverty 

reduction. Holding other factors at means, savings in formal institutions reduces the MOLISA 

and GSOWB poverty rates by 8.87 and 12.26 percentage point respectively. Savings, either in 

cash or in a savings account, can smooth consumptions or reduce the adversity of life shocks. 

For the poor household, savings enable them to build some precautionary reserve that can be 
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used for unexpected needs instead of acquiring a costly loan. Furthermore, keeping money in 

banks rather than in cash makes an important difference because it helps households save small 

amounts that otherwise would be spent immediately (Mullainathan and Shafir, 2009). It is also 

found that access to a savings account has a stronger effect on asset accumulation for the poorest 

household (Prina, 2015).  

Formal loans, on the other hand, show negative effects. At the means of other control 

variables, having formal loans increases the MOLISA poverty rate by 4.06 percentage point and 

has no significant impact on the GSOWB rate. The finding contrasts with the previous empirical 

evidence that formal credit in general and VBSP policy credit in particular reduce the poverty 

rate. There are three possible explanations for the results. First,  unlike savings, credit is not an 

appropriate or desirable financial product for everyone and not all poor households need or can 

benefit from credit (DFC, 2007). For instance, the very poor in remote areas have limited ability 

in utilising loans, earning profit from investment and repaying debts. Without adequate income

generating activities, loans can result in overindebted households, making them even poorer. 

Second, the policy loans are usually considered as grants and the easy access to cheap policy 

credit can induce poor households to take loans without serious consideration of the repayment 

capacity and the profitability of investment.  This results in overindebtedness among the poorest 

and does not contribute to the reduction in the poverty rate. Third, households who are better 

than MOLISA criteria but under GSOWB criteria, must pay a very high interest rate on loans, 

potentially crowding out the profit of their investments. The leakage of the real poor in the policy 

credit programs is also strongly criticized in Cuong (2008) and makes the programs less effective 

in reducing the poverty rate. 

Table 4: Marginal Effects at means of Formal Saving and Loan on the Poverty Rate with the 

Pooled IV Probit Model 

Explanatory Variables MOLISA Poor GSO-WB Poor Explanatory Variables MOLISA Poor GSO-WB Poor 

   (cont.')   

 Formal Saving yes=1 0.0887*** 0.1226*** Household Size 0.0065*** 0.0259*** 

(0.0131) (0.0176)  (0.0013) (0.0018) 

      

Formal Loan yes=1 0.0406*** 0.0023 Ethnic Minority, yes=1 0.1099*** 0.2008*** 

(0.0057) (0.0084)  (0.0053) (0.0075) 

      

Urban Status yes=1 0.0690*** 0.1332*** Annual Crop Area 0.0000*** 0.0000** 

 (0.0047) (0.0065)  (0.0000) (0.0000) 

      

 Sex of Household 
Head 0.0395*** 0.0229*** 

Perential Crop Area 
0.0000*** 0.0000*** 

 (0.0040) (0.0058)  (0.0000) (0.0000) 

      

Head Age (Base Below 30)  Forest Area 0.0000 0.0000 
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Explanatory Variables MOLISA Poor GSO-WB Poor Explanatory Variables MOLISA Poor GSO-WB Poor 

3150 0.0300*** 0.0491***  (0.0000) (0.0000) 

 (0.0088) (0.0124)    

   Aquaculture Area 0.0000** 0.0000** 

Above 50 0.0237* 0.0304*  (0.0000) (0.0000) 

 (0.0096) (0.0134)    

   Year 2016, yes=1 0.0056 0.0467*** 

Head with Post
Secondary Education, 
yes=1 

0.0346*** 0.0068  (0.0033) (0.0047) 

(0.0083) (0.0095)    

   Regions (Base Mekong Delta)  

Proportion of Children 
in Household 

0.0836*** 0.1989*** Red River Delta 0.0187*** 0.0560*** 

(0.0108) (0.0156)  (0.0049) (0.0075) 

      

Proportion of Elderly in 
Household 

0.0695*** 0.1603*** Midlands and Northern 
Mountainous Areas 

0.0241*** 0.0274** 

(0.0070) (0.0105) (0.0064) (0.0085) 

      

Proportion of Members 
with PostSecondary 
Education 

0.0050 0.0698*** Northern and Coastal 
Central Region 

0.0240*** 0.0204* 

(0.0117) (0.0169) (0.0056) (0.0083) 

      

Proportion of Members 
with Technical Degree 

0.0039 0.0203 Central Highlands 0.0269** 0.0201 

(0.0094) (0.0140)  (0.0089) (0.0129) 

      

Proportion of Members 
having Jobs 

0.0348*** 0.0121 Southeastern Area 0.0229*** 0.0746*** 

(0.0072) (0.0110)  (0.0057) (0.0083) 

      

      

      

Observations 18798 18798    

Log of Likelihood 9142.3610 1.051e+04    

Endogenous Loan, Saving     

Standard errors in parentheses    

 "* p<0.05 ** p<0.01 *** p<0.001"   

Impacts of Financial Services on the Poverty Gap 

Table 5: Heterogeneous Effects across the Poverty Gap Distribution using CQIV Estimators 

GSOWB Poverty Gap Quantiles p50 p70 p90 

    

Formal Loan, yes=1              

Coefficient 16.38491 26.15481 5.132625 
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GSOWB Poverty Gap Quantiles p50 p70 p90 

95% Confidence Interval (Bootstrap)  

mean 17.15847 27.34732 4.447865 

lower 62.02356 52.60658 36.89399 

upper 36.17216 9.817536 54.87259 

    

Formal Saving, yes =1   

Coefficient 193.2527 288.2429 194.7147 

95% Confidence Interval (Bootstrap)  

mean 108.9425 268.0888 223.3684 

lower 248.8841 440.4589 302.8532 

upper 3.05E12 34.47523 143.601 

Control Variables The same as in the IV Probit Model 

Endogenous Loan 

Observations 18798 

Table 5 shows results for the estimation of the conditional heterogeneous effects at 50th, 

70th and 90th quantiles of the GSOWB poverty gap. The poverty gap takes the value of zero for 

the nonpoor households and takes the value of the absolute difference between expenditure per 

capita per month and GSOWB poverty line otherwise. Formal savings have a statistically 

significant effect on narrowing the poverty gap at selected quantiles. Controlling for other 

factors, having formal savings reduce the poverty gap by VND 193, 288 and 194 thousand per 

month at the 50th, 70th and 90th quantiles of poverty gap respectively. This result reinforces the 

above findings. In contrast, formal loans have no statistically significant impacts across a range 

of quantiles. The range of effects varies from the positive value and negative value. Particularly 

for the poorest group, having formal loan shows a positive coefficient and increase the gap by 

VND 54 thousand per month corresponding to 95% upper bound. This evidence supports the 

argument of overindebtedness among the poorest household. 

5. Conclusions 

This paper will evaluate the impact of financial inclusion on the poverty alleviation and 

income equality in Vietnam using data from the Vietnam Household Living Standard Surveys in 

2014 and 2016. The research shows that financial services generally improve household 

expenditure and its subcategories. Savings show a consistently positive effect on reducing the 

poverty rate and narrowing the poverty gap. In contrast, formal credit has no statistically 

significant impacts. For the poorest households, formal loans tend to make them poorer. 
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Abstract: Ecological ethics include the views, ideas, emotions, norms that govern human 

behavior during exploitation and regeneration nature to serve human life, for the existence and 

continuous development of society in certain natural-social conditions. Construction of 

ecological ethics in Vietnam today is very important content to be suitable with demands of 

sustainable development. Through analyzing the fact of ecological ethics of Vietnam, the article 

gives some measures to improve ecological ethics in Vietnam on the side of economy, 

environment, society. 

Keywords: ecological ethics; sustainable development; Vietnam 

 

1. Introduction 

Today, the rapid development of the modern science and technology revolution has led to 

great changes in many fields, especially in economics. However, the miraculous successes in 

economics and sciencetechnology have led to the downside of environmental pollution. While 

discussing the issue of the environment, people are often interested in the technology, economy, 

medicine and law aspects, while other aspects such as traditional culture, ethics, lifestyle are 

largely ignored, although they are fundamental and very important in regulating human behavior 

in the exploitation, using natural resources and environmental protection. 

In fact, environmental degradation is often confined to criminal liability, and is subject to 

judicial review, but is not condemned almost ethically. It proves that from the social perspective, 

the exploitation and rational use of natural resources and environmental protection are 

compulsory, not involuntary, the custom comes from the selfconsciousness of the obligations 

and responsibilities of each citizen. That means the ethical issue of humans to the natural 

environment  ecological ethics now needs to be more concerned. 

In Vietnam, environmental pollution is a serious problem. Studying constructing ecological 

ethics in Vietnam is a matter of practical significance, to meet the demands of national 

sustainable development.  
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2. Literature reviews and theoretical background 

Researches for ecological ethics 

Ethics is one of the issues that many scientists have considered for a long time. However, 

researchers have focused only on the social and human aspects of morality, meaning that they 

have only studied the relationship between human beings and human beings in society. Research 

on these issues from the ecological  social perspective, ie human relations with nature, with 

ecological ethics, with ecological cultural life, is initially considered when environmental issues 

and sustainable development become an urgent requirement. Recently, when environmental 

degradation is a major threat to human life, the demand for sustainable development has become 

an indispensable requirement of every country, including Vietnam. Therefore, ecological ethics 

is very interested in researchers. 

Researches on ecological ethics have many works. Some typical projects include: "Dao 

duc sinh thai tu ly luan den thuc tien” (Ecological ethics from the theory to the fact); "Van de xay 

dung dao duc sinh thai trong dieu kien kinh te thi truong” (Constructing ecological ethics in 

market economy) by Pham Thi Ngoc Tram; "Dao duc sinh thai – Van de can duoc quan tam” 

(Ecological Ethics – Issue need to be concerned" by Tran Si Phan; "Mot so van de ly luan ve dao 

duc moi truong” (A number of theoretical issues on environmental ethics) by Vu Dung. Directly 

relation to ecological ethics, there is an article "Ve dao duc moi truong” (On environmental 

ethics) by Ho Si Quy. Japanese researcher Tomnobu Imamichi has "Khai niem dao duc hoc sinh 

thai va su phat trien tu tuong dao duc” (The concept of ecological ethics and the development of 

ethic thought), translator Nguyen Thi Lan Huong. Especially, in 2009, the National Political 

Publishing House published a monograph "Dao duc sinh thai va Giao duc dao duc sinh thai” 

(Ecological ethics and Ecological ethics education" by Vu Trong Dung. 

That researches focused on the concept of ecological ethics, the constituent elements of 

ecological ethics, factors that affect ecological ethics in general. There are different perspectives 

on the concept of ecological ethics, but generally, these works agree with one another: ecological 

ethics is formed in the process of human impact on gender. It is the system of views, perceptions, 

thoughts, feelings, principles, rules and standards ... regulating the behavior of people in the 

process of a modified natural world to serve human life, ensuring the development of the human 

and natural world. 

Researches for sustainable development 

The development of Vietnam in recent years has been interested especially. Some notable 

researches as: “Khong chi la tang truong kinh te – Nhap mon phat trien ben vung” (Not only 

economic growth  Introduction to Sustainable Development) by Tien, Le Kim (2005), “Phat 

trien ben vung o Viet Nam: Thanh tuu, co hoi, thach thuc va trien vong” (Sustainable 

Development in Vietnam: Achievements, Opportunities, Challenges and the prospect) by Thai, 

Nguyen Quang (2007). In addition, many studies have identified the relationship between 

sustainable development and harmony with nature and the environment, while also introducing 

measures to protect the environment, ecology and sustainable development such as: “Xay dung y 
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thuc sinh thai – Nhan to dam bao cho su phat trien lau ben” (Building ecological awareness  

factors that ensure the development of durability) by Boong, Pham Van (2001); “Nang cao y 

thuc cong dong vi su phat trien ben vung” (Advancing community awareness for sustainable 

development) by Luy, Nguyen Van & Nghi, Pham Thanh (2005); “Thuong mai – Moi truong va 

phat trien ben vung o Viet Nam” (Trade  Environment and Sustainable Development in 

Vietnam) by Thao, Pham Quang (1998); “Co so triet hoc nghien cuu moi quan he giua kinh te va 

van hoa, chia khoa cho su phat trien ben vung cua xa hoi” (The basis of philosophy studies the 

relationship between economics and culture, the key to the sustainable development of society) 

by Dung, Bui Van (2005); “Moi truong va phat trien ben vung o Viet Nam” (Environment and 

Sustainable Development) by Khoa, Le Van (2009). However, that projects focused on 

sustainable development in Vietnam in general, not much discussed the issue of building 

ecological ethics in sustainable development in Vietnam. 

The concept of ecological ethics and sustainable development 

The ecological ethics: Living in a natural  human environment, human is always subject 

to constraints and regulations by relationships: 1 between human and human (between 

individuals); 2  between human and society (between individuals with different small, big 

communities); and 3  between human and nature (the environment). Ethic is formed and play an 

extremely important role in guiding and regulating human behavior to regulate those 

relationships. Ethic is directly related to the benefit, the right benefit is the principle of the whole 

of ethics (Marx, K & Engel, F, 1995). Or, the main benefit is the profound origin of ethics. 

Benefits, ethics, are not only satisfying the needs of the subject but also satisfying the needs of 

the subject. The interests of the subject and object must be consistent with the development trend 

of the society and the movement of the era. 

Firstly, it must be affirmed that an ecological ethic is a special form of social ethics, it is 

expressed in the relationship between human and nature (with the around environment). As a 

special form of social ethics, ecological ethics include the views, perceptions, thoughts, 

emotions, norms that govern human behavior during the process of changing and improving 

nature to serve human life, for the existence and continuous development of society in certain 

naturalsocial conditions.  

Sustainable development is a new concept emerging after the environmental crisis. Since 

then there has not been a definition that is considered complete and consistent. The United 

Nations World Commission on Environment and Development (WCED) reported that 

"sustainable development" is defined as the development meets the needs of the present and 

without compromising the ability to meet the needs of future generations (WCED, 1987). 

Another concept holds that sustainable development is a transformation model that optimizes 

economic and social benefits in the present but does not harm the potential of similar benefits in 

the future. It includes two key contents: the human needs and the limited capacity of the 

environment to meet the human needs in the present and future. 

Previously, in unsustainable development, humans believed mistakenly that natural 

resources were endless, production and consumption can grow according to human needs, 
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science and technology can solve all issues in every step of human and social development, 

including waste, population growth or ecology problem (Hai, Luong Dinh, 2007). In contrast, in 

sustainable development, resources are considered limited, production and consumption must 

save resources, cannot grow beyond the limits that ecology creates; science also has definite 

limits and cannot always solve immediately human problems. Thus, in principle, the viewpoint 

of sustainable development recognizes that economic development has certain limits, must pay 

special attention to the harmony between nature and human. 

The importance of ecological ethics in sustainable development strategy. 

Apart from the basic characteristics of social ethics, ecological ethics also have their own 

characteristics: 

Human is always subject, nature is always object. The subject and the object of social 

ethics interact with each other in accordance with ethical values. In ecological ethics, human as a 

moral subject always actively interact and influence nature in a conscious way, with the aim of 

bringing benefits to themselves. Meanwhile, the impact of nature on people and society is only 

blind, unconscious, or just "natural reflex". Thus, the unethical behavior of human to nature is 

"accumulated", the contradiction between human and nature is getting deeper and deeper, but 

human is not able to perceive, exactly is impossible to anticipate the catastrophe. By the time, 

human realizes the "revenge" of nature, it is too late and then human suffer the heavy 

consequences that they caused to the natural environment and for themselves. 

Ethics are attached to value: In relation to nature, humans focus only on exploiting the 

practical values of natural objects to serve their needs and satisfy their higher interests but forget 

their intrinsic value is life and service to life. With such "behaviors", humans have seriously 

violated ecological ethics. For example, the exploitation and use of wildlife all over the world 

over the centuries, especially in the past century, has brought enormous ecological disasters, one 

of the most dangerous disasters was the global climate change in the negative direction. These 

ecological disasters not only devastated nature but also devastated the lives of human, the 

existence and development of human society. This proved that humans have not fully aware of 

the intrinsic value of plants and the forests to the life of all things, including human and society, 

but only exploiting their use is exhausted. 

In ecological ethics, the relationship between human and nature is onesided, meaning that 

only humans act on natural objects proactively, set their own rules, values for their benefit... 

through which, humans adjust their behavior to nature. Therefore, to ensure the harmony 

between humans and natural interests, humans must have selfconsciousness very high. To do 

this, on the one hand, humans must nurture and promote their inherent love for nature; on the 

other hand, it is necessary to have a deep understanding of the laws of existence, movement, and 

development of nature and to have a proper understanding of the important roles, positions, and 

responsibilities of humans in the relationship with nature. 

In the past development process, human being focused on productive and social 

management to achieve high economic growth and social development without forgetting the 
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protection of the ecological environment, not consciously do to improve, make better ecological 

environment. Even then, sometimes we have mistakenly thought that, for economic growth, 

social modernization, the "sacrifice" ecological environment was inevitable. Facing the urgent 

problems of the ecological environment as well as concerns about the prospects for human 

development in the present and in the future, perceiving for nature, the relationship between 

nature, people and society have made radical changes. More than ever, humans need to be aware 

that resources are not endless to be exploited as they want forever. In the process of natural 

extraction, human beings have emitted a large amount of waste in production and daily life, have 

overcome the regulated limits of animals and plants in the biological cycle, so humans need to 

live in harmony with nature; must pay attention to the common interests of the whole 

community, future generations. Linking economic growth and social modernization with the 

protection and improvement of the ecological environment in the process of development has 

become the main principle of social life for all countries, including Vietnam. 

Thus, considering the three pillars of socioeconomic and ecological life, it is possible to 

see the period when the economy is separated from society and ecology, focusing only on the 

economy being overcome. The prevailing trend is that social and ecological issues are more 

focused on the overall relationship between the three. The most obvious manifestation is the 

emergence of new perspectives in human life  "sustainable development". 

In Vietnam, this issue has been paid special attention by the Party and State, especially to 

the 9th Congress, the Communist Party of Vietnam put forward a leading point of view: 

Development to be fast, efficient and sustainable, economic development coupled with social 

progress, equal and environmental protection (Communist Party of Vietnam, 2001). The Law on 

Environmental Protection (Article 3) states: Sustainable development is developed to meet the 

needs of the present generation without compromising the ability to meet the needs of future 

generations on the basis the close integration and harmony between growth economic growth, 

social progress and justice and environmental protection (Vietnam National Assembly, 2014).  

On the basis of the general principle of international sustainable development and based 

on the specific conditions, circumstances of Vietnam, the strategic orientation for sustainable 

development in Vietnam has been selected by 8 principles: 1 Human is at the center of 

sustainable development; 2 Economic development must be considered as a key task, but it 

must be harmonized with the guarantee of social progress and equity, the use of natural 

resources and the protection of the environment; 3 Ensuring the environmental protection and 

improvement is an integral part of the development process; 4 Ensuring the development 

process meets the needs of the present generation and does not interfere with the lives of future 

generations; 5 Science and technology are the foundation and motivation for industrialization, 

modernization, rapid and sustainable development of the country; 6 Sustainable development 

is the responsibility of the entire people; 7 Expanding international cooperation is important 

for national development; 8 Combining closely socioeconomic development with 

environmental protection, national defense, and security, social order and safety (Prime 

Minister of Vietnam, 2004). 



1786 

The strategic direction of sustainable development in Vietnam is a framework strategy, 

including the massive orientation on the basis of harmony between economic development, 

social development, and environmental protection. It can be said that sustainable development 

from an ecological perspective is the balance between economic development and environmental 

protection. For the sake of socioeconomic development, it is necessary to focus on the effective 

exploitation of the natural environment while avoiding the destructive and longterm 

regeneration of the natural world. 

For sustainable development, humans need to concern about both ecological sustainability 

and social sustainability. Ecological sustainability is the need to utilize and regenerate renewable 

resources; It is necessary to have an effective way in exploiting and using the resources and 

ecologically balanced, avoiding the depletion of natural resources and environmental degradation 

and reducing the minimum of environmental pollution. Social sustainability is how to not only 

achieve economic growth but also ensure social problems and build a healthy life. We can only 

do that when ecological ethical awareness is promoted, the ecological ethical behavior is 

practiced, becomes a daily lifestyle in each of us.  

3. Facts and causes of ecological ethics in Vietnam today. 

3.1. Factors affecting ecological ethics in sustainable development. 

Traditional ecological ethical values 

In the notion of some traditional Eastern religions and philosophies, the human is not 

opposed with nature which is always considered a component, a part of nature. In Vietnam, the 

idea of harmony between humans and nature has also appeared quite early. Along with the 

ethics, culture of Eastern, traditional ecological ethics of Vietnam brings certain values about the 

philosophy of life. The history of Vietnam was the harmony between human and nature, built on 

the basis a combination of oriental philosophies that were deeply influenced by Buddhism, 

Confucianism, and Taoism with the practical mindset of working people that always stick with 

nature. This philosophy of life is showed in three basic concepts that reflected in three different 

levels of humantonature relationship. First is the harmony of nature and human, second is the 

"Man proposes, God disposes", third is "The human wins the nature". These traditional 

ecological ethical values of the Vietnamese are formed on the basis of folklore concepts and 

philosophies and are influenced by Confucian, Buddhist, and Taoist ethics. In the present stage, 

it is necessary to inherit and develop traditional ethical values in accordance with the reality of 

the country, to build ecological ethical values in the direction of linking tradition with modernity, 

the nation with international, individual with society, human with nature.  

The problem is that we need to build new ecological ethics based on the selection, 

inheritance, development of traditional ecological ethical values in accordance with current 

development conditions. The philosophy of living in harmony with nature today is still valuable 

but its content needs to change. Today, people live in harmony with nature on the basis 

exploiting the natural resources to serve their lives and develop the country. It means that 

humans not only exploit so much, quickly use the values of nature with modern tools and 
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techniques to satisfy their needs; they also need to recreate, maintain, protect the natural world, 

protect their life. In other words, humans need to know how to compensate for nature, to grasp 

the threshold of nature, to ensure the regeneration and recovery of nature. In addition, living in 

harmony with nature must follow the principle of sustainable development  a principle that we 

are aiming at in the process of science and technology development and building a socialist

oriented market economy. 

Demands of science and technology development 

Along with the trend of internationalization, globalization in the world, Vietnam is step by 

step integrating and striving in science and technology development to shorten the gap with other 

countries. So why science  technology is one of the factors to be considered when we build 

ecological ethics. Because technology emphasizes the positive attitude of human to nature, 

points out the direct production of human life and the conditions of their social life, as well as the 

concepts spirituality derived from these conditions (Binh, Nguyen Duc & partners, 2003). This 

concept, which was presented in the Capitalist edition of K. Marx, has been still considered to be 

the most correct, most general definition of technology by many scholars. The above conception 

of Marx indicates clearly that technology exposes directly relationships between human with 

nature; the relationship between human and human and from that formed a dialectical 

relationship between nature  human  social ... The relationship of people and nature is 

manifested specifically in the ability to apply technology to promote the exploitation and 

transformation of available resources in nature into social resources suitable to the needs of 

human development, first is the need to eat, drink, stay, wear and travel. In this relationship, 

humans are forced to consider ethical factors. 

To meet increasing needs of human, technology has always been improved, played an 

increasingly important role in human economicsocial activities; at the same time, it can be 

exchanged, traded and delivered for human purposes. The rapid development of technology has 

brought to tremendous effects that the first scientists who invented technology could not 

imagine. Technological highlights are found in almost every aspect of life, extensively used in 

agriculture, industry, medicine, and the vast cosmology It is for this reason that Marx brought us 

to a conclusion, but it took thousands of years of human practice to realize that “The hand

millstone brought to society has a feudal lord, the steamroller brought to society has a industrial 

capitalist” (Marx, K & Engel, F, 1995). With this viewpoint, Marx pointed out that technology is 

an important part of productive forces. 

The process of technological development is humans grasp the natural laws and apply 

them to their daily activities, constantly "explaining the world", "transforming the world" to 

more and more developed and not "opposition to nature", otherwise humans will pay the 

expensive price for the blind activities violated objective rules. Thus, it forms "the behavior 

culture with the natural environment" and "the behavior culture with the social environment" of 

the human. It has been pointed out that ignoring environmental issues when applying technology 

leads to potential risks to human health and the ecological environment. Environmental crises or 

degradation of habitat quality are occurring on a global scale, threatening the lives of humans. 
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Ecological ethics should be built for the human can go deep into the application of the basic 

achievements of sciencetechnology while ensuring sustainable development requirements. 

Building a socialist-oriented market economy 

Up to date, the market economy is one of the great and important achievements of 

mankind. When Vietnam fell into crisis, the Party and State decided to shift from a bureaucratic 

centralized economy to a socialistoriented market economy. 

Vietnam has been in the market economy for more than 30 years. That time is enough for 

us to recognize both its positive and negative effects. Market economy stimulates strongly the 

search for benefits, especially economic benefits. For the immediate economic benefit, it is easy 

to ignore ethics and responsibility, especially in the relationship between human and nature. In 

the past, when said about the downside of a market economy, K. Marx pointed out that it was a 

free trade without conscience, which made the relationship between the human and the “human 

sinking in cold water of selfish calculation because in addition to the naked benefit is the way 

money is given” (Marx, K & Engel, F, 1995). Because the market economy always put benefits 

as motivation, as the development goal. The positive side of this factor is can stimulate human 

creativity in transforming the world. However, if absolutizing personal freedom leads to egoism, 

extremism, the ecological ethical values of the nation are at risk of erosion. 

The indiscriminate exploitation of natural resources such as forests, minerals, precious 

metals, etc. has led to the depletion of resources, especially forests. Because of the money, the 

humans have deserved all ethical values. Current deterrent measures stop mainly at 

administrative sanctions. Social etiquette, ethical sense does not really play an important role in 

preventing unethical actions, affecting the environment. 

The viewpoint of the Communist Party of Vietnam on building ecological ethics 

The Communist Party of Vietnam had many directives on environmental protection in the 

period of industrialization and modernization. The viewpoint of the Communist Party of 

Vietnam is reflected in some major contents: 

Firstly, pollution, degradation of the environment are problems faced by mankind in 

parallel with poverty and AIDS. These problems are threatening the survival and development of 

the earth. 

Secondly, it is necessary to have a harmonious combination between the three contents: 

economic development, social progress and environmental protection for the sustainable 

development of the country. Environmental protection is an important, inseparable content in the 

economic development process. 

Thirdly, environmental protection brings benefits to the whole society. This requires each 

of organization, individual, family to participate in environmental protection activities. 

Environmental protection is considered the culture and ethics of humans in civilized society. 

Fourth, overcoming environmental pollution, degradation and incidents are difficult, 
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costly. Prevention and mitigation of adverse impacts on the environment are the most effective 

and appropriate measures. 

Fifthly, environmental protection must be carried out regularly, in the long term and it is 

necessary to have the Party leadership, the unified government steering, and management, the 

involvement of the local authorities and the whole society. 

Sixth, the State plays an important role in environmental protection, representing the 

people in management and environmental protection. 

Seventh, it is necessary to step up the socialization of environmental protection and adopt 

mechanisms and policies to encourage individuals, organizations, and communities to participate 

in environmental protection.  

3.2. Facts and causes of ecological ethics in Vietnam today  

At present, ecological ethics are being degraded. Violations of legal regulations on 

environmental protection in organizations, individuals and business entities are occurring very 

complicated. Lack of awareness also manifested in daily activities such as throwing litter, using 

the waste of resources ... 

At present, the number of manufacturing fields is increasing. Many domestic and foreign 

investors have invested in production projects but do not care about the construction of waste 

treatment systems as a solution to reduce costs and increase profits. It is noteworthy that 

businesses have waste treatment systems, but always deliberate violations, sophisticated tricks, 

stealth to discharge into the environment. In the Doi Moi period, the proportion of industrial 

zones with wastewater treatment systems was very low. Some industrial parks had been built 

with concentrated wastewater treatment systems, but they were almost nonfunctioning. 

According to the Ministry of Industry and Trade, there are 878 industrial clusters in the country 

that have decided to set up or approved infrastructure projects. As of October 2014, only about 

3%  5% of the total existing industrial clusters had a centralized wastewater treatment system, 

the rest were selftreating or discharged directly into the environment (Ministry of Natural 

Resources and Environment 2015:11) 

The restoration and development of the craft villages also created negative impacts on the 

natural environment. According to environmental surveys in 52 typical villages in the country, 

46% of trade villages are heavily polluted, 27% of trade villages are medium polluted and 27% 

of trade villages are mildly polluted. (Ministry of Natural Resources and Environment 2015:11) 

In agriculture, the use of rampant, arbitrary pesticides, antibiotics in livestock also causes 

many bad consequences on the environment. Fertilizer utilization was only 45%  50% with 

nitrogen, 25%  35% with phosphate, 60% with potassium, the rest was lost to the environment 

and polluted. It is estimated that up to 5070% of inorganic fertilizer is not absorbed or disposed 

of in the environment annually. In addition, the abuse of pesticides is increasing. From 2011 to 

2015, Vietnam imported and used 70,000 to 100,000 tonnes of pesticides (Ministry of Natural 

Resources and Environment 2015:29) 
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Poultry and cattle farming activities also cause environmental pollution. It is estimated that 

there are 8.5 million households with 18,000 breeding farms, but only 8.7% of households have 

biogas plants. On average, the livestock sector releases 8,590 million tons of manure annually, 

but only about 40% of it is treated; the rest is discharged directly into the environment, causing 

pollution of soil, surface water, groundwater (Ministry of Natural Resources and Environment 

2015:31) 

In the exploitation of forest products, minerals, biodiversity protection is also violating 

ecological ethics. Although in 2016, the Prime Minister has ordered the closure of forests, 

deforestation in Vietnam is still very complex. 

There are many reasons for this lack of ecological ethics: 

Objective reasons 

Vietnam is a country that has experienced fierce and protracted wars, has not escaped the 

backdrop of a backward agricultural economy, the concentration of capital, human resource, and 

technology for environmental protection is still difficult. 

The downside of the market economy is a factor leading to the decline in environmental 

quality. Starting from putting the benefits in front of all, especially the economic benefits, the 

market economy has created a strong stimulation for the people in the exploitation of natural 

resources. 

The environmental protection awareness of the people is not high and there is no positive 

change from the agroecological cultural lifestyle to the new ecocultural lifestyle. Traditional 

ecological ethics has many positive aspects, but there are negative aspects and not suitable for 

the new development conditions of Vietnamese society. 

Subjective reasons 

Do not fully aware about the laws of nature and environmental protection consciousness of 

people is limited. Environmental awareness and environmental protection of the people in 

general and the leadership and management of the state, in particular, are low, not meet the 

development requirements of modern society. Ecological awareness of the people is at the 

emotional level, not into the lifestyle to become the habit of the majority of people.  

Low awareness of environmental hygiene and indiscriminate living habits in some rural 

areas also cause environmental pollution and diseases that harm human health. 

Sanctions of implementation and the implementation of environmental protection function 

of some relevant authorities is inadequate. The legal policy system is not complete. The 

enforcement of environmental protection law has been weak and there are no strong economic, 

legal and administrative measures to guide and regulate human activities in the direction of 

"environmentally friendly". 

The view of the sustainable development of the Communist Party of Vietnam has not been 

recognized, absorbed and respected. Many leaders of ministries, sectors, provinces, and cities 
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still consider economic development to be the number one priority. Economic development is 

the first, dealing with environmental pollution later, while prevention and control of pollution are 

one of the basic principles of environmental protection. This idea led to compromise the 

environmental objectives to receive economic benefits. 

4. Some solutions to improve ecological ethics in sustainable development 

Firstly, the state should strengthen its management role in environmental protection. The 

state is the subjectoriented and organized the construction of ecological ethics at the macro 

level. The state needs to manage, supervise and regulate, and at the same time build a common 

awareness, promote the contribution of whole society, and adopt a new development model 

orienting sustainability. From the perspective of state management, the state has the role of 

regulating the behavior of all individuals and organizations, forcing them to implement the law 

on environmental protection. The State should make appropriate provisions on environmental 

protection; raise awareness for the importance of the environment; the necessity of compliance 

with the legal system of the environment; Strictly punish acts that cause environmental pollution 

by appropriate sanctions. The State should have a staff of environmental law enforcement 

officers who are competent enough to manage, inspect all individuals and organizations in the 

observance of the environmental protection law. 

Secondly, businesses and people need to consciously protect the environment. For 

businesses, the success and benefit associated with the customers. The ethical behavior of the 

business can entice the customer to the product of the business. Businesses that promote 

ecological ethics will have appropriate solutions to comply with the provisions of the law on 

environmental protection. Businesses are interested in environmental ethics will create many 

benefits for consumers, for businesses and for the country. Although human resources, 

financial resources, and modern technological processes are costly, they bring longterm 

benefits and create the foundation for sustainable development of the business. Implementing 

ecological ethics contributes to consolidating the business culture of the business, which is 

the core factor to achieve the true profit target, ensuring the sustainable development of 

business in the market economy. 

Thirdly, it is necessary to promote the ecological ethics education in the whole society. The 

purpose of ethical education is to change awareness in the direction of putting the common good 

of the human community first. For achieving that change, the education of ecological 

environment knowledge must be conducted regularly, continuously, consistently and 

extensively. Ecological ethical education aims at establishing ecological ethical standards for 

individuals. This is a regular, longterm and indispensable solution to protect the environment, 

fight against acts of the destructive environment. 

Fourthly, need to build an ecological cultural lifestyle, nature is the inorganic body of the 

man and man is an organic part of nature (Huy, Do Xuan, 2001). Thus, building an ecocultural 

lifestyle is a concrete manifestation of ecological ethics. Ecological culture is a lifestyle that 

values human values, respects the interests of others when dealing with the environment. When 

building ecological culture, we will also build ecological ethics. To do so, there must be people 
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who have both ethic and virtue, need mechanisms and resources to form an ecological culture 

that make the basis of cultural interactions between humans and the natural environment. 

5. Conclusion 

Building ecological morality is one of the requisite requirements for all countries, 

including Vietnam. We are forced to change gradually our perceptions of nature, position and 

relationship of a human with nature, human responsibility, and obligation in the exploitation and 

proper using of natural resources. 

In Vietnam, with special characteristics, it is necessary to pay special attention to the 

ecologicalhumanitarian environment in the spirit of improving and reforming actively and 

effectively the sustainable development strategy. In the process of accelerating the 

industrialization, modernization, and implementation of the socialistoriented market economy, we 

also need to pay attention to the protection and improvement of the natural environment. At the 

same time, it is necessary to promote the national tradition: human lives in harmony with nature. 

Essentially, building ecological ethics is changing the way humans think, perceive and 

behave with nature. We must build ecological ethics because humans are the main cause of 

ecological consequences. For solving ecological problems, individuals must create the right 

behavior for nature. Studying the factors that influence the development of ecological ethics in 

Vietnam will help us to propose appropriate solutions for the development of ecological ethics. 
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Abstract: In the context of the tourism boom, the competition among destinations has been 

an obstacle with tourism planners. In the view of service quality is the golden key to open the 

satisfaction door of tourists, the paper examines the case study of Ha Tien in order to recognise 

the actual gap between tourist expectation and tourist satisfaction. By using the mixed research 

method, especially the questionnaire, the paper has a deep insight into the issues. A total of 196 

tourists travelling to Ha Tien in the summer participate in rendering the questionnaire. The 

results show that there is a positive relationship between tourist expectation and tourist 

satisfaction, thus, when building destination brand, tourism makers should focus on this field. 

Keywords: destination branding, service quality, SERVQUAL model, tourist expectation, 

tourist satisfaction 

 

1. Introduction 

In the context of the tourism boom, the competition among destinations has been an obstacle 

with tourism planners. In particular, the Resolution No.08/ NQ – TTg issued by the Political 

Bureau, determined tourism is a spearhead industry1 in Vietnam’s socioeconomic development 

that has been increasingly facilitating all provinces developing tourism activities. Therefore, local 

areas gradually identify its advantages in terms of tourism resources to exploit and invest. They 

also orient the tourism service as the main sector of economic activities in the region. This lead to 

the fact that destination market has become more competitive, pressurizing into the number of 

tourist arrivals for each place. Unquestionably, tourist satisfaction is the key competitive 

advantages. If tourists satisfy with the received image, the recommendation intention or/ and repeat 

visitation towards that destination will be created (Hui et al., 2007; Osti et al., 2012).  

Practically, service quality is the golden key to open the satisfaction door of tourists. Thus, 

the process by which customers evaluate a purchase, thereby determining satisfaction and 

likelihood of repurchase, is important to all marketers (Hudson et al., 2004). It not only brings 

benefits in terms of revenue but also creates a reputable image for a company or a destination 

                                                 
1 http://vietnamlawmagazine.vn/tourism-to-become-a-spearhead-industry-5751.html 
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(Osti et al., 2014; Aliman, 2014; Castro et al., 2017). This is a push factor for building 

destination brand because both help differentiating services or products in the fierce market 

competition. 

Based on this sense, this study aims to identify tourist’s satisfaction through SERVQUAL 

instrument and then building a model of destination branding. Specifically, this paper assesses all 

variables of SERVQUAL model (tangible, reliability, responsiveness, assurance and empathy) in 

two periods including before the trip and after the trip in order to recognise the gap between 

expectation and performance. In addition, tourist’s intention to revisit or recommend was also 

explored. As the result, the concept model of destination branding was established. For this 

purpose, an empirical test was conducted in Ha Tien city to help this area overcome the negative 

sides in the process of tourism development. 

For a long time, Ha Tien city has been well known as one of the exciting tourist attractions 

in Mekong Delta because of its prominent natural landscapes and historical sites. In terms of 

natural resources, the geographical factor makes Ha Tien’s landscapes become diversified in 

every tourist’s eyes. They not only go sightseeing the mountains like Binh San but also enjoy 

the sea and islands such as Mui Nai Beach. In the region, sea and islands of Ha Tien are viewed 

as a distinct advantage comparing to other provinces. In terms of cultural resources, the story of 

the Chinese’s general who doesn’t submit the Qing dynasty that crossed his country border by a 

big boat to do business in Southeast Asian countries and establish the Ha Tien urban port, has 

attracted many tourists visiting Mac Cuu Family Tomb2. Thence, Ha Tien was recognised with 

ten famous sites and was disseminated through wordofmouth stories. However, in the context 

of cooperation and development amongst provinces in tourism fields, the position of Ha Tien has 

not strongly competed with other. In other words, Ha Tien is not a regular and popular choice for 

tourists who would like to spend several days visiting that place. It seems that Ha Tien’s 

authorities lack their understanding of destination brand in developing tourism business models 

and investment in enhancing the quality of service. 

Therefore, strengthening the service quality and building destination brand is necessary for 

Ha Tien’s tourism development. First, destination branding enhances tourist expectation. As 

Keller (2008) stated “Consumers often don’t buy product, they buy the images associated with 

the product. The power of the brand and its ultimate value to the firm resides with the 

customers” (p.97). Second, service quality guarantees satisfaction of tourist and reinforce brand 

images. Undoubtedly, there is a strong relationship between service quality and brand. 

2. Literature review 

2.1.  Destination branding 

In the competitive market as nowadays, brand has become an important key to identify and 

differentiate the product. According to the American Marketing Association (AMA), a brand can 

be defined as: "a name, term, sign, symbol, or design, or a combination of them, intended to 

identify the goods or services of one seller or group of sellers and to differentiate them from 

                                                 
2http://www.vietnamtourism.info/destinations/mekong-river-delta/kien-giang/discover-ha-tiens-history-in-

mac-cuu-family-tombs.htm 
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those of competitors". In line with this notion, advertising guru David Ogilvy described a brand 

more expansively as “the intangible sum of a product’s attributes: its names, packaging, and 

price, its history, its reputation, and the ways it’s advertised” (as cited in Cees B. M van Riel and 

Charles J. Fombrun, 2007, p.39).  

As stated by David Aaker (1991), the primary role of a brand is “to identify the goods or 

services of either one seller or a group of sellers, and to differentiate those goods or services from 

those of competitors” (p.13). Furthermore, “brand create sustainable competitive advantage from 

hypercompetition, boost relationships, boost sales, boost profits and boost balance sheets” (Pr. 

Smith & Ze Zook, 2011, p.32). Therefore, scholars take an advantage of a brand into the market 

competition of tourist attractions. Some agree that territories, places, destinations could be branded in 

the same way as consumer goods and services (Morgan and Pritchard, 2004; Cai, 2002). 

Differentiating a place branding has become the starting point for surviving (Qu et al., 2011). 

In the annual conference of Travel and Tourism Research Association, the concept of 

brand was mentioned in tourism literature (1998). Then, the topic of destination branding was 

further explored as a key strategy to maximize the revenue in the future of competition. The 

researcher Ritchie Ritchie (1998) defined destination branding as: "... a name, symbol, logo, 

word mark or other graphics that both identifies and differentiates the destination; furthermore, it 

conveys the promise of a memorable travel experience that is uniquely associated with the 

destination; it also serves to consolidate and reinforce the recollection of pleasurable memories 

of the destination experience" (p.17).  

According to Morgan and Pritchard (2004), destination branding is evaluated as an 

important role, “the battle for customers in the tourism industry will be fought not over price but 

over the hearts and minds – in essence, branding . . . will be the key for success” (p.61). More 

specific, in 2005, Blain, Levy and Ritchie defined destination branding as “a set of marketing 

activities that 1) support the creating of a name, symbol, logo, word mark or other graphics that 

readily identifies and differentiates a destination; that 2) consistently convey the expectation of a 

memorable travel experience that is uniquely associated with the destination; that 3) serve to 

consolidate and reinforce the emotional connection between the visitor and the destination; and 

that 4) reduce consumer search costs and perceived risk” (p.337).  

In essence, tourism products were made up not only tangible attributes such as historical 

sites, beaches but also intangible elements like culture, custom, etc. Thus, Pike (2005) identified 

destination branding being more complex than the branding of other goods and services because 

1) they have more multidimensional characteristics than consumer goods and services 2) of the 

heterogeneous market interests of the diverse stakeholders 3) of the impact of the politics of 

decision making 4) of the difficulty of balancing community consensus and brand theory 5) of 

the difficulty that destination marketing organizations (DMOs) have in forming a relationship 

with previous successful brand campaign by DMOs. 

To sum up, destination branding can be seen as a way to communicate destination image to 

visitors and a means of differentiating a destination from its competitors through a symbol, 

name, term or design, or combination of these elements (Morrison A., & Anderson, D., 2002). 

However, to have a reputable destination brand, tourism planners should attempt to narrow the 
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gap between expectation and satisfaction of tourists. It also means that the quality of goods or 

services satisfy tourist’s needs. 

2.2.  Service quality 

In the competitive market as nowadays, the requirement of service quality has been an 

important task for marketers to serve consumers. According to Lewis & Boom (1983), service 

quality is a tool to measure the gap between the delivered service and customer expectations. 

Grönroos (1984) defines service quality as “the outcome of an evaluation process where the 

consumer compares his expectations with the service he perceived” (p. 37).  In line with this 

thinking, Parasuraman et al. (1985) developed the conceptual framework of service quality to 

prove that “quality is a comparasion between expectations and performance”,  which leads to the 

customer’s satisfaction. To agree with this notion, Gržinić & Jasmina (2007) conceptualized 

service quality as a way to control business process to make sure total satisfaction to the 

consumer on all levels, leading to an increase of competitive advantage of the entire company. 

Therefore, Atilgan et al. (2003) posited that service quality measurement is the key subject of 

several empirical and conceptual researches in the field of service marketing. 

In the tourism industry, service quality is also assessed as a crucial component to differentiate 

service products as well as build a competitive advantage (Hudson et al., 2004). Today, some tourism 

researchers apply the model SERVQUAL in recognizing not only the drawback factors that must 

improve but also the strength components that have to enhance. In other words, SERVQUAL model 

plays a fundamental role in analyzing the potential for tourism development of a destination. In 2003, 

Pawitra and Tan used SERVQUAL to identify the image of Singapore from the perspective of 

tourists from Indonesia. Consequently, key strengths and weaknesses were determined. Because of 

its effectiveness, Atilgan et al. (2003) constructed the map that shows main variables in the tourism 

field, Hudson et al. (2004) discovered key characteristics in tour operating sector and Grzinic (2007) 

explored important features in hotel industry. 

Generally, SERVQUAL model is an instrument developed by Parasuraman, Zeithaml and 

Berry (1988), which focuses on the notion of perceived quality. Although, there are some 

criticism about the model in terms of the nature and number of dimensions (Finn and Lamb, 

1991; Cronin and Taylor, 1992), SERVQUAL is evaluated as a concise scale, easy to use by 

managers (Buttle, 1996). 

The model consists of five major dimensions: tangible, reliability, responsiveness, 

assurance and empathy. First, “tangible” represent the appearance of physical facilities, 

equipment and personnel. “Reliability” is generally defined as the ability to perform the 

promised service dependably and accurately. “Responsiveness” is the willingness to help 

customers and to provide prompt service. “Assurance” covers the knowledge and courtesy of 

employees and their ability to convey trust and confidence. The last dimension, “Empathy” is 

defined as the provision of care, and the paying of individualized attention to customers.  

Taken together with found attribute images of Echtner & Richie (2003), the service quality 

and destination images of a given place will be evaluated in detail. Based on this foundation, 

there are five hypotheses were established as below: 
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H1: The tangible characteristics of a destination image will positively impact the tourist’s 

overall satisfaction 

H2: The realibily characteristics of a destination image will positively impact the tourist’s 

overall satisfaction  

H3: The empathy characteristics of a destination image will positively impact the tourist’s 

overall satisfaction 

H4: The responsiveness characteristics of a destination image will positively impact the 

tourist’s overall satisfaction 

H5: The assurance characteristics of a destination image will positively impact the tourist’s 

overall satisfaction 

2.3.  Tourist behaviors 

The concept of tourist’s behavior which is similar to some stages of travel behavior: before the 

trip, during the trip and after the trip. In accordance with Chen and Hsu (2000), “Before the trip 

behaviors are concerned with destination image, travel motivation, and decision making. During the 

trip behavioral issues include attitude towards service quality. After the trip, behaviors deal mostly 

with trip satisfaction” (as cited in Megan, 2008). Based on this sense, this paper has a panorama view 

for understanding what factors that mostly impact each customer’s decision. 

Before the trip, travel motivation is mainly established by two factors: push and pull 

(Klenosky, 2002). First, push factors are relevant to internal forces such as the needs and wants 

for relaxation, escape, social interactions. Scientifically, push factors are defined as “psycho

social motivations” (Baloglu & McCleary, 1999; Kim and Lee, 2002). It can be noted that in this 

process WOM directly and significantly impacts each customer’s decision.  In terms of pull 

factors, on the other hand, these relate to external influences with regard to physical attractions 

or attributes such as beach, sunshine, cheap airfares. Hence, a cognitive image about destination 

will be considered carefully. The “beneficial image” model as the following figure was proposed 

by Tapachai & Waryszak (2000) will contribute the existing theory in understanding how 

customers decide to travel when forming images that link to their expectations or assumptions 

about that destination.  

 

Figure 4: Beneficial Image Model  
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Another model which proves for the relationship between a destination image and a 

tourist’s behavior is destination preference as the figure below: 

 

Figure 5: Destination Image Components and Preference (as cited in Megan, 2008) 

According to Lin et al., (2007), preference can be known as being an attitude towards a 

destination after comparing amongst destinations. In which, cognitive and affective image 

significantly contribute to the establishment of an image in customer mind. However, in this 

process, it is supposed that a cognitive image is more important than an affective image due to 

their actual experience of a destination. This is why many travel agencies always use vivid, sharp 

or colorful image to advertise a destination. 

During the trip, service quality hugely affects a customer’s behavior; in which the image of 

friendly local people partly changes a customer’s attitude. Consequently, they create an affective 

image about that destination, leading to the intention to revisit. This notion has further discussed 

from the view of Hector et al., (2007), the authors said “a relationship between psychological 

motivations and affective images has been suggested in tourism research” (p.266).  

After the trip, an overall image of a destination will be profoundly estimated by customer 

satisfaction, leading to the intention to recommend to others. As a result, destination image was 

spread expansively as the expectation of destination branding planners. 

To sum up, there is a relationship between destination image and tourist behavior, namely 

a cognitive image and an affective image in making travel decisions; in particular, revisit 

intention and recommendation. Nevertheless, the actual images that tourists perceived have to 

meet their expectation. If the received images are contrasted or lower than the expectation, 

tourist satisfaction will be broken.  

2.4. Tourist expectation 

Tourism is one of the fasted growing phenomena in the world, contributing a high volume 

of revenue to economic development. However, to maximizee the profit, the most important task 

for many tourism marketers is to recognize their expectation. Essentially, tourists usually have 

initial expectations on a service before they consume it (Akama &Kieti, 2003). Thus, the first 
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step is to determine visitor expectation levels prior to the tourism experience, and whether 

performance actually lives up to these expectations (Sukiman et al., 2013). 

Tribe & Snaith (1998) stated that expectations are what people anticipate regarding their 

experience. In line with this notion, Xia et al., (2009) also discussed that expectations are related 

to the performance of a product or service as anticipated by the consumers. However, in the 

evergrowing tourism, customers proactively select alternative service providers, leading to the 

fact that expectations are always changing (Aliman et al., 2014). 

According to Lather et al. (2015), expectations of a frequent consumer of service would 

rely more on the influence of past experience than sources of information. Specifically, 

Rodriguez et al. (2006) explored four similar factors including past experience, the tourist’s level 

of previous satisfaction with the service, communication from the service provider such as 

promises and the tourist’s perceived image of the service. In short, the formation of expectation 

was impacted by internal and external factors. 

To sum up, tourist expectations are a secondorder factor based on intercorrelations 

among several firstorder factors (i.e. past experience, external communication, wordofmouth 

communication and destination image) (Bosque et al., 2009). More importantly, image can be 

considered as the main factor generating expectations of a destination. Not surprisingly, the 

tourists’ expectations directly influence their satisfaction level with the services received. 

2.5. Tourist satisfaction 

In the competitive destination market, the satisfaction of a customer is really important, it 

not only impacts the performance of services or products but also establishes the belief in 

service providers, which leads to the intention to revisit or recommend to others. Therefore, 

providing high quality service and ensuring customer satisfaction are widely accepted as key 

factors leading to the success of the tourism sectors (Hui et al., 2007). In addition, exceptional 

service quality is a source of differentiation and competitive advantage (Mcquilken, Breth and 

Shaw, 2000).  

Generally, tourist’s satisfaction towards a destination is their assessment levels with the 

service performance that exceeds his or her expectations (Tribe & Snaith, 1998; Sukiman et al., 

2013). Previously, Woodside, Frey and Daly (1989) also reviewed tourist’s satisfaction as a post

purchase construct that is related to how much a consumer likes or dislikes a service or product 

after experiencing it. For example, after the trip, tourists give their feedback by their 

communication tools such as worth of mouth or social media. It may be a positive comment, but 

it also may be a negative complaint that impacts the image of a destination. Thus, having a 

deeper insight what drives satisfaction for a tourist is one of the most relevant areas of research 

for the tourism industry (Prebensen, 2006). 

According to Armario (2008), there are multiple dimensions when evaluating the degree of 

tourist satisfaction, including the expectations generated before and during the trip, as well as the 

tourist's perception of the service received. In other words, it reflects both a cognitive and an 
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affective phenomenon. This is why many marketing investigating the tourist behaviors and using 

SERVQUAL model to assess the level of tourist satisfaction with a destination. 

In conclusion, satisfaction is one of the most relevant variables when analyzing tourist 

behavior, as it influences the choice of destination, the consumption of products and services, 

and the decision to return (Jang & Feng, 2007;). Thus, it is hypothesized that: 

H6: There is a significant relationship between tourist’s overall satisfaction and their revisit 

intention toward a destination 

H7: There is a significant relationship between tourist’s overall satisfaction and their 

recommendation intention toward a destination 

Fig. 1 represents the conceptual framework of building destination branding with tourist 

satisfaction 

 

 

 

 

 

 

 

 

 

 

Fig 1. A model of destination branding with hypothesized paths 

3. Methodology 

This paper approaches the mixed methods research on three reasons as below: 

First, this approach allows the paper to answer clearly the research question and test the 

hypothesis within one single study (Tashakkori & Teddlie, 2003). 

Second, this approach allows the paper for gathering broadly, deeply variety of 

perspectives (Greene & Caracelli, 1997), leading to outline an overall picture from tourist 

stakeholder groups. 

Third, in line with the notion of Tashakkori & Teddlie (2003), this approach follows a 

primary principle that the methods chosen should have complementary strengths and have no 

overlapping weakness. Therefore, when this paper analyzes different types of data, the given 

result will be coherent and valuable because they raise the need to reevaluate the theoretical 

frameworks which research questions and hypotheses are stated. 
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3.1.  Sampling 

The initial phase of the research involved a detailed review of the literature to identify the 

theoretical background related to SERVQUAL model, tourist expectation and satisfaction. A 

structured questionnaire was constructed and developed by using choice criteria as found in the 

literature. Thus, tourists have to render the questionnaire twice (before visiting Ha Tien and after 

experience). 

The target population of this study included only domestic visitors. To determine the 

sample size, the confidence interval approach suggesting by Burns and Bush (1995) was 

proposed. With 50% of the estimated variability in the population (Burn & Bush, 1995), the 

sample size was set at 196 at the 95% confidence level. If a response rate was 25% and an 

unusable rate was 5%, a total of 653 (196/0.3) people were approached to take part in the survey. 

The questionnaire was conducted in the summer from April to July with the guideline letter 

3.2. Instrument 

This study named the questionnaire is “Branding Ha Tien needs your ideas” and conduct to 

survey with traditional and online model. In terms of online model, the questionnaire was 

designed by Google form, then it was delivered via mail to respondents who booked tour visiting 

Ha Tien at travel agencies. 

There are five main parts were logically arranged in the questionnaire. The first section 

consists of four questions relating to individual travel behavior including number of visits, 

purpose of the trip, length of stay and budget.  

The second section relates to tourist expectation that evaluated according to SERVQUAL 

model proposed by Parasuraman et al. (1988), in which components including 35 master 

attributes as studied by Echtner and Ritchie (2003), Jiang (2013) and Qu et al. (2011). 

Respondents will rate their opinion on a 5point Likert Scale.  

The third section is to analyze received values relating to service or product performance. 

In other words, this part identifies tourist satisfaction. The 35attribute scale in section two was 

repeated in this part to understand tourist’s feelings after experience a destination. 

Next section was to assess tourist intention including two main questions that relate to the 

feeling repeat visitation or/ and recommendation to others on a 5point Likert Scale. 

Additionally, there are three openended questions were asked in order to understand the reason 

they would like to visit again and introduce to other. The final section was devoted to collecting 

demographic information about the respondents.  

It is quite interesting that the advantage of this questionnaire is based on the experience of 

the author with over five years working at travel agencies and is also a Hatienese. 

3.3. Pilot 

Before surveying the questionnaire, the pilot test was conducted two round in order to 

adjusted the questions. First, one expert from tourism field and one expert from destination 
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branding sector checked and contributed their opinions in order to make the first draft of the 

survey instrument more specific and easier. Second, there are fifteen tourists from the convenient 

sample participating in rendering questions via online questionnaire.  

In order to qualify the questionnaire, the reliability tests for each dimension was evaluated. 

The result showed that Cronbach’s alpha was 0.892 for tourist expectation and 0.831 for tourist 

satisfaction. According to Hair et al. (1998), if the minimum value was higher than 0.70, which 

is considered acceptable as a good indication of reliability. After all, the final version was 

modified considering questionnaire design, wording, and measurement scale.  

3.4. Data analysis 

Principal component analyses were used to determine the underlying dimensions of the 

cognitive and unique image components of Ha Tien. Confirmatory factor analysis and SEM were 

utilized to test the conceptual model of destination branding. The data was processed with the 

statistical package SPSS 20.  

4. Findings and discussion 

4.1. The profile of respondents  

The socio – demographic characteristics and travel behaviors of the sampled visitors are 

showed in Table 1. In terms of gender, there is no difference between male and female. The 

majority of tourists have the age from 20 to 29, accounted for 52.9%. With regards to 

occupation, 26% of the respondents were selfemployed, followed by office worker (15.8%). In 

respect of monthly income, nearly a half of the tourists (48.9%) reported that their salary was 

around 250 – 500$. 

Generally, the majority of the respondents visited Ha Tien two and three times, account for 

43.4%. followed by the first time (39.8%). In terms of the purpose of the trip, most tourists 

shared that they chose Ha Tien for holiday and relaxation (44.3%). However, they only spend a 

short time to unwind, more than a half of the respondents visited Ha Tien in two days one night 

(52,6%). This leads to the pragmatic question that “How to extend the length of stay of the 

tourists visiting Ha Tien at least two nights?”. When tourists discover Ha Tien in two nights, 

they will spend more money. As revealed in Table 1, 35.1% of the respondents reported that they 

only spend around 50 – 100$ when visiting Ha Tien, this statistic reflected that the total trip 

spending of the was low. It can be seen that enhancing and innovating service quality as well as 

creating creative destination images is very essential. 

Table 1: Socio – demographic character characteristics and travel behaviors information of tourists 

Variables N % 

Socio  demographic 

Gender 

Female 98 51.9 

Male 88 46.5 

LGBT 3 1.6 

Age 
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20  29 99 52.9 

30  39 64 34.2 

40  49 20 10.7 

50 or older 4 2.1 

Occupation 

Student 27 13.8 

Public Official 27 13.8 

Office worker 31 15.8 

Selfemployed 51 26.0 

Teacher/ Professor 8 4.1 

Housewife 17 8.7 

Others 29 14.8 

Monthly income 

Under 250$ 63 33.5 

250 – 500$ 92 48.9 

500 – 750$ 27 14.4 

More than 750$ 6 3.2 

Travel behaviors 

Number of visits 

First time 78 39.8 

2 – 3 times 85 43.4 

4 – 5 times 17 8.7 

6 times or more 16 8.2 

Purpose of the trip 

Business 12 4.7 

Education 11 4.3 

Visiting friends & relatives 38 14.9 

Holidays/ Relaxation 113 44.3 

Adventure 36 14.1 

Spiritual 36 14.1 

Others 9 3.5 

Length of stay 

Within 1 day 46 23.5 

1 – 2 days 103 52.6 

3 – 4 days 30 15.3 

More than 5 days 17 8.7 

Total trip spending 

Less than 50$ 49 25.3 

50 – 100$ 68 35.1 

100 – 200$ 41 21.1 

More than 200$ 36 18.6 

4.2. Tourist expectation 

The paper identified the expectation of tourists towards Ha Tien’s images. Deriving from a 

5 point Likerttype scale for all attributes, the grand mean of attribute – expectation score was 

4.11. Therefore, it was feasible to categorize attributes into two groups: lower and higher 
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expectations. In this view, there are two type of the grand means: “higher expectancy” and 

“lower expectancy”. Table 2 lists variables that arrange according to ascending order compared 

to the threshold 4.11. 

Table 2: Attribute – expectation category 

Lower expectancy Score Higher expectancy Score 

Spiritual Temple 3.27 Attractive state/ theme park 4.24 

Useful welcome center 3.37 Reasonable cost of hotels/ restaurant 4.26 

Advice on how to use free time 3.62 Communication skills 4.27 

Various entertainment opportunities 3.64 Degree of politeness 4.27 

Various outdoor activities 3.64 Quality standard of accommodation 4.29 

Easy access to the area 3.64 Delicious local cuisine 4.29 

Interesting cultural events/ festivals 3.65 Ample nightlight activities 4.37 

Museum and historical places 3.74 Professional knowledge 4.37 

Sufficient travel information 3.91 Restful and relaxing atmosphere 4.37 

Willingness to help tourists 3.93 Degree of service accuracy 4.38 

Facilities at the destination port/ bus 4.02 Good weather 4.38 

Good shopping facilities 4.02 Clean/ unspoiled environment 4.39 

Safety degree of luggage checking 4.02 Degree of providing 4.40 

Level of safety supervision 4.02 Attractive beach and islands 4.44 

Prompt response to tourist’s requests 4.03 Beautiful mountains 4.44 

Plenty water sports 4.04 Friendly local people 4.60 

Consultation and complaint 4.10 Safe and secure environment 4.64 

  Good place for children and family 4.66 

It can be seen that the highest expectancy is “good place for children and family”, whereas 

the lowest aligns to “spiritual temple”.  

4.3.  Tourist satisfaction 

The perceptions of sampled tourists, regarding perceived quality attributes of their 

destination was examined. For the total image attributes, the overall grand means was 3.79. By 

using grand mean, it was possible to classify attributes with lower and higher expectations. 

Accordingly, Table 3 reveals the category of lower satisfaction and higher satisfaction. 

Table 3: Attribute – satisfaction category 

Lower satisfaction Score Higher satisfaction Score 

Restful and relaxing atmosphere 2.61 Willingness to help tourists 3.80 

Plenty water sports 2.84 Prompt response to tourist’s requests 3.82 

Interesting cultural events/ festivals 2.85 Good shopping facilities 3.89 

Various entertainment opportunities 2.93 Facilities at the destination port/ bus 3.89 

Attractive state/ theme park 2.96 Safety degree of luggage checking 4.02 

Spiritual Temple 3.27 Level of safety supervision 4.02 

Useful welcome center 3.37 Consultation and complaint 4.07 

Advice on how to use free time 3.62 Ample nightlight activities 4.11 
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Easy access to the area 3.64 Communication skills 4.11 

Museum and historical places 3.65 Degree of politeness 4.23 

Various outdoor activities 3.65 Quality standard of accommodation 4.29 

Sufficient travel information 3.67 Delicious local cuisine 4.29 

  Degree of service accuracy 4.37 

  Good weather 4.37 

  Clean/ unspoiled environment 4.37 

  Professional knowledge 4.37 

  Degree of providing 4.40 

  Reasonable cost of hotels/ restaurant 4.41 

  Attractive beach and islands 4.44 

  Beautiful mountains 4.44 

  Good place for children and family 4.45 

  Friendly local people 4.49 

  Safe and secure environment 4.64 

It can be seen that the lowest satisfaction is “restful and relaxing atmosphere”, while the 

highest is “safe and secure environment”. In recent years, many businesses built edible bird’s 

nest house around the central areas, leading to noise pollution. This issue induces tourist feel 

uncomfortable.  

4.4. The relationship between expectation and satisfaction levels of tourist 

As mentioned in the literature review, there is a relationship between expectation and 

satisfaction, it was shown in Table 4. 

Table 4: The relationship between expectation and satisfaction levels of tourist 

  Expectation Satisfaction 

Expectation 

Pearson correlation coefficient 1 .847** 

Sig. (2tailed)  .000 

N 196 196 

Satisfaction 

Pearson correlation coefficient .847** 1 

Sig. (2tailed) .000  

N 196 196 

** Correlation coefficient is significant at p = 0.01 level 

To highlight the relationship between expectation and satisfaction variables, correlations 

analysis was carried out. The result revealed a correlation coefficient of 84.7%. This coefficient 

was statistically significant and it can be concluded that there was a positive and strong 

relationship between expectation and satisfaction indicators. This results also provides that most 

of the expectation of sampled tourists were met. 

In this paper, expectation and satisfaction calculations were created for the same 

destination attributes and divided into two groups: lower and higher. Thus, an expectation – 



1807 

satisfaction matrix can be developed. In this notion, there are four different quadrants in the 

matrix. The quadrant “A” groups higher expectation and higher satisfaction, the quadrant “B” is 

lower expectation and lower satisfaction, the quadrant “C” include higher expectation and lower 

satisfaction, and the quadrant “D” is lower expectation and higher satisfaction. Destination 

attributes were distributed in the matrix according to their grand means. For the expectation, the 

overall grand mean was 4.11 and for “satisfaction”, 3.89 is the cut off value. 

Quadrant A: Higher expectation and higher satisfaction 

 Reasonable cost of hotels/ restaurant 

 Communication skills 

 Degree of politeness 

 Quality standard of accommodation 

 Delicious local cuisine 

 Ample nightlight activities 

 Professional knowledge 

 Degree of service accuracy 

 Good weather 

 Clean/ unspoiled environment 

 Degree of providing 

 Attractive beach and islands 

 Beautiful mountains 

 Friendly local people 

 Safe and secure environment 

 Good place for children and family 

Quadrant B: Lower expectation and lower satisfaction 

 Spiritual Temple 

 Useful welcome center 

 Advice on how to use free time 

 Various entertainment opportunities 

 Various outdoor activities 

 Easy access to the area 
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 Interesting cultural events/ festivals 

 Museum and historical places 

 Sufficient travel information 

 Plenty water sports 

Quadrant C: Higher expectation and lower satisfaction 

 Attractive state/ theme park 

 Restful and relaxing atmosphere 

Quadrant D: Lower expectation and higher satisfaction 

 Willingness to help tourists 

 Facilities at the destination port/ bus 

 Good shopping facilities 

 Safety degree of luggage checking 

 Level of safety supervision 

 Prompt response to tourist’s requests 

 Consultation and complaint 

Based on this results, tourism planners have to narrow the gap of quadrant “C” and 

reinforce the quadrant A and D. In terms of quadrant B, local government should invest in 

infrastructure, especially recreation centers, festivals, etc. 

4.5.  Hypotheses testing 

Hypothesis 1, the more impressive tangible of a destination, the more likely tourists feel 

satisfaction with the destination, was failed to reject (standard coefficient = 0.807, t value = 

19.001, sig. < 0.01). 

Hypothesis 2 also was failed to be rejected (standard coefficient = 0.813, t value = 19.447, 

sig. < 0.01), supporting that tourist feel comfortable when a destination has reliability. 

Hypothesis 3 tested the level of responsiveness of a destination with tourist’s requirement. 

It also failed to be rejected (standard coefficient = 0.356, t value = 5.309, sig. < 0.01), suggesting 

that tourism planners should enthusiadtically support tourists when they need helps. 

Hypothesis 4 measured the guarantee of a destination with visitor’s expectation. It also 

failed to be rejected (standard coefficient = 0.372, t value = 5.579, sig. < 0.01), indicating that 

local resident or staff should improve their attitude and knowledge. 

Hypothesis 5 also was failed to be rejected (standard coefficient = 0.717, t value = 14.344, 

sig. < 0.01), highlighting that the more attractive services that meet visitor’s needs, the more 

satisfied they enjoy. 
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The result confirmed that reliability attributes has the strongest effect on tourist’s 

satisfaction, followed by tangible, empathy, assurance and responsiveness factors. Hypotheses 4 

and 5 tested the mediating role of satisfaction on the relationships between SERVQUAL model 

and tourist bahaviors (i.e., intention to revisit and intention to recommend). 

Table 5 represents the result of hypotheses test and Figure 2 modelizes the relationship 

between SERVQUAL tool and tourist behaviors. It is also the model of destination branding. 

Table 5: Hypotheses test 

Endogenous constructs Satisfaction Revisit Recommend 

Satisfaction .000 .861 (23.572)** .594 (10.295)** 

Revisit .000 .000 .000 

Recommend .594 (10.295)** .000 .000 

Tangible .807 (19.001)** .000 .000 

Reliability .813 (19.447)** .000 .000 

Responsiveness 0.356, (5.309)** .000 .000 

Assurance 0.372, (5.579)** .000 .000 

Empathy 0.717, (14.344)** .000 .000 

R2 .650 .741 .353 

** Correlation coefficient is significant at p = 0.01 level 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig 2. A model of destination branding with hypothesized paths 
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5. Conclusion and recommendations 

In the context of fierce competition of tourism market, destination branding plays an 

important role in identifying and differentiating a destination. It creates a vivid image in the 

minds of customers, especially their expectation. To push tourist’s motivation, an advertised 

image must appeal and having distinctive story. However, the gap between expectation and 

received values always exist because of the quality of the services. Thus, service quality is the 

key strategy to narrow the distance of expectation and service performance. This views support 

previous studies and continue contributing the conceptual model of destination branding. 

The results showed that many visitors visit Ha Tien with high expectation and left the 

region with higher satisfaction. Similarly, there was a high percentage that has an intention to 

revisit and a willingness to recommend Ha Tien to others. It can be concluded that every 

satisfied tourist potentially will be revisit the region and will be an ambassador of the place 

through “word of mouth”. Therefore, creating loyal tourists to the destination is very crucial 

when welcoming new visitors. By enhancing service quality, destination images will be 

ameliorated which lead to the effective voice for destination branding. 

Ha Tien, in the next couple of years, should be focused on infrastructure improvement and 

innovative products. In fact, travelers come to Ha Tien for discovering the beach and island, 

however, if Ha Tien does not create a story for their own or improve the facility materials, 

tourists will not stay for a long time. The touch point of customer before purchasing a product 

was broken when they approach a brand that has a storytelling. However, in keeping them 

maintain the first impression, service quality must respond to their expectation. 
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Abstract: In today’s highly competitive era, known as the information age, generating, 

capturing, and sharing information is necessary in maintaining and enhancing organization’s 

competitiveness for survival. Recent case studies on information technology, accounting and 

auditing firms, and the banking industries have highlighted the effects of organizational factors -- 

increased use of IT and other Internet-based disclosure on information symmetry. This empirical 

study aims to assess the extent of information disclosure and information symmetry in public and 

private higher education institutions (HEIs) in Cavite using ordered logistic regression with 320 

sample faculty members.  

Findings revealed that HEIs had partially disclosed information in the areas of academics 

and research, with moderately asymmetric information. Highly significant differences were found 

when compared against full disclosure and information symmetry. Results also confirmed that 

institutional characteristics such as size, strategies, IT system, and accreditation were highly 

significant predictors of information symmetry. Thus, the odds of obtaining symmetric 

information can be explained by the variations on the institutional characteristics as well as the 

extent of information disclosure in the academe. These results are valuable for the HEIs to 

realize the needs to constantly communicate with the stakeholders to achieve higher levels of 

success in the academe.  

Keywords: asymmetric information, full disclosure, information disclosure, information 

symmetry, ordered logistic regression, t-test 

 

1. Introduction  

In an increasingly knowledgedriven global economy, the organization’s initiative to 

generate, capture, and share information is necessary in sustaining and improving the 

organization’s competitiveness to achieve higher levels of success. Like other sectors, higher 

education is becoming a major determinant of economic competitiveness. These higher 

education institutions (HEIs), which are in the knowledge business are involved in the 

information creation and dissemination that also aim to offer learning opportunities of the 

highest quality. In this case, institutions view information sharing as an essential success factor 

in today’s dynamic environment.  

Information sharing, or information disclosure has gained much attention since the 
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publication of Akerlof’s article in 1970 entitled, “The Market for Lemons: Quality Uncertainty and 

the Market Mechanism”. This is a method of making information available to interested and 

affected parties that comprises of the exchange of information and knowledge from one source 

(person, group or organization) to another (International Finance Corporation, 2007, p.27; Ali 

Zwain, Teong, & Othman, 2012) as driven by globalization, the presence of new dominating 

industries and the rapid growth of IT (Bukh, Nielsen, Gormsen, & Mouritsen, 2004). In 

accounting, information is relevant in evaluating past, present, and future events, which must be 

reliable to avoid confusion among the consumers resulting to erroneous decisions (Bahmani, 

2014). More so, this was found to be necessary in the Indian tribes, wherein increased information 

sharing could help resolve information gap hindering economic developmental efforts.   

In the HEI’s context, information disclosure is of great contribution to the improvement of 

research and curriculum development processes, student, alumni, and administrative services, 

and business strategic planning to universities and colleges in the USA, UK, and in Asian 

countries like Malaysia and Iraq (Ali Zwain et al., 2012). In 2016, the Commission on Higher 

Education (CHED), the key leader of the Philippine higher education system mandated to 

promote relevant and quality higher education pursuant to Republic Act 7722, published a list of 

233 registered public HEIs for the academic year 2017 to 2018 which was 1.02% higher as 

compared to the 2015 statistics with 3,589,484 enrollees for 2016 to 2017 requiring a great 

number of wellinformed and fullyequipped faculty members whose core functions are 

instruction, research, and community service.  

Every HEI, on the other hand, has a unique environment that is affected by key institutional 

characteristics critical in disclosing information. These include: (a) the organizations’ structure; (b) 

the strategies to an effective information disclosure; (c) a structured IT system that facilitates 

information disclosurerelated activities; and (d) a culture where information disclosure relationships 

between individuals and groups are transparent. According to Botthillier and Sheare (as cited in Ali 

Zwain et al., 2012), the success of any management efforts in any organization relies on the 

effectiveness of information disclosure, otherwise, failure of such activities could result to the 

occurrence of information gap, known as information asymmetry.  

Raskob (2015) confirmed that in economic theory, there exists a “perfect market,” where 

supply and demand control prices, price determines exchanges, there is free trade and that all 

participants have access to information. However, markets are imperfect and is considerably a 

market failure in the forms of monopolies and information asymmetry. These market failures were 

found to have significant impacts causing damage to a public good. An example of which is 

information asymmetry in higher education, which affects the lives of millions of its stakeholders.  

In this research, many studies emphasized the importance of effective information 

management, specifically of information disclosure in the organization. However, in spite the 

availability of references on the concept, there are HEIs in the country that were not able to 

satisfy the requirements of accreditation for some reasons. Accreditation, which is a process of 

granting recognition for a level of quality based on a set of standards that needs to be met, that is, 

one way that HEIs consider in check with the standards.  With the growing number of HEIs in 

the country and the demand for skilled workers in the global market, there is an urgent need to 
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further enhance the quality of education.  

 In one of the universities in Cavite that envisions to become a research university in 

few years, it was found that in 2015 to 2016, an average of only one paper per staff was 

published from the three papers per staff that were recorded in 2013 to 2014.  A study by 

Ramli et al. (2013) in Malaysia revealed that accreditation body requires publication of two 

papers in national/international refereed journals per staff/year for the institution of not less 

than 500 for a higher education institution to be called a research university. This could also be 

based on a publication of five papers in national/international refereed and cited journals per 

staff/year to become a worldclass university. It is clearly stated that conduct of relevant 

research including publications, is an indicator of a quality information disclosure resulting in 

information symmetry for most of the universities in the Philippines, thus, a measure of 

organizational performance.  

  Majority of the researches (Bukh, Nielsen, Gormsen, & Mouritsen, 2004; Clarkson, 

Jacobsen, & Batcheller, 2007; Suri & Jusoh, 2016; ) on information management or those 

specific to information disclosure and information symmetry were limited to describing and 

determining the associations between the identified variables.  Measures of which were confined 

on the organizational factors such as increased use of IT and other Internetbased disclosure and 

the size and structure, and in general were seen to be more on case studies on IT, accounting and 

auditing firms, and the banking industries.  

 In spite studies conducted, establishing the link between information disclosure and 

information symmetry is still unclear. While literatures included frameworks and models, very 

few are focused specifically on information disclosure and symmetry in the academe, which is 

considered as the principal source of basic research that expands the frontiers of knowledge and 

produces discoveries to enhance the national security, strengthen the economy, improve health, 

and enrich the lives of the people. 

 This paper intends to determine the extent of information disclosure and information 

symmetry in the higher education institutions in Cavite province. This also gives emphasis on 

how the HEIs’ size, strategies, IT system, culture, and accreditation caused changes in the 

symmetry of information among the institution’s members in the academe that could further 

contribute to the overall organizational performance.  

2.  Frameworks   

2.1 Theory of asymmetric information.  The concept of asymmetric information was first 

introduced in 1970 by Akerlof’s, “The Market for “Lemons”: Quality Uncertainty and the Market 

Mechanism”. The theory states that the disproportion of information between the interested parties 

creates disparities leading to inefficiencies in markets susceptible to asymmetries.    

Three economists had also made significant contributions in the development of the theory 

of asymmetric information. Spence (1973) through his “Job Market Signaling” that modeled 

employees as an uncertain investment for firms stated that employers tend to make decisions out 

of the very limited information regarding the productive capabilities of the applicants, thus 
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resulting to investment decisions under uncertainty (Figure 1). The author paralleled this result to 

a lottery where an employer perceives a chance of winning or losing. 

Rothschild and Stiglitz (1976) through “Equilibrium in Competitive Insurance Markets: 

An Essay on the Economics of Imperfect Information”, explored asymmetry in insurance 

markets, whereas insurance companies sort their potential customers based on their accident 

probability to offer different kinds of insurance contracts to different risk groups (Figures 2 & 3). 

 

 

 

 

 

 

 

 

 

 

   

Figure 1. Spence’s model of information feedback in the job market, 1973 

 

 

 

 

 

 

 

 

Figure 2. Income in noaccident and accident scenarios                   Figure 3. Income in noaccident and 
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Institutional Characteristics of Higher 
Education Institutions 
 Size of the institution 
(small, medium, large) 
 Organizational Strategies 
(few, several, many)  
 IT system 
(few, several, many) 
 Culture 
(clan, market, hierarchy, 
adhocracy)  
 Accreditation level 
(few, several, many) 

 

Information Disclosure in the 
Higher Education Institutions 

 Instruction 

 Research  
(high, moderate, low) 

 

Information Symmetry in the 
Higher Education Institutions 

 Instruction 

 Research 

 (asymmetric, moderately 
asymmetric, symmetric) 

2.2 Conceptual framework. An, Davey, and Eggleton (2011) indicated that larger institutions 

are more engaged in information disclosure and this type of institution is more efficient in 

minimizing information asymmetry. In terms of the use of several organizational strategies such as 

the conduct of meetings and conferences to disclose information, Siron, Dagenais, and Ridde (2015) 

asserted that increased use of these strategies had significant effects on the effectiveness of disclosing 

information, thereby affecting the symmetry of information. Prior research completed by Kruger and 

Johnson (2009) mentioned that better use of IT system enables effective information management, 

hence, lowering information gap.  Organizational culture as one aspect contributing greatly in 

information disclosure led to the exposition of the improved methods of transferring information 

based on the study conducted by Eskerod and Skriver (2007). Hunt and Morgan (as cited in 

Odhiambo, Kibera, & Musyoka, 2016) further stated that a culture, which emphasizes 

competitiveness between the organization’s members, lowers information asymmetry. Jaafaripooyan, 

Agrizzi, and AkbariHaghighi (2011) claimed that accreditation is a significant driver in improving 

the extent of information disclosure because of the notion that accreditation is used to indicate which 

organization delivers quality services acceptable to target clientele.   

 Based on the framework, it is believed that organizational factors enumerated would 

probably cause significant positive changes on the extent of information disclosure on instruction 

and research as well as on the symmetry or transparency of information. More so, considering 

the focus of the study which is on explaining the possible effects of the extent of information 

disclosure on the symmetry of information, Bahmani (2014) concurred that disclosing 

information could result in lower costs brought about by the lesser information asymmetry 

between and among the organization’s members. With these, few evidences on the effects of the 

independent variable (information disclosure) on the dependent variable (information 

asymmetry) can be seen (Figure 4). 

 

 

 

 

 

 

 

 

 

 

 

Figure 4. Research paradigm on the extent of information disclosure                                               

and information symmetry in the higher education institutions 
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3. Methodology 

3.1 Sample and Data Collection 

According to CHED (2018b), there are 80 private and public HEIs in the province 

including the satellite campuses. From the list, one HEI for each institution type was chosen with 

the purpose of providing valuable basis of comparison of the existence of different or similar 

patterns or characteristics. The sample consisted of 320 faculty members in the higher education 

institutions in Cavite through the stratification done with the use of an online sample size 

calculator posted in the Creative Research Systems (2018) website. 

 Primary data were gathered through intensive survey methodology using a partially self

made survey questionnaire. Few sections and some items of the said questionnaire were adapted 

from various sources (Cameron & Quinn, 2011; Ateneo de Davao University Research Manual, 

n.d.; Ateneo De Manila University Faculty Manual, n.d.; Cavite State University Faculty 

Manual, 2010; Cavite State University Manual of Operations, 2009; Cavite State University 

Student Handbook, 2013; De La Salle University Faculty Manual, 2014; De La Salle University 

Research Manual, 2017; De La Salle University Student Handbook, 2014; National 

Postsecondary Education Cooperative, 2009; University of South Carolina, Columbia Faculty 

Manual, 2017). These were combined and modified to suit the objectives of the study. Both pen

andpaper and internetbased surveys were carried out to the faculty, simultaneously. The 

questionnaire was composed of four parts: (a) sociodemographic profile; (b) organizational 

culture; (c) strategies used by the university and, (c) information on instruction and research. 

These had undergone reliability and validity tests that obtained Cronbach alpha values of .951 

and .990, respectively, that were considered excellent in internal consistency (Table 1).  

Table 1. Questionnaire’s Derived Cronbach’s Alpha Values 

Psychometric test element or category Cronbach’s Alpha Interpretation 

   

Organizational culture Cameron & Quinn (2006) Very strong internal consistency 

   

Information Symmetry    

Academic Policies 0.951 Very strong internal consistency 

Research Policies  0.990 Very strong internal consistency 

A twopage disclosure index was also developed based on the local and international 

literatures that listed down all the HEIrequired information disclosure (Horsley & Sun, 2013) 

administered through document reviews and the Delphi method, specifically of the faculty and 

research manuals and the student handbook provided to the interested parties. Prior to the actual 

document reviews, a pilot study of content analysis of these manuals was carried out. 

A list of disclosure items disclosed in various manuals was extracted and compared against 

the categories and disclosure items included in the developed disclosure index. Based on the 

preliminary content analysis, a review of the categories and disclosure items was made with the 

minor modifications to the items of disclosure.  The identification of items included in the index 
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was guided by the review of prior studies relevant to disclosures in the instruction and research 

materials of the institutions and the Delphi method as mentioned earlier. In the Philippines, there 

is no particular mandatory disclosures for the private and state universities. However, these HEIs 

must adhere to the Republic Act 10173 or the Data Privacy Act of 2012 that, “protects the 

fundamental human right of privacy, of communication while ensuring free flow of information 

to promote innovation and growth”. This was further assessed using an equally weighted index, 

where a point is awarded for each item of information disclosed.  

 Disclosure score for each institution is totaled and was given equal points as it is 

considered that each item of disclosure is equally important. This scoring approach is in 

consonance to the prior studies on disclosures in forprofit organizations based on Chau & Gray 

(2002); Haniffa and Cooke (2002) as covered by Arshad, Abu Bakar, Sakri, and Omar (2012). 

The extent of information disclosure for each institution h is constructed as follows: 

 

N =  Number of items expected for hth institution 

dh =  0 to 3  

The index indicates the extent of disclosure for an institution h, where N was the maximum 

number of relevant items an institution disclosed, and dh was equal to 0 to 3 points as indicated 

in Table 2, where the minimum score was zero and the maximum score was 3. The total 

maximum scores for an institution mh was 90 (instruction) and 60 (research) while a minimum 

score can be zero.  

The extent of information disclosure was similarly evaluated using scores from 0 to 3. 

High scores mean that high degree of information disclosure is observed in the higher education 

institutions.  In addition, Delphi method was also executed primarily through interviews with 

experts, including the personnel and or directors of the academic affairs, the human resource 

department, and the research services. This was executed to obtain information about the 

institutional characteristics such as: (a) size of the organization as to the numbers of faculty and 

students per unit; and (b) organizational strategies including the numbers of training sessions,  

Table 2. Rating points for items listed in the disclosure index 

Score Adjectival description 

  

0 Not disclosed 

1 Disclosed with qualitative information only 

2 Disclosed with qualitative and/or quantitative information 

3 Disclosed with detailed information, contains both qualitative and quantitative information 

Source:  Arshad, R., Abu Bakar, N., Sakri, F., & Omar, N. (2013). Organizational characteristics and 

 disclosure practices of non-profit organizations in Malaysia. Asian Social Science, 9(1), 209 – 217:  

http://dx.doi.org/10.5539/ass.v9n1p209 
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posts, helpdesk formats, knowledge events, and process documentations produced. The 

actual usage of IT system, composed of the facilities and equipment, software and support staff 

to disclose information were likewise determined through this method. An observation/interview 

checklist was prepared to facilitate the smooth flow of data collection. 

3.2 Measurement of Variables and Statistical Treatment 

There are five independent and two dependent variables in the study. Independent 

variables include institutional size, strategies and IT system, culture, and accreditation, while the 

dependent variables are information disclosure and information symmetry, where relationships 

are dealt separately (Table 3).  

Computational findings on the sociodemographic and institutional characteristics were 

presented using frequency distribution, percentages, means, ranges, and standard deviations. The 

extent of information disclosure and symmetry were assessed using a 4point Likert scale scored 

from 0 (nondisclosure; unknown – no idea about the policy) to 3 (full disclosure  with very 

much information). High scores signified full disclosure and information symmetry. 

Inferential statistics, t-test was used to identify whether differences between the high 

information disclosure, 3.0 and information symmetry, 3.0, significantly existed. Oneway 

analysis of variance (ANOVA) was also employed to test the difference on the extent of 

information disclosure across characteristics of higher education institutions.  

Table 3. Measurement of variables 

Variable Definition Measurement 

Size  Size of institution Number of faculty employed categorized as to 
small, medium, and large.  

   

Strat Strategies used to disclose information Actual numbers of training sessions, posts, 
helpdesk formats, knowledge events, and process 
documentations produced during the semester 
categorized as to few, several, and many.  

   

ITSys IT system used to disclose information Actual counts of the number of facilities and 
equipment used as well as the support staff engaged 
in information disclosure with the Internet 
connectivity speed categorized as to few, several, 
and many.  

   

Cult Higher education institution’s 
representation of how it operates, and the 
values that characterize the  

The assessment of the organization’s dominant 
characteristic, the key officials’ leadership, the 
management of employees, organization glue, 
strategic emphases, and the criteria of success as 
observed by the faculty of the higher education 
institutions to which is expected to arrive to the 
classification: (a) clan; (b) adhocracy; (c) hierarchy; 
and (d) market organizational culture.   

   

Accred Numerical ratings awarded by the 
accreditation bodies of the respective 
institutions.   

Number of accredited programs against the HEI’s 
course offerings.  
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InfoDisa,r The degree to which information are made 
available to the interested and affected 
parties. 

Disclosure score categorized as low, moderate or 
high.  

   

InfoSysa,r The degree to which one party or parties 
have less, or more informational awareness 
as compared to the other participating 
parties. 

Symmetry score categorized as asymmetric, 
moderately asymmetric or symmetric. 

Ordered logistic regression ran through the Stata statistical software package, v. 13 was 

employed to describe data and to explain the causal relationship between institutional 

characteristics and information symmetry and information disclosure and information symmetry. 

However, when the initial analysis was conducted, the software automatically omitted the 

variables that resulted in multicollinearity, retaining only one variable (SIZE) from the set of 

five.  

Hence, the independent variables were tested against the dependent variable, separately.  

Given that the dependent variable as ordinal, the chisquare value implied the existence of a 

significant relationship between the variables.  Thus, the ordered logistic regression models were 

expressed as: 

 

        L1 =     (1) 

InfoSyma,r =       L2 =     (2) 

        L3 =     (3) 

 In these models, intercept  is the logodds falling into or below category j (asymmetric, 

moderately asymmetric, and symmetric; low, moderate, high disclosure) when 

  A single parameter (coefficients)  describes the effect of  on Y such 

that   is the increase in logodds of falling into or below any category associated with a one

unit increase in  (SIZE, STRAT, ITSYS, CULT, ACCRED; InfoDisa,r)   – that an increase in X 

makes the outcome of 1 more or less likely; holding all the other Xvariables constant.  

  Ordered logistic regression model for the test – information disclosure and information 

symmetry is expressed as:  

        L1 =           (1)  

InfoSyma,r =       L2 =           (2) 

        L3 =            (3) 
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More so, when estimating logistics models, it is common to report the marginal effects 

after reporting the coefficients (Katchova, 2013). The marginal effect of an increase in a 

regressor xr, on the probability of selecting alternative j expressed as:  

 

4. Empirical Results and Analysis 

4.1 Characteristics of Higher Education Institutions 

4.1.1 Institutional size. Table 4 shows the categorical sizes of the institutions, where the 

state university was categorized as “large” based on the actual number of faculty that was more 

than 500 (N=512); and the private university, “medium” with actual values (N) that totaled to 

422. Based on the Organization for Economic Cooperation and Development (OECD) policy 

brief in the year 2000, a small organization is an organization with 1 to 99 employees, while 

medium and largesized are those with 100 to 499 and >500, respectively. Relative to these 

findings, data on the class size in the higher education institutions in the Philippines was also 

found to be significant in determining the actual size of the private and public institutions. In 

2016 to 2017, the faculty to student ratio in the private HEI was 1:16 while 1:19, on the average 

in a public HEI (CHED, 2017). Currently, the state university surveyed has a facultystudent 

ratio of 1:40. The private university, however, has a facultystudent ratio of 1:35.  

Table 4. Size of the higher education institutions in Cavite, by number of faculty, 2018 

Indicator University 

 State Description Private Description 

     

     Number of faculty 512 Large 422 Medium 

 

     

*Source: Records of the Human Resource Department, 2018 

 4.1.2 Organizational strategies. Table 5 shows the methods used to disclose key 

institutional information consisted of the availability of training sessions, helpdesk formats, 

knowledge events such as the conduct of meetings and conferences, and process documentations 

or the use of posters and flowcharts. Results revealed that two training sessions were conducted, 

while meetings were held at least once a month. Faculty also sought the assistance of helpdesk 

officers’ help to obtain information for almost twice and an average of three to five process 

documentations were posted in the colleges of the universities. Generally, the state and private 

HEIs use organizational strategies to disclose information. These strategies varied in number 

depending on the needs of the institution itself.   
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Table 5. Information disclosure strategies of higher education institutions in Cavite, 2018 

Strategy State PrivatePri Private Total 

 
 

SD 
 

SD 
 

SD 

       

Training sessions 1.89 1.75 2.31 4.30 2.07 3.08 

       

Knowledge events 4.38 4.14 4.50 6.88 4.43 5.44 

       

Helpdesk format 1.95 3.32 1.35 2.91 1.70 3.16 

       

Process documentation 4.76 4.88 3.88 5.76 4.40 5.27 

    

 4.1.3 IT system. This consists of informal IT solutions that include networking 

technologies used to promote the sharing of knowledge and expertise among employees. Table 6 

presents the quantified numbers of facilities and equipment used by the HEIs comprised of 

desktop computers, voice packages and Internet speed and connectivity, systems and software as 

well as the support staff involved in the maintenance of the university’s information and 

technology infrastructure. These were gathered from their respective IT departments. Based on 

the statistics provided, a private university had a total of 1,500 desktop computers used for 

operations equipped with local area networks (LAN) operated for communication between 

computers, 320 telephone lines and 150 units of wifi modems. These lines were powered by a 

650mbpsbandwidth. On the other hand, a state university revealed that they had almost 700 

units of desktops and laptops distributed in various offices, 25 leased lines and 21 wifi modems. 

The lines were powered by a 50mbpsInternet connectivity speed. An article (Technibble, 2017) 

that published information on how to estimate bandwidth needs for customers specified that a 

typical customer who does regular internet browsing, social media, email and instant messaging, 

video and music streaming, online gaming (if any) and smartphone connectivity over WiFi, 

requires at least 50kbps speed. In terms of the number of support staff, 30 were incharge of the 

IT management in the private university. However, only eight that already included the 

webmaster made up the team of IT personnel for the state university. Based on the data analyses, 

it can be regarded that the private HEI had invested to “many” different forms of facilities, 

equipment and systems to enhance communication and information technology services. This is 

further considered an important factor to promote higher extent of information disclosure. 
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Table 6. Information technology system used by higher education institutions in Cavite, 2018 

Indicator  University  

 State Description Private Description 

     Desktop and laptop 697 Several 1,500 Many 

     

     Voice package 25 Few 320 Many 

     

     Wifi modem 21 Few 150 Many 

     

     Internet speed 50  Slow 650 Fast 

     

     Support staff 8 Few 30 Many 

*Source: Records of the IT Department, 2018 

4.1.4 Organizational culture. This characteristic was assessed using the Organizational 

Culture Assessment Instrument developed by Cameron and Quinn (2006) scored from 1 to 10 (as 

partially modified) categorized into six with four alternatives. From the Competing Values 

Framework, 4 organizational culture types emerged: (a) clan culture; (b) adhocracy culture; (c) 

market culture; and (d) hierarchy culture. The results suggested that the higher education 

institutions surveyed are observed to posit a familylike or tribelike type of environment that 

emphasizes consensus and commonality of goals and values and that mentoring, employer 

commitment and employee engagement are thought to promote empowerment and loyalty that 

will drive productivity and success (Table 7). 

Table 7. Organizational culture of higher education institutions in Cavite, 2018 

Organizational culture State Private 

 
 

SD 
 

SD 

     

Clan 2.78 0.64 2.84 0.62 

     

Adhocracy 2.29 0.58 2.26 0.51 

     

Market 2.45 0.58 2.31 0.44 

     

Hierarchy 2.48 0.57 2.59 0.49 

     

 4.1.5 Accreditation. Table 8 illustrates the HEIs’ actual numbers of Level 4 accredited 

programs and the total number of accredited programs versus its program offerings obtained 

from the respective quality assurance offices. The state university was granted Level IV 

accreditation on state universities and colleges’ levelling, whereas 45 of the 51 programs were 

accredited such that one was with Level 4 reaccredited status. Meanwhile, a private university 
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that offers 80 programs was able to obtain its institutional accreditation in 2015. Thirtynine 

programs had either Levels 1, 2, 3 or 4 reaccredited statuses and that 14 were granted Level 4 

accreditation. With these, it can be viewed that the HEIs had “several” number of accredited 

programs. In addition, only one program in the state university was granted Level 4 

accreditation, while “many” was noted in the private HEI.  

Table 8. Accreditation of higher education institutions in Cavite, 2018 

Indicator State Private 

 f Description f Description 

     

Number of accredited programs 45 Several 39 Several 

     

Number of Level 4 1 Few 14 Many 

        accredited programs     

     

Strategies, IT system, and accreditation are considered “few” when the number is 5% or 

less than the total, “several” when the portion is 6 to 39% of the total number and “many” once 

the part equaled to or more than 40% of the total number as mentioned in PowerScore’s test 

preparation website (2018). 

4.2 Extent of Information Disclosure 

Figures 5 and 6 illustrate the degree of which a state university conducts its academic and 

research policies information disclosure that was considerably “moderate” on both areas (  = 

1.70a, 1.55r), while “high” in the private university (  = 2.23a, 2.75r). Table 9 shows the highly 

significant differences between the full disclosure, 3.0 and the mean values yielded from the 

descriptive statistics for both public and private HEIs when paired samples t-test was performed.  

Table 9. Mean comparisons of HEIrequired full disclosure and actual disclosure in higher 

education institutions in Cavite 

Variable Mean Standard deviation Sig. 

    

Full disclosure – InfoDisa 1.08 0.263 .000 

    

Full disclosure – InfoDisr 0.95 0.592 .000 

    

4.3 Extent of Information Symmetry 

Figures 7 and 8 present that information obtained by interested parties were “moderately 

asymmetric” in terms of both the academic (  = 2.29) and research policies (  = 1.65) in the 

state university.  The extent seems to be a bit higher in a private university (  = 2.47a, 2.17r). In 

consonance to the result for the state university, the policy on enrolment procedures and 
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admission for international students got the lowest mean of 1.71. Table 10 shows the significant 

difference in the extent of information symmetry. The results imply that there is a clear evidence 

of information gap in the higher education institutions. Much needed information may or may 

not be fullydisclosed that is why the amount of information obtained seemed to have deviations 

from the perfect information, 3.0. Meanwhile, it can also be viewed that HEIs in Cavite give 

emphasis on  

Table 10. Mean comparisons of information symmetry and extent of information symmetry in 

higher education institutions in Cavite 

Variable Mean Standard 
deviation 

Sig. 

    

Information symmetry – InfoAsya 0.63 0.44991 .000 

    

Information symmetry – InfoAsyr 1.13 0.72669 .000 

    

disclosing more information about the research agenda that resulted in obtaining 

symmetric information on the areas.  

4.4 Extent of Information Disclosure Across Institutional Characteristics 

Table 11 reveals the highly significant differences on the extent of information disclosure 

between groups of medium and large institutions, with few and many strategies, IT systems and 

accreditation (p < .05) and a nonsignificant difference when compared across different types of 

organization’s culture (p > .05) but not within the groups of faculties. This further denotes that 

disclosure did not differ among the organizations’ members. In general, the results suggested that 

a higher engagement in information disclosure activities is observed in an institution that is 

considered mediumsized that employs many strategies, IT solutions and has a number of 

accredited programs.  This contrasts the study conducted by An, Davey, and Eggleton (2011) 

which revealed that larger institutions are generally more engaged in information disclosure than 

smaller institutions. Moreover, Albitar (2015) confirmed that large companies are more likely to 

provide more information in an attempt to reduce their agency costs.  

 Relative findings on the differences on the extent of information disclosure among 

organizations that use greater number of strategies and IT solutions were also evident on the 

research done by Kohengkul, Wongwanich, and Wiratchai (2009), where success of research 

collaboration via satisfaction, trust and commitment was distinguished when information is 

disclosed with the use of more strategies. Lee and Choi (as cited in Rasula, Vuksic, & 

Stemberger, 2012) also concurred that better use of information technology on information 

disclosure presented  
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Figure 5. Extent of information disclosure in academic policies in the higher education 

institutions in Cavite 
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Figure 6. Extent of information disclosure in research policies in the higher education 

institutions in Cavite 
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  Figure 7. Extent of information symmetry in academic policies in   

                              the higher education institutions in Cavite 
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  Figure 8. Extent of information symmetry in research policies in   

                              the higher education institutions in Cavite 

Table 11. Analysis of variance results on the extent of information disclosure across higher 

      education institutions’ characteristics, academics and research 

 

Indicator 

 

Mean 

 

f 
 

Academics 
Research 

 
Academics Research p-value 

      

Size      

    Medium 2.23 2.75 2.602E30 2.836E31 .000 

    Large 1.70 1.55    
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Strategies      

    Several 1.70 1.55 2.602E30 2.836E31 .000 

    Many 2.23 2.75    

      

IT system      

    Few 1.70 1.55 2.602E30 2.836E31 .000 

    Many 2.23 2.75    

      

Culture      

   Clan 1.92 2.04 1.788 1.788 .131 

   Adhocracy 1.95 2.11    

   Market  1.85 1.88    

   Hierarchy 1.91 2.01    

      

Accreditation       

    Few 1.70 1.55 2.602E30 2.836E31 .000 

    Many 2.23 2.75    

      

that maintain higher accreditation tend to provide more information with the aim of 

delivering better results. 

4.5 Extent of Information Symmetry Across Institutional Characteristics 

Table 12 illustrates the relevant findings on the test of variance that highly significant 

differences on the extent of information symmetry are evident across institutional characteristics. 

Mediumsized institution tends to be more informationally symmetric as compared to large 

institutions. Information symmetry was higher in the institution that uses more of the different 

forms of organizational strategies to disclose information. The findings also suggest that an 

institution that takes advantage of the use of more of the IT system to support communication 

efforts among stakeholders has better degree of symmetry on both the areas of academics and 

research. Apparently, information technology solutions are helpful tools in keeping the members 

of the organization abreast of the current situation that aids them in performing the functions on 

instruction and research. Higher symmetries are manifested in an environment which promotes a 

familylike culture than a structured corporation, organizations of this type are concerned with 

teamwork and morale, and it was determined that this culture type produced the highest level of 

employee satisfaction. Lastly, the results agreed that when number of accredited programs are 

more than those with few. Higher education institutions recognized by independent bodies 

concerned with quality education, as advocates of quality improvement having majority of 

programs, being accredited are quality programs, sustaining quality classrooms dedicated for 

instruction, with students and graduates rated as top performers in the board exams and that 

employs sound practices to ensure that highest quality are maintained, were regarded to posit, 

among others, lower extent of information asymmetry. 
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4.6 Effects of Institutional Characteristics on Information Symmetry 

Institutional characteristics  size (SIZE), strategies (STRAT), IT system (ITSYS), culture 

(CULT), and accreditation (ACCRED) that served as the independent variables were tested 

against the dependent variable, information symmetry in academics (InfoSyma) and information 

symmetry in research (InfoSymr).  

4.6.1 Institutional size. Institutional size was had highly significant (InfoSyma p < .05; 

InfoSymr p < .05) inverse relationship with information symmetry. Negative ordered logistics 

coefficients of 0.61 (AP) and 1.50 (RP) state that when the size increases, a decrease in the 

extent of information symmetry will be observed on both areas. 

In terms of odds, when SIZE increases by one unit, the odds of InfoSyma = 1 decrease by 

45.70% (0.541)*100 and the odds of InfoSymr = 1 decrease by 77.78% (0.221)*100. Or, the 

odds of InfoSyma =1 are 0.54 and InfoSymr =1 are 0.22 times lower when size increases by one 

unit (keeping all other predictors constant).    

Marginal effects show that a 1 unit increase in size is associated with being 2.6% and 

27.89% more likely to have an asymmetric information on both areas, 12.4% more likely to have 

a moderately symmetric information in academics and 6.09% less likely to have a moderately 

 

Table 12. Analysis of variance results on the extent of information symmetry across higher 

               education institutions’ characteristics 

 

Indicator 

 

Mean 

 

f 

 

Academics Research Academics Research p-value 

      

Size      

    Medium 2.48 2.17 12.66 45.22 .000 

    Large 2.30 1.65    

      

Strategies      

    Several 2.30 1.65 12.66 45.22 .000 

    Many 2.48 2.17    

      

IT system      

    Few 2.30 1.65 12.66 45.22 .000 

    Many 2.48 2.17    

      

Culture      

   Clan 2.38 1.90 2.39 2.36 .051 
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   Adhocracy 2.27 1.72    

   Market  2.29 1.60    

   Hierarchy 2.32 1.89    

      

Accreditation       

    Few 2.30 1.65 12.66 45.22 .000 

    Many 2.48 2.17    

      

symmetric information in research, and 15.05% less likely to obtain perfect information in 

academics and 21.80% less likely to achieve perfect information in research, with each variable 

on the different alternatives summed up to zero.  

4.6.2 Strategies. The use of organizational strategies also had highly significant (InfoSyma, 

r p < .05) positive relationships with information symmetry. Positive ordered logistics 

coefficients of 0.61 (AP) and 1.50 (RP) state that when the strategies increase, an increase in the 

extent of information symmetry will also be observed on both areas.  

In terms of odds ratios, when STRATEGIES increase by one unit, the odds of InfoSyma = 1 

increase by 84.15% (1.841)*100 and the odds of InfoSymr = 1 increase by 350.08% (4.50

1)*100. Or, the odds of InfoSyma =1 are 1.84 and InfoSymr =1 are 4.50 times higher when 

strategies increase by one unit (keeping all other predictors constant).  

Results also revealed that a 1 unit increase in strategies is associated with being 2.6% and 

27.89% less likely to have an asymmetric information on both areas, 12.4% less likely to have a 

moderately symmetric information in academics and 6.09% more likely to have a moderately 

symmetric information in research, and 15.05% and 21.80% more likely to achieve perfect 

information in both areas, with each variable on the different alternatives summed up to zero.  

4.6.3 IT system. Results present the highly significant (InfoSyma,r p < .05) positive 

relationships with information symmetry. Positive ordered logistics coefficients of 0.31 (AP) and 

0.75 (RP) depict that when the number of IT system used increases, an increase in the extent of 

information symmetry will be detected on both areas. 

In this research, when IT system increases by one unit, the odds of InfoSyma = 1 increase 

by 35.70% (1.36)*100 and the odds of InfoSymr = 1 increase by 112.14% (2.121)*100. Or, 

the odds of InfoSyma =1 are 1.35 and InfoSymr =1 are 2.12 times higher when IT system increase 

by one unit (keeping all other predictors constant).  

More so, these pertain to a 1 unit increase in IT system is associated with being 1.3% and 

13.95% less likely to have an asymmetric information on both areas, 6.2% less likely to have a 

moderately symmetric information in academics and 3.05% more likely to have a moderately 

symmetric information in research, and 7.5% and 10.90% more likely to achieve perfect 

information in both areas, with each variable on the different alternatives summed up to zero 

based on the computed marginal effects.  
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 4.6.4 Organizational culture. The findings on the regression results unveiled that unlike 

other characteristics, organizational culture, categorized as to being clan, adhocracy, market, and 

hierarchy was observed to nonsignificant (InfoSyma, r  p > .05) effect on the extent of 

information symmetry. This implies that any organizational cultural change is not contributory in 

either the asymmetry or symmetry of information in the HEIs. 

 4.6.5 Accreditation. This characteristic was also subjected to predictive analysis that 

yielded relatively the same results. Categorized into few, several or many measured in 

accordance to the actual number of accredited programs obtained from government offices, 

highly significant (InfoSyma, r p < .05) effects on information symmetry was recorded. 

Noticeable, positive ordered logistics coefficients of 0.31 (AP) and 0.75 (RP) illustrate that when 

higher number of programs were subjected and obtained accreditation, an increase in the extent 

of information symmetry will be observed on both areas. 

In terms of odds, when ACCREDITATION increases by one unit, the odds of InfoSyma = 1 

increase by 35.70% (1.361)*100 and the odds of InfoSymr = 1 increase by 112.14% (2.12

1)*100. Or, the odds of InfoSyma =1 are 1.35 and InfoSymr =1 are 2.12 times higher when IT 

system increase by one unit (keeping all other predictors constant).  

Additionally, results on the marginal effects state that a 1 unit increase in accreditation is 

associated with being 1.3% and 13.95% less likely to have an asymmetric information on both 

areas, 6.2% less likely to have a moderately symmetric information in academics and 3.05% 

more likely to have a moderately symmetric information in research, and 7.5% and 10.90% more 

likely to achieve perfect information in both areas, with each variable on the different 

alternatives summed up to zero. Apparently, the pseudo r2 value of 0.0138 suggests that 1.38% 

variations on the extent of information symmetry can be explained by the variations on the 

institutional characteristics identified.  

4.7 Effects of Information Disclosure on Information Symmetry 

Table 15 shows information disclosure (InfoDisa and InfoDisr) that was tested against the 

dependent variable, information symmetry in academics (InfoSyma) and information symmetry in 

research (InfoSymr). Given an ordinal dependent variable, the chisquared value of 0.0063 

implied the existence of a highly significant relationship between the variables. 

 Information disclosure that was categorized into low, moderate and high disclosure, was 

viewed to have a highly significant (InfoSyma,r  p < .05) effect on information symmetry. Positive 

ordered logistics coefficients of 1.14 (AP) and 1.25 (RP) infer that when the information disclosure 

increases, an increase in the extent of information symmetry will be distinguished on both areas.  

This can be further explained by the values generated in terms of odds obtained by 

exponentiating the logit coefficients that when InfoDisa increases by one unit, the odds of 

InfoSyma = 1 increase by 214.19% (3.141)*100 and the odds of InfoSymr = 1 increase by 

250.27% (3.501)*100. Or, the odds of InfoSyma =1 are 3.14 and InfoSymr =1 are 3.50 times 

higher when information disclosure increases by one unit (keeping all other predictors constant). 

In addition, marginal effects were also computed to show the change in probability when 

the predictor or independent variable increases by one unit using the command mfx, predict  
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Table 13. Ordered logistic regression test results on higher education institutions’ characteristics 

and information symmetry, 2018 

Variable Coefficient Standard error Odds ratio 

     Size       

Academics 0.61 0.22 0.54* 

Research  1.50 0.24 0.22* 

    

     Strategies     

Academics 0.61 0.22 1.84* 

Research  1.50 0.24 4.50* 

    

     IT system    

Academics 0.31 0.11 1.36* 

Research  0.75 0.12 2.12* 

    

     Culture     

Academics  0.04 0.07 1.04 

Research 0.02 0.07 1.02 

    

     Accreditation    

Academics  0.31 0.11 1.35* 

Research 0.75 0.12 2.12* 

    

*p < .05 

Pseudo r2 AP=0.0138, RP= 0.066 

outcome (1)), mfx, predict outcome (2)), and mfx, predict outcome (3)). 

The dependent variable, InfoSyma and InfoSymr, having three categories: asymmetric, 

moderately symmetric, and symmetric. There were three sets of marginal effects generated, one 

for each category and for each area, expressed as an increase in a regressor InfoDis on the 

probability of selecting alternative Infosyma and Infosymr.  

Values for the marginal effects refer to a 1 unit increase in information disclosure is 

associated with being 4.94% and 23.24% less likely to have an asymmetric information on both 

areas, 23.29% less likely to have a moderately symmetric information in academics and 5.07% 

more likely to have a moderately symmetric information in research, and 28.23% and 18.16% 

more likely to obtain perfect information in academics and research, with each variable on the 

different alternatives summed up to zero.  
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Table 14. Marginal effects on the ordered logit regression test result of higher education     

institutions’ characteristics and information symmetry, 2018  

Variable Ordered logit marginal effects 

 Asymmetric Moderately 

asymmetric 

Symmetric 

     Size       

Academics 0.0264 0.1242 0.1506 

Research 0.2789 0.0610 0.2180 

    

     Strategies     

Academics 0.0264 0.1242 0.1506 

Research 0.2789 0.0610 0.2180 

    

     IT system    

Academics 0.0132 0.0621 0.0753 

Research 0.1395 0.0305 0.1090 

    

     Culture    

Academics 0.0018 0.0082 0.0100 

Research 0.0047 0.0009 0.0038 

    

     Accreditation    

Academics 0.0134 0.0621 0.0753 

Research 0.1395 0.0305 0.1090 

    

With these, it is apparent that contributory to the extent of information symmetry is the 

extent of information disclosure. The relation between voluntary disclosure and information 

asymmetry has already been a subject of studies since the 1980’s. Generally, in the accounting 

literature, it is supported that firms who are disclosing more information in their financial 

statements have a lower cost of capital because there is less information asymmetry between the 

investors (Brandenburg, 2013). Empirical evidence in Iran (Bahmani, 2014) revealed the same 

results wherein the increase in information asymmetry has led company to eliminate any possible 

unpleasant consequences, hence, providing incentives to increase the quality of reliable 

disclosure in timely basis.  
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Table 15. Ordered logistic regression test results on information disclosure and information 

       symmetry, 2018 

Variable Coefficient Standard error Odds ratio 

Academics 1.14 0.42 3.14 

    

Research 1.25 0.20 3.50 

    

Pseudo R2 AP= 0.0138, RP= 0.0662 

Table 16. Marginal effects on the ordered logistic regression test result of information   

     disclosure and information asymmetry, 2018 

Variable Ordered logit marginal effects 

 Asymmetric Moderate Symmetric 

    

Academics 0.0495 0.2329 0.2824 

    

Research 0.2324 0.0508 0.1817 

    

5. Conclusion and Recommendations 

A mediumsized institution has an advantage when it comes to adhering to the aim of 

achieving perfect information. Promoting the use of more strategies to disclose information is 

also considered a lead. IT solutions powered by a fast and reliable Internet provider with a 

number of supportive staff is also contributory in obtaining information symmetry. A culture 

where the main values are rooted in teamwork, communication and consensus is a key to 

attaining symmetry. Lastly, subjecting academic programs to accreditation and aiming for the 

higher level is another factor contributory in attracting better transparency.  

Relationships revealed among the variables further confirmed that size, strategies, IT 

system, and accreditation are highly significant predictors of information symmetry and that 

variations on this are caused by identified independent variables. Therefore, the extent of 

information disclosure could serve as basis for the variations on the extent of information 

symmetry.  

The answers to the research questions posed suggest that institutions should maintain a 

manageable size contributory in minimizing asymmetry. The HEIs should also prioritize the use 

of more strategies aimed at full information disclosure. Moreover, while information technology 

plays a big role, these higher learning institutions should also maximize the advantages of using 

these infrastructures to encourage information disclosure, thereby reducing information 
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asymmetry. A wellmaintained website is also viewed to be necessary. Establishing a friendly, 

concretive working environment should also be sustained, wherein employees got to enjoy 

disclosing information among all other members. In addition, considering the welfare of the 

institutions’ main stakeholders – the students, the HEIs should still strive for better accreditation. 

Accreditations geared towards quality improvement should also be supported. With these, 

combatting moderate to high level of information asymmetry would not be very difficult.   

Interestingly, it is recommended that government agencies and other institutions take into 

consideration the needs to prepare for policy implementation as to the approaches on dealing 

with information asymmetry in this sector, thus, requiring HEIs to achieve full key institutional 

information disclosure.  

Lastly, with very limited number of studies conducted relating to information symmetry on 

the academe, this study is considered a contribution and thus, it is still suggested that further 

studies should be considered in search for other factors affecting information asymmetry 

considering larger scope.   
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Abstract: While the public investment management of higher education in Vietnam has 

made remarkable progress in terms of legal regulations, there are still various issues in the 

practical implementation of carrying out public investment management tasks, leading to the 

underperformed public investment projects. Thus, the need to develop a diagnostic questionnaire 

on the quality of public investment management for higher education based on international 

standards is of utmost importance. Based on the two models of public investment management 

quality assessment developed by the World Bank and the IMF, the article "Developing the 

diagnostics questionnaire for public investment management of higher education in Vietnam 

based on the model of PIM and PIMI“ will develop a set of criteria and quality diagnostic 

questions for public investment management in higher education in Vietnam, which works as a 

reference material for the purpose of improving the quality of public investment management in 

higher education. 

Keywords: higher education, PIM, PIMI, public investment, public investment 

management 

 

1. Introduction  

Necessity of research 

So far, in most countries, the government has been directly responsible for most of the 

investments in education and training. Investment in education and training not only creates 

learning opportunities for individuals who are financially incapable of access to the services, but 

also contribute to the limitation of social inequality and promotion of economic growth. 

Improving the quality of higher education to promote the competitiveness under regional and 

global context through the pooling of public investment is one of the crucial issues of higher 

education system in Vietnam. Through reports and surveys, it can be seen that in parallel with 
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the positive changes in the implementation of legislation related to public investment in higher 

education, institutions and local governments are facing issues related to maintaining the 

effective public investment management in practice. Thus, the need to develop a diagnostic 

questionnaire on the quality of public investment management for higher education based on 

international standards is of utmost importance.  

Objectives of research 

Based on the two models of public investment management quality assessment developed 

by the World Bank and the IMF, the article "Developing the diagnoistics questionnaire for public 

investment management of higher education in Vietnam based on the model of PIM and PIMI“ 

will develop a set of criteria and quality diagnostic questions for public investment management 

in higher education in Vietnam, which works as a reference material for the purpose of 

improving the quality of public investment management in higher education. 

Literature review 

The article will introduce the concept of public investment diagnostic frameworks with two 

prominent models of the fields published by prestigious international economic organizations – 

International Monetary Fund (IMF) with the PIMI (Public Investment Management Index) 

(DablaNorris et al., 2010) model and World Bank (WB) with the PIM (Public Investment 

Management) (Rajaram et al., 2010) to form the framework for public investment management 

evaluation criteria for higher education in Vietnam based on these two models. 

Scope of research 

The article will focus on studying the context of public investment management for higher 

education system in Vietnam from 2010 to 2017. 

Methodology 

The research is conducted through a qualitative approach, with desk research conducted 

from previous reports and publications. From the original diagnostic questions of the two sets of 

PIM and PIMI models, the researchers made a synthesis of similar questions between the two 

sets, eliminating inadequate diagnostic questions, considering the practical aspects of public 

investment management in higher education in Vietnam.  

2.1. Necessity of research 

2.1. The process of public investment management for higher education in Vietnam 

from 2015 

According to current regulations, the process of public investment in higher education is 

carried out according to the following 3 steps: 

Step 1: Investment strategic planning, appraisal and approval 

The formulation of a report proposing for investment projects of higher education 

institutions should be based on the orientation of development within the institution, in 

accordance with the targets set out on the development planning of the institution, industry, 
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region or nation in medium term and long term and applicable for the available capability of the 

institution. 

Based on the proposed investment policy report, as well as the ability to balance the budget 

revenue and compliance with the legal provisions on investment and financial management, the 

competent authorities according to the decentralization (usually in charge of the decision making 

progress) shall make evaluation and appraisals (based on the opinions of the planning and 

investment agencies and finance agencies of the same level or higher depending on the programs 

or projects) and submit to competent authorities for decision on the investment policy. The 

decision on public investment policy serves as the basis for the process of summing up the list of 

projects, approving the total investment and the allocation plan in the mediumterm public 

investment plan. Under the Public Investment Law of 2014, before the 20th of October of the 

fifth year of the previous plan, the Government submits to the National Assembly the plan for 

the next period, before November 10 of the year plan of the previous period, when the National 

Assembly shall decide the plan for the next period. Before December 10, the Prime Minister 

assigned the mediumterm investment plan for ministries, sectors and regional agencies. Before 

December 31, Ministry of Finance & Planning shall give out detailed plans for public investment 

to ministries and local government. 

Step 2: Public investment projects planning, appraisal and distribution 

Based on the investment strategies already approved by competent authorities, higher 

education institutions shall make evaluation reports and finalize the public investment projects 

and programs for submission to the competent authorities for appraisal. On the basis of the 

evaluation results, the competent authorities shall issue decisions on investment in public 

investment programs or projects. Accordingly, activities and cost estimates for the 

implementation of the programs and projects will be clarified annually and throughout the 

duration of the program or project based on the total investment and the previously planned 

distribution in the medium term public investment strategic plan. Estimated project funding will 

be aggregated and allocated based on the annual public investment plan submitted to competent 

authorities for approval. 

Step 3: Funding distribution and public investment project implementation 

The allocation of investment capital to higher education institutions is in accordance with 

the allocation procedures stated in the national public investment strategies for ministries, as well 

as additional funding plans for local agencies. Accordingly, based on the annual public 

investment plan approved, the competent authority will allocate investment capital to the 

corresponding unit, which can be ministry, sector or region. Based on that, the corresponding 

unit will allocate the funding, either directly to higher education institutions or indirectly by 

decentralization.  

In addition, the State Budget Law, the Public Investment Law, Decree 77 regulates the 

allocation and use of state budget reserves, whereby the Government stipulates reserve funds in 

the mediumterm public investment plan to deal with emerging issues. during the 

implementation of the mediumterm public investment plan. The contingency reserve is 10% of 



1846 

the central budget for mediumterm plans of the central ministries, agencies and regions for 

unexpected projects to meet urgent demands. 

2.2. The current situation of public investment project allocation and management for 

higher education in Vietnam 

In Vietnam, in the past years, the Party and State have always paid attention to the 

development of education. The 2005 Education Law (revised 2009), the Law on Higher 

Education in 2012 and the Professional Education Act of 2014 recognize public investment in 

education as development investment. The state prioritizes education and the state budget must 

remain a major player in the total investment in education. 

According to statistics, up to the end of the 20162017 academic year, the higher education 

system of Vietnam has 235 universities and institutions (including 170 public, 60 private and 

private ones, 5 100% foreign owned), 37 scientific research institutes are assigned to train 

doctoral students, 33 colleges of pedagogy and 2 intermediate schools of pedagogy. The state 

budget is still limited, but the State has always reserved a considerable proportion of the budget 

is invested in higher education. 

However, the public investment management process still has the following limitations: 

Firstly, according to the Central Institute for Economic Management (CIEM), although the 

Law on Procurement and Decree No. 15/2015 / NDCP on investment in the form of PPP has 

created a legal framework to apply market principles in allocating public investment, but so far 

many regulations have not come to practice due to lack of provisional guidance. Ministries, 

sectors and localities have not yet developed a uniform system of criteria for allocating, 

monitoring and evaluating public investment. 

Secondly, research results of the CIEM also pointed out that disciplines of public 

investment management have too many loopholes, leading to ineffective and unmanageable 

implementation practices. Public investment management processes have not yet been 

established. This is also the reason leading to the efficiency of the handling of construction debt 

is very low. 

In particular, the current process of managing public investment in higher education poses 

the issues as below: 

Firstly, the process of managing public investment is not uniform for the whole higher 

education system. The university system is currently managed by 3 different agencies, two 

national universities are directly managed by the Government, the Ministry of Education and 

Training, the remaining universities are managed by provinces. Thus, it can be said that the 

process of managing public investment in higher education in Vietnam is different and this 

difference will have an impact on the efficiency of public investment for universities. learn . 

Secondly, the appraisal process of the investment project has shown inconsistency, lack of 

appropriateness of the proposed strategies, and failure to follow the development targets of the 

nation, sector and the institution themselves. According to a report by the Ministry of Planning 
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and Investment, a survey of 68 universities revealed that 81% of schools confirmed that they had 

a school development strategy and 73% had a school development plan. However, as many as 

onefourth of the schools said that the plan did not include the list of projects expected to invest. 

One of the reasons given for the appropriateness of investment is the urgency of the proposed 

projects. The report also shows that up to 35 projects (or 61.4%) are funded based on the 

temporary demands for the institution’s operation. 

Thirdly, the process of evaluating the effectiveness of the project has not been 

implemented appropriately. According to ADB (2015), the calculation of the efficiency of a 

public investment project is focused on the source of investment capital. How much savings 

are used to produce the outputs and results as desired. Efficiency is reflected through a 

comparison between the expected benefits of the investment and the cost spent. A common 

tool used to perform this comparison is the costbenefit analysis. However, the regulations on 

investment monitoring and supervision do not require projects to demonstrate the 

effectiveness of investment. For example, Decree 113/2009 / NDCP on monitoring and 

evaluation of investment stipulates five forms of project evaluation: initial evaluation, mid

term evaluation, endofterm evaluation, impact assessment and unexpected evaluation, but 

no form of assessment has specific requirements to evaluate the effectiveness of investment, 

not to mention the method of costbenefit analysis. The Public Investment Law (2014) also 

contains provisions on the forms of evaluation of programs and projects, but not specific 

enough to be applied and reflected in the report proposing investment policy. As such, 

investment efficiency has not been paid attention as one of the most important conditions for 

approval of the project. 

Fourthly, the postinvestment evaluation system has not yet been established to assess and 

evaluate the project's performance. For public investment projects, it is necessary to assess the 

extent to which they have achieved or been able to achieve the desired objectives and outcomes 

as described in the detailed project documentation. A report by the Ministry of Planning and 

Investment shows that at present, the lack of a system for monitoring output results in higher 

education institutions means that the efficiency of investment has not been used as a necessary 

criterion for evaluation and selection of projects. 

Finally, there is a lack of mechanisms to ensure the sustainability of the project. According 

to the Ministry of Planning and Investment, 45.6% of the projects do not include maintenance 

costs and there are about 12% of other projects are unclear about whether this is included. 

The report by the Ministry of Planning and Investment showed an urgent demand for a 

complete set of criteria for public investment management according to international standards, 

so that officials of national, regional and institutional levels can proactively evaluate their 

achievements and limitations in the management of public investment projects in higher 

education. It then provides detailed solutions suitable to the situation of public investment 

management practices. This is also the rationale for the research team to develop a set of criteria 

for assessing the quality of public investment management for higher education based on Public 

Investment Management (PIM) models developed by the World Bank and The PIMI (Public 
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Investment Management Index)  developed by the IMF (International Monetary Fund). 

3. Theoretical framework on the public investment management diagnostic models 

One of the most striking features of public investment management research is the 

revolving concept of "diagnostic frameworks", thereby evaluating the quality of a public 

investment management system, from which the lack of processes and institutions is pointed out 

to make appropriate changes and reforms (Rajaram et al., 2010). The first PIM diagnostic 

framework was developed by the World Bank (WB), then followed by several other assessment 

methods; for example PIMA (Public Investment Management Assessment) by the International 

Monetary Fund (IMF) in 2015. The OECD also owns a selfassessment tool (for public 

investment efficiency) for OECD countries by 2015. A new PIMA is also in the process of 

building and renovating with the goal of combining the properties of these assessment tools. 

The concept of public investment management systems is still relatively new and flexible, 

so the diagnostic tools used to evaluate these systems are also evolving. However, they have a 

clear focus on management institutions that directly relate to government spending on 

infrastructure. The diagnosis of public investment management involves assessing institutions 

that are the basis of a governmentsponsored investment decision. It should be noted that public 

expenditure is not the only policy tool that governments can use to control the quality of 

infrastructure services. In some areas, such as mobile telecommunications, the government plays 

a key role in improving the quality of private service delivery. 

The IMF's PIMI addresses the way infrastructure companies are regulated. However, most 

of these tools do not relate to how regulatory frameworks can finance private investment or asset 

operations. 

The World Bank's PIM diagnosis has emerged primarily from the desire to improve the 

value of money in public spending on infrastructure. However, the efficiency of investment 

spending is not just a function of government organizations. In many low and middleincome 

countries, supply constraints for the local construction industry may be an inefficient and 

impediment to public investment. Technical resources and management of scarcity in the private 

sector are identified in the short term. 

The research framework will provide a theoretical basis for two World Bank diagnostic 

frameworks (PIM) and the International Monetary Fund (PIMI), as well as the comparison 

between these two management tools. 

3.1. Public Investment Management Framework – PIM of World Bank 

Developed in 2015, the World Bank's public investment management diagnostic 

framework is structured around the lifecycle of a public asset over time, suggesting that the 

investment management system any country that can operate effectively by choosing good 

projects for the public budget and, once selected, implement and operate effective investments. 

Here, the approach identifies eight 'must have' features for efficient operation of any public 

investment management system, including: 

• Investment orientation, project construction, and initial screening 
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Strategic investment direction: This is the starting point of the public investment 

management process, which is reflected in the overall strategy or plan set by the highest decision 

level. This orientation helps public investment activities reflect national priorities while also 

facilitating program development and investment decisionmaking by ministries and sectors at 

all levels of government. local. 

 Investment project formulation: Based on the strategic orientation of the investment, the 

ministries, branches and localities develop project documents which include basic information 

such as necessity, objectives, main activities, estimated budgets, implementation schedule, 

expected results ... of the project. 

 Initial Screening: The purpose of this step is to ensure that the project proposed by 

Ministries, sectors and localities meets the minimum requirements to be considered in the 

next steps. These minimum conditions include necessity, consistency with government 

priorities, and fiscal suitability. Good screening at this stage will save you time and resources 

in the following steps. 

In short, governments should provide broad strategic guidance for public investment 

projects and programs. There should be a degree of screening of projects to ensure they are 

consistent with policy priorities, and inconsistent projects should be excluded. 

• Official project appraisal 

 Prefeasibility Assessment: The purpose of this step is to quickly determine the feasibility 

of the project (eg through rapid analysis of costs and benefits as well as financial arrangements) 

and identify a number of alternatives to the project before conducting a full feasibility study. 

 Feasibility assessment: The project will have to go through a rigorous procedure of 

evaluation. Specifically, the project shall be financially, economically and socially feasible. In 

addition, the project must be carefully assessed for potential risks, sustainability, as well as 

environmental and social impacts. The quality of the feasibility assessment depends on the 

motivation, objectivity, competence, and quality of the data of the assessment organization. 

• Independent evaluation for project appraisal 

Excessive optimism and lack of objectivity for public investment projects  due to the fact 

that the costs are too low and the benefits too high  are common in developing countries. 

Therefore, there is always the need to test the authenticity and objectivity of the project 

appraisal, especially for large projects, and more so by the selfassessment body itself. In case of 

serious conflict of interest, it is advisable to use an independent consultant right from the 

appraisal stage. 

• Deciding and planning the project budget  

Any public investment project is part of the overall public investment plan, so the selection 

and budgeting of the project must be considered in line with the budget cycle (annual, midterm , 

and longterm) to ensure that the project is consistent with fiscal priority and feasibility in each 
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budget cycle to ensure fairness and enhance monitoring effectiveness later, project selection 

criteria must be made public. Effective public investment depends not only on good project 

selection, but also on the quality of asset management and maintenance. Regular recurrent 

budgets should be adjusted accordingly to reflect these new expenditures. 

• Project implementation 

The success (or failure) of the project implementation depends on a number of factors, 

including the (i) good project selection; (ii) accurate budgeting; (iii) prepare necessary conditions 

for financial management capacity, organizational structure and personnel, land acquisition; (iv) 

procurement plan for machinery and materials; (v) monitoring and managing costs; (vi) 

management of risks that affect the progress and cost of the project. Each task itself is very 

complex, so there must be the necessary guidelines for the implementation of the project. In 

terms of organization, staffing, building management, projected progress, etc, all must be well 

prepared and realistic. A transparent, fair, and effective public procurement process should also 

be developed and published. Mechanisms should also be anticipated to prevent (or at least 

mitigate) the risk of future cost increases. 

• Project adjustment 

During the implementation of the project, new situations may arise that affect the design, 

progress, or cost of the project. Therefore, project management activities need to have certain 

flexibility in order to respond to these situations. However, to avoid the possibility of these 

adjustments being used as well as to reduce the cost of adjustment, it is necessary to perform 

well in the front, especially the stage of appraisal, selection, signing purchase contract. At the 

same time, periodic monitoring and evaluation activities should also be implemented to obtain an 

uptodate picture of the project implementation, particularly in terms of costs and benefits. In 

addition, there should be mechanisms to suspend or even cancel projects that are found to be 

ineffective and wasteful. 

• Project operation 

Once a public investment project is completed, there must be a process of (i) handing over 

the project to the operator; (ii) project operation; (iii) maintenance and maintenance of assets 

formed from the project; (iv) accurately and promptly account for changes in asset value; (v) 

evaluate the usefulness of the project based on the quality and number of services it provides. 

• Post-project evaluation and auditing 

This is a very important but often overlooked step. The main purpose of this phase is to 

assess whether the project has been implemented in accordance with the design, budget and 

budget, quality and results as expected, and achieve the initial objectives or not. Another purpose 

of this phase is to compare the project under consideration with other similar domestic and 

international projects, thereby drawing lessons for the design and implementation of other 

projects in the future. In addition to this assessment, the project can also be audited (selectively) 

to assess the level of project compliance with the public investment law system. 
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In support of the qualitative assessment of public investment management, Rajaram, Le, 

Biletska and Brumby (2010) also provide a questionnaire diagnosis, with the function of 

providing the basis for evaluating the effectiveness of public investment management systems. 

3.2. Public Investment Management Index of IMF 

PIMI is a multidimensional indicator of the quality and effectiveness of public investment 

management in 71 developing countries. Based on multiple sources, the index will gather the 

most comprehensive information so far relating to the investment process for a diverse group of 

countries, both in terms of region and level of economic development. The effectiveness of the 

public investment process is built by building indicators that aggregate indicators across four key 

stages of the investment process (appraisal, selection, implementation and evaluation) to reflect 

whether institutional arrangements can yield the desired growth benefits of investment. In 

particular, the index seeks to identify institutional features to mitigate major risks and provide an 

effective process for managing public investments. By exploring secondary indicators, in 

addition to the overall index, researchers and policymakers can analyze and investigate various 

aspects of the investment management process. More importantly, it can be a useful starting 

point for the implementation of diagnostics and analysis related to nuisance policy and 

identifying specific areas that should prioritize reform efforts. Over time, the index can be used 

to evaluate continuous efforts in improving the investment climate in low income. 

This indicator aims to systematize the information available on the desired characteristics 

and activities of the stages identified in the public investment cycle. Most available quantitative 

indicators compile available information about the characteristics and functions of the budget 

process, practices, and financial rules. The main purpose of building this indicator is to develop a 

relevant indicator to analyze the real strength of public investment management organizations in 

low and middle income countries. 

The four major successive phases of public investment management were evaluated by the 

PIMI: strategic guidance and project appraisal; project selection; project management and 

implementation; postevaluation of the project. At each of these stages, emphasis is placed on 

grasping the underlying processes and controls that are capable of making effective public 

investment decisions, while acknowledging the role of organizations, capacities and priorities. 

Each stage is made up of a number of individual components (a total of 17 components). 

4. Methodology and result 

4.1. Methodology of developing the diagnostic questionnaire  

Based on the two sets of questions from the PIM and PIMI evaluation framework, the 

research team has synthesized and edited the practical basis of public investment management 

for higher education in Vietnam. These two frameworks are used to assess the level of effective 

public investment management in developing countries and are implemented in a macro 

perspective, but the criterion questions are given throughout the stages. The public investment 

process can be used to collect ideas for all levels of government, policy makers and managers at 

all three levels (ministry and sectoral agencies). Ministry of Planning and Investment, Ministry 
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of Education and Training); at the local level (the departments under the Ministry have the 

responsibility to distribute and manage the state budget to the higher education institutions in the 

area) and grassroots level (leaders, public investment managers of higher education institutions). 

The set of criteria is based on four stages of the public investment management process: 

Preparation and Appraisal of Investment  Selection of Investment Project  Project 

Implementation  Evaluation of Projects and public asset management; Each stage has a large set 

of criteria (a total of 8 major criteria throughout the diagnostic questionnaire) expressed through 

small criterion questions that correspond to the corresponding Likert scale scores from 1 (lowest) 

to 3 (highest). 

Specifically, the criteria of each stage are summarized as follows: 

 Step 1 - Investment Preparation and Approval: Criteria for building a sectoral investment 

strategy developed from PIMI question 1; question 2 on the general guidance from question 1 of 

the PIM and question 2 of the PIMI. Questions about the criteria for detailed progress of 

investment appraised from the questions in sections 1b of PIMI and 3, 4 of the PIM. The 

assessment question is consistent with Step 1 of the public investment process for higher 

education in Vietnam, and overcomes the selection of investment projects that do not follow the 

current strategy. 

 Step 2 - Project selection: The questions under the "Project selection on the basis of 

appropriate budgeting" were synthesized from the questions in section 2a of the PIMI and 4, 5 of 

the PIM (in a set of 20 diagnostic questions). This criterion addresses an important issue in the 

current situation of public investment management for higher education  budgeting is seasonal, 

"snapping", no specific plan. The questions under the "Ensuring Transparency" criterion were 

selected from question 2b and 2c of PIMI. 

 Step 3 - Project Implementation: The major criterion questions of this phase are 

summarized in section 3 of the PIM Questionnaire (from 10 to 14), divided into 3 sections 

"Project Procurement "," Ensuring project progress "and "Internal control and project audit" 

similar to those in the PIMI questionnaire. This is one of the criteria that needs to be added as 

soon as possible in the process of managing public investment for higher education in Vietnam 

to overcome the loss and waste of spending. In addition, a new feature in this period was the 

large set of criteria for "Project Adjustment", synthesized from question 1214 of item 6 of the 

PIM assessment, to ensure that key agencies The Ministry of Industry and Trade (MOF) should 

overcome the remaining projects in the soonest time to avoid wasting budget; At the same time, 

it creates an open and quick communication mechanism between ministries, branches, localities 

and institutions. 

 Step 4 - Evaluation of projects and public asset management: The questions in this phase 

are summarized in section 8 (questions 16  18) in PIM criteria and item 4 (questions 15  17) of 

PIMI. This is one of the most important steps in public investment management that the current 

public investment management mechanism in Vietnam does not yet have. This will be an 

appropriate stage to assess the project's effectiveness, draw on the experience and prerequisite 

for further project approval. 



1853 

4.2. Diagnostic questionnaire framework for public investment management quality for 

higher education in Vietnam 

From the original diagnostic questions of the two sets of PIM and PIMI models, the 

researchers made a synthesis of similar questions between the two sets, eliminating inadequate 

diagnostic questions, considering the practical aspects of public investment management in higher 

education in Vietnam. At the same time, evaluation criteria questions have also been changed in 

terms of content in line with the urgency of public investment management assessment in Vietnam. 

The criteria selected for this set of criteria are based on the outstanding issues of the current state of 

public investment management, namely criteria for ensuring transparency, sectorspecific 

investment strategy, select public investment projects based on costbenefit analysis, and 

maintaining private funding for the management and maintenance of public assets. The quality 

assessment criteria can be considered as a good reference tool for policy makers, public investment 

managers at the central and local levels as well as the management boards of higher education 

institutions to selfassess the achievements as well as the existence and limitation of public 

investment management in the current higher education institutions. 

Table 1: Diagnostic questionnaire framework for public investment management quality for 

higher education in Vietnam 

Step of public 
investment 

management 
Criteria 

PIM question 
 

PIMI question 
 

Diagnostic question 

PREPARATION 
AND PROJECT 
APPRAISAL 

Developing 
the ministry, 
sector and 
institution’s 
strategy 

 Are sector 
strategies 
prepared, 
including 
estimates of their 
costs, to guide 
identification of 
public investment 
projects? 

I. Investment strategy by sector, including 
cost estimates, guiding the direction of 
public investment projects are prepared at 
what level? 

1  No general strategies or strategies 
specific to public sector investment. 

2 Strategic sector investment is included in 
the preliminary estimated cost norms. 

3  Have a clear, sector specific investment 
strategy, with details of cost and investment 
portfolios. 

Appropriate 
project 
appraisal 
and 
ensuring 
transparency 

Is there an 
established 
process for 
screening of 
project 
proposals for 
basic 
consistency 
with 
government 
policy and 
strategic 
guidance? Is 
this process 
effective? What 
proportion of 
projects so 
screened is 
rejected? 

Is there a 
published 
document which 
details appraisal 
standards?  

II. Is there a detailed guidelines on the steps 
and requirements, criteria for approval of 
investment? 

1  There is no document on standards for 
investment approval. 

2  There are, but not yet, specific 
regulations for branches, agencies or 
projects. 

3  There are detailed guidelines on public 
investment approval standards for each 
project item. 

Is there a formal Are economic III. Are economic appraisal (such as cost / 
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Step of public 
investment 

management 
Criteria 

PIM question 
 

PIMI question 
 

Diagnostic question 

appraisal process 
for more detailed 
evaluation 
(whether at line 
ministry or 
central finance 
agency level) of 
public investment 
project proposals 
for costs and 
benefits? 

appraisals (or 
cost/benefit 
analysis) routinely 
undertaken, at 
least for large 
projects? 

benefit calculation) periodically approved? 

1  There are no economic approval stage. 

2  Only economic approval for large 
projects but uneven and consistent. 

3  The approval process is done periodically 
according to standard. 

 

Are project 
appraisals 
formally 
undertaken by 
the sponsoring 
department or 
by an external 
agency? 

Is there an 
independent check 
or regulator of 
appraisals to 
ensure objectivity 
and quality of 
appraisals? 

IV. Are project approvals implemented by 
independent agencies to ensure objectivity 
and transparency? 

1  There are no independent agencies 
involved in project approval 

2  Some steps are taken but does not make 
much effect on overall results 

3  The approval process are carried out by 
an independent body 

PROJECT 
SELECTION 

Project 
selection 
based on 
integration 
with the 
budget 

 Is there a medium
term planning and 
budgeting 
framework; is this 
framework 
integrated with the 
annual 
budget? 

V. Are there and mediumterm expenditure 
estimates and plans, and is this plan 
established on the basis of annual budget 
expenditures? 

1  No expenditure estimates in the following 
years. 

2  Mediumterm expenditure projections, 
but do not take into account the ceiling for 
maximum spending. 

3  Detailed midterm expenditure estimates 
are expected, with expected effects on 
annual spending limits and clarifications. 

What proportion 
of the public 
investment 
program (PIP) is 
donor financed? 
Are donor 
financed projects 
subject to the 
same or different 
rules for appraisal 
and inclusion in 
the budget as 
government 
financed 
projects? 

Are donor 
financed projects 
included in the 
budget? 

VI. Are the sponsored projects spending 
budgets included in the spending budgets? 

1  No information or background 
information about sponsored projects. 

2  Some information on the mentioned 
projects. 

3  The sponsored projects which occupy a 
large proportion will be clearly mentioned. 

Is final project 
selection 
undertaken as 
part of the 
budget process 
or prior to the 
budget process? 
Does the 
government 
maintain an 
inventory of 
appraised 

Are investments 
selected on the 
basis of relevant 
sector strategies 
and recurrent cost 
implication? 

VII. Are projects selected on the basis of 
future sectoral strategies and current 
expenditure situation? 

1  The spending limit separates the 
investment capital and the current 
maintenance cost, or is not included in the 
spending limit. 

2  The selected projects are not correlated 
with the sector strategy, and the current 
retention costs are only credited to the future 
expenditure limit in certain cases. 
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Step of public 
investment 

management 
Criteria 

PIM question 
 

PIMI question 
 

Diagnostic question 

projects for 
budgetary 
consideration? 

3  The selected project correlates with the 
sector strategy and current expenditure 
situation, is reasonably well distributed for 
each item, the current retention costs are 
calculated in parallel with the cost norms in 
future. 

Ensuring 
transparency 
in project 
selection 

 What is the scope 
of Legislative 
scrutiny prior to 
voting on 
appropriations to 
fund projects 

VIII. Level of inspection in accordance with 
the law in the process of bidding and 
selection of public investment projects? 

1  There is no authority to inspect the 
selection process, or the level of inspection 
is limited. 

2  The inspecting authority has the right to 
review the financial aspects of the project, 
such as spending limits, maintenance costs 
and estimated investment capital, as well as 
the fiscal options of the project. 

3 The inspectorate shall consider and 
evaluate the fiscal options, the mediumterm 
fiscal framework, the priorities as well as the 
details of the investment costs. 

 Does the 
government 
provide public 
access to key 
fiscal information? 

IX. Does the government publicly disclose 
key financial information about the project 
to the public? 

1  Information such as total expenditure, 
audit report and winning list are not 
disclosed. 

2  Only disclose general expenditure 
information without audit report and win
win list. 

3  All information on these three areas is 
published. 

PROJECT 
IMPLEMENTATION 

Project 
procurement 

Are projects 
commissioned 
to private 
contractors and, 
if so, are 
contracts 
awarded on the 
basis of 
competitive 
bidding? 

Is there open 
competition for 
award of 
contracts? 

X. Is the procurement process open, on an 
open competition basis? 

1  There is no or very limited information 
regarding how the bidding process works. 

2  Less than 75% of the winning bidder on 
the basis of fair competition, in which the 
data may be altered or unclear. 

3  More than 75% of winning units are 
based on fair competition. 

 Is there existence 
and operation of a 
procurement 
complaints 
mechanism?  

XI. Is the mechanism for collecting negative 
feedback during the construction process 
being established and applied? 

1  There is no mechanism for gathering 
comments during the process of 
implementing the project. 

2 – There is an Establishment of the petition 
receiving unit, however, the level of petition 
is limited and delayed. 

3  There is a mechanism to collect and 
handle recommendations in accordance with 
the law, ensure effective and timely 
resolution, and data related to the petition are 
made public to ensure transparency. 

Project  During the past XII. In the last three years, have the funds 
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Step of public 
investment 

management 
Criteria 

PIM question 
 

PIMI question 
 

Diagnostic question 

Timeliness three years, has 
there been chronic 
underexecution of 
capital budgets? 

been executed on time? 

1  less than 50% of executed funds. 

2  50%  70% of the budget executed. 

3 More than 70% of executed funds. 

Internal 
control and 
periodical 
audit 

 Are there effective 
internal controls, 
including controls 
on expenditure 
commitments? 

XIII. Are internal control regulations, 
including costly process monitoring, strictly 
enforced? 

1  There is no control, or implementation is 
weak. 

2  There is internal control, but there are 
still cases of violations, waste of spending 
limit. 

3  The internal control regulations shall be 
implemented strictly and ensure that the 
units comply with the regulations. 

  Is there an 
effective system of 
internal audit?  

XIV. Is there an effective system of internal 

audit? 
1  No internal audit system. 

2  Internal auditing is performed for several 
departments, ensuring a certain level of 
international standards. 

3  Internal audits are performed for all parts 
with quality according to international 
standards. 

Project 
Adjustment 

Has the 
government 
undertaken a 
rationalization 
of its public 
investment 
program in the 
recent past? Did 
the 
rationalization 
improve the 
prioritization of 
the public 
investment 
program? Did it 
result in the 
cancellation or 
closure of 
ongoing 
projects? 

 XV. Has the government ever implemented 
the adjustment and reform of public 
investment projects recently? 

1  No adjustment or reform. 

2  There have been adjustments to the 
project, but the projects failed to prepare to 
"delay" rather than cancel. 

3  Project reform, removal of ineffective 
projects, and increased priority for effective 
projects. 

Are project 
implementing 
agencies 
required to 
prepare periodic 
progress reports 
on 
projects?  Is this 
record of 
investment 
management 
used in 
subsequent 
budget 

 XVI. Do project executives have the right to 
report periodically to the Ministry of 
Planning and Investment and local 
departments? 

1  The agencies do not report on the 
progress of the project periodically. 

2  The agencies report the progress of the 
project but do not mention the costbenefit 
calculation, or the responsibility for changes 
in the costbenefit variance. 

3  The agencies report the progress of the 
project with a costbenefit calculation, and 
work with MPI on any necessary changes (if 
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Step of public 
investment 

management 
Criteria 

PIM question 
 

PIMI question 
 

Diagnostic question 

discussions with 
the MOF or 
Ministry of 
Planning? 

any) in the future. 

EVALUATION OF 
PROJECTS AND 
PUBLIC ASSET 
MANAGEMENT  

 

 Is expost 
evaluation of 
domestic projects 
routinely 
undertaken?  

XVII. Have periodic assessment of domestic 
projects after acceptance or not? 

1  Project evaluation and periodic cost 
control are not implemented. 

2  To examine and evaluate the level of 
expenditures of the project. 

3  There is a detailed report on the project 
evaluation conducted by an independent 
auditor, which includes costbenefit 
calculations. 

 

 Are external audits 
produced on a 
timely basis and 
scrutinized by the 
legislature? 

XVIII. Are periodical audits carried out by 
an independent audit body under the 
supervision of a competent authority? 

1  Audits are made at less than 50% of total 
expenditure, including infrastructure 
investment. 

2  Auditing is over 50% of total 
expenditure, including infrastructure 
investment. 

3 – Auditing the whole list of expenditures 
with the standards set by the international 
audit. 

 

Does the 
government 
maintain an 
asset register or 
inventory of 
public sector 
property, 
equipment, 
vehicles, etc.? 

Does the 
government 
maintain an asset 
register or 
inventory of 
public sector 
property, 
equipment, 
vehicles, etc.? 

XIX. Does the government allocate funds 
dedicated to the operation, management and 
maintenance of public assets? 

1  No public asset management fund. 

2  There is fund management but not 
complete. 

3  There is a complete management fund 
and has come into operation. 

 

Is there a 
process for 
handover of 
management 
responsibility 
for future 
operation and 
maintenance of 
the created 
assets to service 
delivery 
agencies? 

 XX. Is there a detailed procedure for the 
delivery of public service activities and 
maintenance to a separate service provider? 

1  There are no handover procedures or 
standards for service providers. 

2  There is a handover procedure, however, 
the standards of this agency are not clearly 
defined, as well as the management is not 
closely monitored. 

3  Carry out the handover process for 
reputable agencies, meet the conditions for 
handover, management activities are 
reported regularly. 

 

Is the actual net 
present value 
(NPV) of 
completed 
projects 
measured, and 
is a project end 
evaluation 
undertaken to 

 XXI. Does the net value calculation (NPV) 
for completed projects work? 

1  Do not calculate NPV for completed 
projects. 

2  Calculate the NPV for the completed 
project. 

3  NPV is calculated, combined as the basis 
for approval for the next project. 
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Step of public 
investment 

management 
Criteria 

PIM question 
 

PIMI question 
 

Diagnostic question 

review the 
nature of 
differences 
relative to the 
estimated NPV 
at appraisal? 

 

 For a 
representative 
subset of the 
public investment 
program, what is 
the delay in 
project 
completion 
relative to initial 
estimated time 
and what is the 
deviation from 
the original (and 
amended) budget 
on major projects 
in key sectors? 

 XXII. Does the difference in the progress of 
the project compared to the original, as well 
as actual changes, compare with the initial 
budgeted expenditure? 

1  Not calculate the difference in progress 
as well as the budget of the practice. 

2  Calculate progress and budget 
differences, but only for large projects in key 
sectors. 

3  Carry out the assessment and calculation 
of the progress difference as well as the 
budget for the whole project. 

4.3. Rationale for the diagnostic questions 

Question 1: The first diagnostic question is developed following the evaluation question 

and ranking from its equivalent of the PIMI model. This diagnostic question contributes to the 

current situation of public investment management for higher education in Vietnam where 

investment projects are lacking of strategic orientation and long term development targets of the 

sector and institution. 

Question 2: In Vietnam, the legal documents provided for the investment appraisal process 

is yet clear and transparent, with the overflowing quantity and lacking of a standardized system 

for project appraisal. This diagnostic question is conducted under the reference in the ranking 

appendix of PIMI and the 2nd diagnostic question under PIM method as well. 

Question 3: This diagnostic question is developed under the 3rd question of the diagnostic 

models for both PIM and PIMI evaluation. Economic analysis for project appraisals have been 

always considered one of the key factors to ensure the efficiency of public investment 

management, and as a result, there should be an urgent need for the system in higher education 

of Vietnam to apply this task. 

Question 4: In Vietnam, the project appraisal process is done by the national agency with 

authority corresponding for each project. However, it is extremely important to conduct the 

appraisal process with an independent, nongovernmental agency as well with a view to ensuring 

transparency and objectivity. This is one of the evaluation criteria in both PIM and PIMI models. 

Question 5: While there is already a periodic and midterm budget planning for public 

investment in higher education in Vietnam, the practical context shows the phenomenon of 

individual projects not in synchronization with the initiated budget planning due to possible 

miscalculation and errors. The diagnostic question from PIMI has stated this issue as crucial for 

the improvement of public investment management capability. 
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Question 6: The issue of donorfinanced public investment projects is still relatively new 

in the public investment management progress for higher education in Vietnam, however 

regulations related to it shall be issued for higher education institutions to seek for non

governmental funding and administrative autonomy. Both PIM and PIMI models mentioned 

about this on their Project Selection diagnostic section, thus the criteria question for the article 

was chosen. 

Question 7: Both diagnostic models PIM and PIMI have great concerns regarding the 

selection method. Collecting and adapting both evaluation questions, the research topic put great 

focus on this criteria question as well. This is one of the most important factors contributing to 

the effectiveness of the project selection process, and relatable for all of the stakeholders in terms 

of planning, proposing, adjusting and selecting public investment projects. 

Question 8: While the process of investigation has been conducted by the authority, their 

scope and timing of investigation also enhances the effectiveness and transparency of public 

investment management process. This diagnostic question is extracted from the PIMI model, 

with adjustment to the current context of Vietnam. 

Question 9: This evaluation criterion, found in the PIMI assessment model, takes a 

remarkable role in the proposal of public investment management policy recommendation for 

Vietnam, as it ensures open and transparent access to the public, effectively preventing possible 

corruption and waste of resources. 

Question 10: One of the main issues of public investment management for higher 

education in Vietnam is the lack of access to open competition in contract awarding, which 

eventually leads to wasteful spending and delayed, ineffective procurement of various projects. 

The evaluation question for this criterion shares the ideas of both evaluation models, with the 

evaluating answers developed by the research team. 

Question 11: Along with ensuring open competition in awarding contracts, efficient 

procurement of public investment projects also call for the need to develop a constructive 

complaints mechanism. The public investment management authority in higher education of 

Vietnam is still lacking of this, thus this evaluation question from PIMI is taken into 

consideration. 

Question 12: This is one of the main assessment criteria that should be taken immediate 

actions, due to the facts that many public investment projects have faced delay due to under

execution of the budget. While the timing in PIMI diagnostic question is 3 years, this timing may 

change due to each corresponding project stage. 

Question 13: During the execution of the public investment project, it is important to have 

a mechanism to control the expenditure commitment in order to ensure the timeliness and 

efficiency throughout the process. The PIMI evaluation question acts as a considerable 

recommendation to improve the management of public investment projects in higher education 

of Vietnam. 
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Question 14: The financial reports can be considered as indispensable during internal 

control of public investment projects. This evaluation question of PIMI has been reformed for 

the adaptation of the current situation in public investment management process of higher 

education in Vietnam. 

Question 15: This assessment criterion is highly applicable to the survey objects as central 

government or ministerial level policy makers, as their policy reforms will strongly affect the 

attitude of local and institutional managers towards effective public investment management. 

The Government should have a clear policy to dismiss inefficient projects instead of 'delaying' 

them, which leads to the continuation of wasted budgets and resources. The modification from 

the general diagnostic question includes adding the ranking evaluation for a more systematic 

approach in the survey. 

Question 16: Open and convenient communication between the stakeholders of public 

investment management in higher education of Vietnam is one of the notable recommendations 

for improvement in the management quality. While this question from PIM model is an open 

one, the assessment question of the research has been added with ranking answers for further 

quantitative approach. 

Question 17: After the completion of public investment projects in Vietnam, it is rarely 

seen to have an expost valuation of these projects, despite it being one of the musthave criteria 

for the international standard of public investment management. This evaluation question is 

derived from the corresponding one of PIMI model. 

Question 18: External audits completed by an independent agency and legislature 

investigation are steps included in the postproject evaluation. However, considering the current 

situation of public investment in higher education for Vietnam, these steps can start to be 

exercised for certain sectors in some largescale projects before expanding them on a whole. 

Question 19: Inventory for the public asset management and maintenance is highly crucial, 

yet the public investment management process for higher education in Vietnam is lacking this, 

resulting in the fact that institutions have to apply for individual 'asset maintenance' funding 

projects. As one of the criteria both PIMI and PIM models share, it is important to include this 

question into the evaluation model as well. 

Question 20: The handover process of public investment assets in higher education of 

Vietnam is still unclear, as not all the time the higher education institution is the one responsible 

for the direct usage, management and maintenance of the property. This diagnostic question from 

PIM model should be taken into consideration when it comes to postexecution project 

management. 

Question 21: The main issue in the public investment management process in Vietnam is 

the lack of economic methods in project evaluation. Thus, adding cost  benefits calculation by 

the NPV method is an easy and applicable way to measure the efficiency of public investment 

projects. The evaluation question is collected from PIM model. 

Question 22: This expost evaluation of public investment project can be a good precedent 
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for better public investment management in the future. Thus, the assessment question of PIM 

model is also modified to be in the assessment form developed by the article as well. 

Conclusion 

In general, this set of criteria meets the needs of assessing the quality of public 

investment management for higher education according to international standards, 

specifically addressing the issues that the current situation of public investment management 

in higher education institutions in Vietnam is facing. The above criterion is a reasonable 

reference tool for policy makers, researchers, especially central, local and institutional 

managers to be able to actively evaluate management practices, from which develop practical 

solutions suitable to the development context and strategies of the university and the training 

sector, satisfying the demand of highquality human resource for the national socioeconomic 

development progress. 

The topic will continue to develop detailed questionnaires for the three types of 

respondents, including policy makers and public investment managers from central agencies 

(ministries, departments ...); public policy and public investment management officers, as well as 

supervisors and inspectors of local government investment management agencies (departmental 

departments); The Board of Trustees, the School Board, as well as the staff responsible for 

public investment management at higher education institutions across the country. Each 

respondent will be provided with a revised questionnaire based on the set of questionnaires 

developed in this study, with a sample of 200 to 300 aggregate survey forms.  

The questionnaire was extracted from Google Drive system and used data processing 

software (SPSS, Microsoft Office Excel 2010...). Information will be presented on the basis 

of predetermined criteria to obtain results and information useful for research. The topic of 

online survey is through Google Drive with a predesigned questionnaire with personal

related information (demographics) and content developed based on the diagnostic 

questionnaire framework. From the data of the questionnaire, the research team developed 

the method of calculating points and weighting of criteria, set of criteria; provide general 

statistics on the trend towards the improvement of public investment management framework 

for higher education in Vietnam; as well as analysis of the differences in the score between 

the sample and the target group and between the target groups. From there, the study will 

provide practical solutions to the development of public investment management for higher 

education for each target group and common strategies for improving public investment 

policy for higher education in Vietnam. 
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Abstract: By the development of new technologies that turn the Marketing into a new way 

including consumer behavior. In this paper, researchers focus on the changes in shopping 

method of three people groups that is dividend by age: baby boomers (born between 1946 – 

1965); generation X (born between 1966 – 1981) and millennials (born between 1982 – 2001) 

who live in more than 50 countries on over the world and have at least one experience in online 

purchase in past 12 months. The collected data shows that there are four mains changes in 

consumer behavior trends come from both customers as well as companies that deal with change 

of marketing in the hyper connecting age: online shopping as a rising trend; product category 

trends; rise of international trade and e-retailers; device preference trends. This analysis also 

suggests five solutions that will be an effective reference for companies in building their business 

strategy, especially marketing plan for near future. 

Keywords: consumer behavior; hyper connecting age; marketing changes. 

 

1. Introduction 

Enabled by technology, the continued year over year growth in online shopping has been 

fueled by a new generation of consumers who want greater convenience, value and options. For 

consumer businesses, this trend poses both challenges and significant opportunities. Competition 

is no longer limited to local shops during business hours. Consumers today are shopping all the 

time and everywhere; and in a truly global online marketplace, products can easily be purchased 

from retailers and manufacturers located anywhere in the world—or from those with no physical 

retail locations at all.  

Consumer demand for richer experiences and greater convenience means that retailers 

need to rethink their strategy, both online and in stores. Having the right product mix is no longer 

sufficient to attract the new wave of consumers including Millennials, who are entirely focused 

on one transaction—theirs. Creating an online shopping experience enhanced by technology 

such as augmented and virtual reality or 3D is becoming at least as important as providing 

convenient and personalized ordering, payment and delivery options. 
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Vietnam is one of the most dynamic countries in the world; in fact, it is two key cities 

Ho Chi Minh City and Hanoi were last year named in a list of the top ten cities that have 

successfully embraced technological change for growth, according to JLL City Momentum 

Index 2017 and World Economic Forum. With the rapid evolution of technology and the 

Internet, Vietnamese consumers are changing their thoughts, perceptions and behaviors. 

Today's thoughts will not be the same as yesterday’s ones; today's behaviors may be different 

from before.  

However, despite the rise of online shopping, ecommerce still makes up a relatively small 

percentage of total retail spending. Retailers’ brick and mortar strategies also need to evolve to 

continue to draw customers into their stores, and to compete with the online retailers opening 

their own physical outlets. Increasingly, we are seeing innovative marketing strategies, as well as 

new technologies such as smart shelves, robots, selfcheckout, and interactive and virtual reality, 

being deployed in stores as retailers strive to compete on all fronts. 

In this paper, we aim to raise and answer some questions how companies and customers 

change from traditional purchase to ecommerce. The research focuses on online consumer 

behaviors, preferences and attitudes can be leveraged by consumer companies seeking to 

improve their approach towards winning and retaining customers online. 

2. Research methodology 

During 2016, KPMG conducted an international study on consumer behaviors and 

preferences related to online shopping. The research was largely based on an online survey of 

18,430 consumers living in more than 50 countries. The respondents were between the ages of 

15 and 70, each having purchased at least one consumer product online in the past 12 months. In 

addition to scrutinizing their online shopping behaviors, preferences, and decision processes, the 

study also explored consumers’ plans for future online purchases, factors affecting trust and 

loyalty towards certain brands, and their sentiments and attitudes towards the companies that 

they do, or don’t, choose to buy from.  

The ultimate purpose of this research was to provide consumer goods and retail companies 

with the global and local insights into the specific behaviors and preferences of the customers 

they want to target. By understanding the uniqueness of different customer segments, companies 

can tailor their online strategies for maximum success. The depth of the data collected for this 

study makes it possible for companies to analyze and forecast the behaviors and preferences of 

their customers by geography, generation (Millennials, Generation X or Baby Boomers) and/ or 

product category. The number of ways to filter and classify the data is too copious to summarize 

in a single paper, so in the following sections we provide an overview of the global results, 

highlighting the most significant or interesting trends and comparisons among the major 

demographic groups and product categories. 
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3. The fact of changes in consumer behavior of three age groups in several regions on 

the world 

With the rapid evolution of technology and the Internet, consumers are changing their 

thoughts, perceptions and behaviors. Today's thoughts will not be the same as yesterday’s ones; 

today's behaviors may be different from before. The digital age and rise of online shopping have 

driven an unprecedented business model shift for consumer product manufacturers and retailers. 

Many traditional consumer businesses and new startups alike are moving away from models 

that are shopcentric or geographicallyfocused, to ones that are customercentric and virtually 

borderless.  As such, current brands and products could find they obsolete and off the shelf if 

they don’t adapt and evolve too. Moving fast to understand and capture changes in consumer 

demands is crucial for any business to grow sustainably. 

3.1. Online shopping as a rising trend 

The frequency of online purchases varies considerably by geography. Consumers in Asia, 

North America and Western Europe are most likely to shop online, while per capita online 

purchases in Eastern Europe and Russia, Latin America, and the Middle East and Africa are less 

frequent (Figure 1.0). 

 

Fig. 1. Average number of online transactions (per person per year) 

Source: Global Online Consumer Report, KPMG International, 2017 
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Fig. 2. Average amount spent per transaction (USD) 

Source: Global Online Consumer Report, KPMG International, 2017 

Among the different age groups, Generation X consumers (born between 1966 and 1981) 

made more online purchases last year than any other age group, averaging nearly 19 transactions 

per year. Interestingly, despite the common belief that the upswing in online shopping is largely 

driven by the younger and more ’techsavvy‘ Millennials (born between 1982 and 2001), 

Generation X consumers in fact made 20 percent more purchases last year than their younger 

counterparts. Stage of life and income levels are certainly primary factors driving both online 

and offline shopping, and Generation X consumers, many of which are more established in their 

careers and building homes and families, are likely buying more consumer goods than the 

younger Millennials overall. As Millennials continue to enter the workforce and adopt new 

lifestyle priorities, however, their online shopping activity is expected to surge and even far 

surpass levels currently exhibited by older generations. 

Compared to the digitalfirst millennial generation, it is reasonable to presume that Baby 

Boomers (born between 1946 and 1965) are less inclined to shop online. However, the Baby 

Boomers surveyed in fact shopped online just as frequently as the Millennials. Furthermore, the 

Baby Boomers on average spent more per transaction than either of the two other younger 

generation groups (Figure 2). This generation was more likely to buy healthcare products, wine, 

household goods and appliances, categories which tend to have higher price points.  

While men and women shopped with about equal frequencies, on average, the men spent 

more per transaction— US$220 vs. US$151 for women—on their most recent purchase. This can 

largely be attributed to the fact that the male consumers were more likely to buy items in higher 

priced categories such as luxury goods (55 percent of luxury transactions were by men) or 
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electronics (72 percent of electronics transactions were by men), while women were more likely 

to buy in lowerpriced categories such as cosmetics or food. 

Vietnam  a country belonging to Asia, is one of the most dynamic countries in the world, 

in fact, it is two key cities Ho Chi Minh City and Hanoi were last year named in a list of the top 

ten cities that have successfully embraced technological change for growth, according to JLL 

City Momentum Index 2017 and World Economic Forum. According to Google, 8 out of 10 

Vietnamese consumers are online at least once a day (Google – The connected consumer survey, 

2015) making them all NETIZENs and this increased connection is arguably the biggest impact 

on consumers lives in Vietnam. Today’s Vietnamese consumers are also more familiar with 

shopping online especially among highincome group and Millennials, and online shopping is 

growing rapidly. With advertisers getting smarter with their use of programmatic targeting 

combined with an increasing digital agility and increasing trust in mobile platforms from 

consumers then we can expect ECommerce to grow exponentially in the coming years. That 

said, Ecommerce market in Vietnam is still at the very early stage of development and it needs 

the appearance of big players to bring the knowledge, knowhow and expertise. 

3.2. Product category trends 

The online shopping landscape is gradually changing in terms of the types of products 

being bought online. Generally, consumers’ planned online purchases indicated a year over year 

increase for most product categories (Figure 3). These results signal a higher willingness to buy 

new product categories online, particularly those more traditionally sold in shops. For example, 

greater options for shipping and delivery have made it easier and more common to buy bulkier 

products online—including furniture, appliances and even vehicles. Meanwhile, although ‘easier 

to ship’ products such as books, music, electronics, accessories and apparel remain the most 

popular online categories, relative growth in these segments is expected to be minimal. In fact, 

we see a possible downward trend for books and music, currently the number one online 

category, as Millennials purchase these items online less often than the older generations. It will 

be worth watching this particular category over the next few years to see if Millennials’ 

preference for streaming and buying media continues to put downward pressure on online sales 

of books and music, since even as Millennials get older this is one area where buying habits are 

unlikely to change. On the other hand, bigger items such as household goods and appliances, 

furniture, home décor and sporting goods show some of the highest growth potential. According 

to respondents’ planned online purchases for the coming year, online sales of household goods 

and appliances are expected to increase by 3.5 percentage points, furniture and home décor by 

4.3 points and sporting goods and equipment by 4.4 points. Telecom products and fragrances are 

categories that are also expected to grow, by 4.5 and 2.8 percentage points respectively, as are 

wine, liquor and art. In general, growth categories tend to be those which do not need trial and/or 

where consumers can have relatively more faith in product quality.  
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Fig. 3.  Actual and planned online purchases: Last year and next year 

Source: Global Online Consumer Report, KPMG International, 2017 

 

Fig. 4.  Expected category growth by generation: Percentage point difference  

between last year and next year  

Source: Global Online Consumer Report, KPMG International, 2017 

When looking at differences by age group to spot trends, further analysis is required to 
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determine when an apparent trend indicates sustainable future behavior, versus when it is simply 

due to a difference in age or income. For example, contrary to the earlier example suggesting 

that media sales may continue to decline even as Millennials mature the interpretation of this 

generation’s similar lower tendency Figure 4. Expected category growth by generation: 

Percentage point difference between last year and next year to buy a category such as household 

goods (Figure 4) is different. In this case, fewer household goods purchases by younger age 

groups is more likely due to the ‘age effect’ or ‘cohort effect’3 , where behaviors are tied to age 

or stage of life rather than to lasting attitudes. In fact, as Millennials grow older, the potential for 

buying household goods online is probably quite strong. Artwork is a small category in terms of 

the percentage of total consumers buying it online, however this category’s online sales seem to 

be growing quickly among Millennials. As Millennials’ interest in art, comfort with buying art 

online, and disposable incomes all grow, we see this as another category showing solid potential. 

3.3. Rise of international trade and e-retailers 

Crossborder shopping is on the rise globally, driving international retail trade. As part of this 

study we looked at the level and nature of online purchases made outside consumers’ own countries. 

Figure 5 shows the percentage of online purchases that consumers made outside their own region. 

North American and European consumers made the fewest international purchases,14 and 15 percent 

respectively of their total online purchases—not surprising given the maturity of these markets, 

where the most popular products can already be sourced domestically at competitive prices. Asian 

consumers’ imports averaged 21 percent—although it varied significantly by country. While Hong 

Kong, Singapore and Vietnam had significant imports at 31, 43 and 55 percent, respectively, of their 

online purchases, other countries such as Indonesia, Japan and India each imported only 12 percent 

or less of their online buys outside Asia. China, with 20 percent imports from outside Asia, lay 

somewhere in the middle. In Australia and New Zealand, the percentage of online purchases 

imported from outside this region was 35 percent, with 25 percent of those imports from North 

America and Europe. The geographically more remote location of these countries is likely one of the 

key drivers. The bottom three regions in Figure 1.4 are the markets most likely to make international 

purchases online. In Eastern Europe and Russia, 43 percent of all online purchases were imported, 

mainly from Asia (15 percent), Western Europe (13 percent) and North America (8 percent). In Latin 

America, 44 percent of online purchases were imported, with nearly 60 percent of those imports from 

North America. African and Middle Eastern consumers were the most likely to import consumer 

products bought online (50 percent of purchases). This is particularly true in the UAE, where 58 

percent of online purchases were imported—with 80 percent coming from Asia, North America and 

Western Europe. In many countries, the tendency to buy internationally is highest among 

Millennials. This could indicate potential growth for crossborder online shopping as consumers 

increasingly seek unique or specialized products from other countries. In the US, for example, 

15 percent of Millennials’ recent purchases were imported, compared to 9 percent for Generation X 

and just 3 percent for Baby Boomers. It will be interesting to see how the new US administration’s 

proposed focus on domestic protectionism might affect the trend for younger US consumers to shop 

outside the country. 
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Fig. 5. Percentage of online purchases imported from other regions 

Source: Global Online Consumer Report, KPMG International, 2017 

The rising power of eretailers such as Taobao, Alibaba or Amazon, to name a few, is 

apparent around the world. Their dominance is particularly evident in China and India—where 

over 80 percent of online purchases were from eretailers—as well as in Japan (69 percent), 

Italy (68 percent) and South Africa (65 percent). The share for eretailers in these countries is 

far above the global average of 50 percent. A trend of younger consumers is being less likely 

than Baby Boomers to buy from eretailers could indicate a future slowdown in this platform’s 

growth. Fiftyfour percent of Baby Boomers, who are less prone to shop around for price and 

who prefer to buy from familiar websites, made their most recent purchase from an eretailer, 

compared to Millennials with eretailer purchases at 48 percent. Conversely, Millennials were 

30 percent more likely than the Baby Boomers to buy directly from a retail shop’s website 

(Figure 6). 
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Fig. 6. (a) Where most recent purchase was made (%) 

Source: Global Online Consumer Report, KPMG International, 2017 

 

Fig. 6. (b) Where most recent purchase was made (%) 

Source: Global Online Consumer Report, KPMG International, 2017 

3.4. Device preference trends 

Despite the global proliferation of mobile smart phones and tablets, the majority of 
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consumers still prefer traditional desktop PCs or laptops when shopping online. More than half 

(57 percent) of online purchasers globally said they prefer to use desktop PCs or laptops, while 

17 percent said they preferred to use a mobile device and 27 percent had no preference (Figure 

7). Device preferences varied significantly by region, with Asian consumers being more than 

twice as likely (19 percent) as the global average (8 percent) to shop on a smart phone. This was 

particularly evident in China, where 26 percent favored a mobile device. As expected, 

Millennials were the generation most likely to use a smartphone for shopping (11 percent of 

recent purchases) although 54 percent of them still used a laptop or desktop PC for their most 

recent online purchase. “One of the reasons that China is so mobilecentric is because thirdparty 

payment systems using mobile apps are widely accepted in China both online and in shops. 

Chinese consumers are unique in their high confidence in thirdparty payment systems. 

 

Fig. 7. (a) Preferred device for shopping online (%) 

Source: Global Online Consumer Report, KPMG International, 2017 

Another reason is the high penetration of smartphones—largely due to the number of 

local manufacturers and competitive prices. Lastly, a lot of people have leapfrogged to 

ecommerce because of the lack of shops or brands available to them. The smartphone literally 

brings shops to rural consumers for the first time.” (Jessie Qian, Head of Consumer Markets, 

KPMG in China, 2017) 
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Fig. 7. (b) Preferred device for shopping online (%) 

Source: Global Online Consumer Report, KPMG International, 2017 

While mobile may not be the most preferred online sales channel, over two thirds of the 

consumers said they had used a smartphone for product research while in a physical shop (Figure 

8). This was particularly common in Singapore (83 percent), Brazil (79 percent), CEE (78 

percent) and the US (77 percent), whiles many European consumers are about 10 to 15 percent 

less likely than average to look up products online while out shopping. Millennials in all regions 

were more likely than their older counterparts to look up information on a smartphone while out 

shopping (77 percent). However, even half of the oldest generation of respondents said they had 

checked their mobile devices while in a shop. What were consumers looking up? Comparing 

prices was the main reason for doing online research while out shopping, followed by looking up 

product information and checking online reviews (Figure 9). 

 

Fig. 8.  Percentage of consumers that have used their smartphone  

to look up a product while in a shop 

Source: Global Online Consumer Report, KPMG International, 2017 
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Fig. 9.  Percentage of consumers that looked up the following information  

about a product while in a shop  

Source: Global Online Consumer Report, KPMG International, 2017 

4. Solutions for companies dealing with those trends in shopping behavior of 

customer 

4.1. Overcoming the hurdles to selling online 

Almost consumers were asked what factors motivated them to buy online instead of going 

to a shop; the top reasons were time flexibility and cost savings. Retailers looking to drive online 

sales of products those consumers are less willing to buy sight unseen may use strategies to 

persuade them to shop online. These might include providing comprehensive sizing and 

measuring charts, detailed photographs with 360° and zoom viewing, free fabric swatches by 

mail, satisfaction guarantees, or easy returns, to name a few. As consumers continue to shift their 

shopping to online, retailers who understand the factors motivating them to shop online or in

store will be better positioned to create sales channels that meet their customers’ evolving needs 

and preferences. 

4.2. Winning the online consumer 

Price was one of top factors that affect in buying decision of customers  between online 

shopping or going to a shop; which website to buy from, the next key attributes were enhanced 

delivery options and easy return policies. In China, delivery options ranked even higher than 

price, and in India and Turkey, easy return policies was the most commonly cited attribute. 

Millennials have a much higher demand for instant gratification than older generations. 

Although younger consumers are increasingly comfortable with buying products online without 
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seeing them first, they are almost twice as likely to say they’d rather visit shops to get their 

product right away, rather than buy online and await delivery (Global Online Consumer Report, 

2017). Companies will need to continually innovate to shorten delivery times and satisfy 

increasingly demanding consumer expectations.  

4.3. Payment options need to be regionally tailored. 

Payment options are ranked fourth (by one third of consumers) among key consideration 

when selecting a vendor. Consumers in Eastern Europe and certain Western European countries 

such as Germany, Belgium and Greece, as well as in Russia, India and Latin America, were 

especially likely to say a company’s payment options are important, and in many cases even 

more important than their options for delivery or returns. Globally, credit cards are the most 

common payment method—more common than the next two popular payment methods 

combined, PayPal and debit. PayPal is a close second to credit cards in the more developed 

countries and is widely used in most other countries with the exception of Asia (Global Online 

Consumer Report, 2017). In most of Asia, PayPal is hardly used, compared to Alipay and 

WeChat in China, and credit cards in most other Asian countries. India is the Asian exception, 

where consumers prefer to pay cash on delivery (COD) or by debit card, rather than on credit, 

similar also to Russia, where consumers are the least likely of any nation to use credit at all. 

Millennials are less likely than other generations to pay with credit compared to debit cards, 

COD or prepaid gift cards. Whether this trend indicates a sustained lower appetite for buying on 

credit, or is simply reflective of younger consumers currently having less access to credit, is 

uncertain (but likely the latter). Regardless, the key takeaway is that companies need to include 

both cash/debit and credit as payment options in order to attract younger buyers 

4.4. Building consumer trust 

Given the nature of online shopping, where consumers are buying products sight unseen, 

providing personal data online, and often paying in advance, having a brand and website that 

consumers trust is critical. Competitive prices or delivery options can be a deciding factor when 

potential customers are choosing a vendor, but at the end of the day consumers will only buy 

from websites they trust. Almost customers prefer buying goods from websites that make it easy 

for customers to contact people at the company. This was especially true in Canada, the UK and 

South Africa, where as many as 64 percent of consumers said it was a top trust factor. Being 

open and honest about negative news and events ranked second among trust enablers, especially 

in China and Japan, where consumers were likely to say it was even more important than being 

able to contact people at the company. Having control over how their personal data is used was 

next most important to consumers, especially in North America, Europe and South Africa. 

Consumers in the BRIC (Brazil, Russia, India and China) countries were 25 to 50 percent more 

likely than the global average to say they trusted companies that educated consumers about their 

products. While most of these attributes are well within a company’s ability to offer and manage, 

some of the most significant threats to maintaining customer trust come from outside of the 

organization. Regardless of how many attributes a company has that will earn the trust of their 

customers, not having the right systems in place to protect that trust can be catastrophical. At the 
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top of that list, companies need to sufficiently protect consumer data and ensure the quality and 

safety of the products they manufacture or sell. 

4.5. Earning consumers loyalty 

While consumer trust can be the key to a company’s success, the coveted prize is to win 

customer loyalty. Ideally, these customers not only develop an allegiance to a company, but they 

also become brand ambassadors, encouraging others to follow suit. What makes consumers loyal 

to one company over another? Is a good experience and company trust enough to ensure they 

will return? When consumers were asked about the attributes of the companies they were most 

likely to be loyal to, by far the leading response (by 65 percent of respondents) was ‘provides 

excellent customer support’. When shopping instore, people have certain service level 

expectations of staff attentiveness or product knowledge. In an online environment, however, 

most transactions are conducted with no personal contact or service at all. So when online 

retailers go the extra mile by reaching out to their customers—with an unexpected personal note 

or an extraordinary issue resolution, for example—it gets noticed. Finding ways to provide 

exceptional customer support online can lead to customer loyalty in an online environment, 

where it can be difficult to stand out or be remembered. Younger consumers, looking to be 

treated as unique individuals, tend to be less impressed than the older consumers by excellent 

customer support, and slightly more impressed than their older counterparts with company offers 

that have a personal element, such as customized promotions, recognition across channels or an 

ability to anticipate needs. 

Providing excellent consumer support, loyalty programs and benefits, and a forum for 

feedback, will all remain vital to earning the loyalty of customers across generations. However, 

in order to attract the younger consumers, companies need to offer more personalized 

interactions, more customized experiences and oneon one engagement. As Millennials become a 

larger proportion of the total consumer market, excellent customer support and loyalty benefits 

will become minimum expectations. Loyalty will be granted to those companies that make their 

customers feel like they are part of a community, and one where they feel important, unique and 

valued. The bottom line is that to win and retain online customers, companies need to find cost

effective ways of providing the service and quality that customers expect, while keeping prices 

competitive. Consumers, depending largely on their country, culture or age, as well as on the 

type of product being purchased, will each be more or less willing to tradeoff service or quality 

for price. The companies that are able to identify and segment their target customers based on 

these factors, and develop product offerings and online strategies that are distinctly tailored for 

each unique market, will be truly poised to succeed in the online revolution. 

5. Conclusion 

The paper aims to show the differences in buying and selling behaviors in changes of 

marketing in the hyper connecting age when the Internet is becoming more and more popular 

and the devices are being smarter, so, people do not need to go to a shop to buy good but staying 

at home and do the online purchase. However, it is not the same between all people at all ages. 

The paper indicates that there are differences in consumer behavior between three groups: baby 



1877 

boomer, generation X and millennials who live in more than 50 countries and all of them have 

experience in online shopping. The changes in consumer behaviors are showed clearly in four 

main trends including online shopping as a rising trend; product category trends; rise of 

international trade and eretailers; device preference trends. However, despite the rise of online 

shopping, ecommerce still makes up a relatively small percentage of total retail spending. 

Retailers’ brick and mortar strategies also need to evolve to continue to draw customers into their 

stores, and to compete with the online retailers opening their own physical outlets. Increasingly, 

we are seeing innovative marketing strategies, as well as new technologies such as smart shelves, 

robots, selfcheckout, and interactive and virtual reality, being deployed in stores as retailers 

strive to compete on all fronts. Finding the ‘right’ strategy starts with one question: Given your 

brand promise, where do you want to compete? Only once a company understands their goals, 

customers and those customers’ needs can an appropriate strategy be designed. And the key to a 

sustainable strategy is being able to understand and meet customer needs both today and 

tomorrow, across geographies, and across generations. In this research, authors aim to raise and 

answer some questions about your company’s approach to ecommerce. The five solutions from 

the results of global research on online consumer behaviors, preferences and attitudes can be 

leveraged by consumer companies seeking to improve their approach towards winning and 

retaining customers online. 
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Abstracts: This paper investigate Vietnamese students’ awareness of Industry 4.0. 
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1. Rationale of the study 

The 4th Industrial Revolution (Industry 4.0) had been recently recognized with significant 

achievements in physical, digital and biological fields. The application of technologies in these 

fields has made foundation of the revolution comprehensive, leading to significant and 

unpredictable changes in daily life of people. Since the pattern of consumption and production 

changed, requirements of knowledge and skills of workforces also changed. Being aware of the 

revolution and prepare for its requirements is important for labours, especially for those who are 

willing to participate into labour market in the near future. 

In the case of Vietnam, the impact of Industry 4.0 seem become obvious as several 

enterprises in the Southern Vietnam replaced human with robots (Vuong Le, 2017). The need for 

information technology experts has been increased over time (Huy Phong, 2017). Smart phones 

have been becoming familiar with people in their lives. The usage of internet and World Wide 

Web have been increasing day by day, etc. The way people work in organizations is changing. 

The necessity for being aware of the revolution becomes important for people, especially for 

students, who are going to apply for jobs in the near future. Given the fact that there has not been 

such study in Vietnam, this research tries to explore Vietnamese students’ awareness of the 

fourth industrial revolution and their preparation for facing challenges of the revolution. Based 

on the analysis of the future of jobs and new requirements to the workforce in Vietnam, 

implications are given to education and training institutions in Vietnam in order to create skilled 

and qualified human resource. 

2. Conceptual framework 

2.1. Concept of the 4th Industry Revolution 

The term Industry 4.0 was first introduced in 2011 at the Hanover Fair in Germany. Then, 
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it was officially included in the HighTech Strategy which was adopted in 2012 by German 

government. Germany was the first country to recognize Industry 4.0 and also the first had 

strategy to react to the revolution. The objectives of setting Industry 4.0 strategy are trying to 

take opportunities as well as limit negative impacts of the revolution. Industry 4.0 has become 

the common concern since January of 2016 when the World Economic Forum (WEF) was held 

in Switzerland under the theme "Mastering the Fourth Industrial Revolution". At the conference, 

Klaus Schwab, Founder and Executive Chairman of The World Economic Forum has introduced 

his new book The Fourth Industrial Revolution (WEF, 2016). 

Industry 4.0 was created on the base of digital revolution, especially the use of internet. The 

content of Industry 4.0 is development of the network between real and virtual worlds based on 

internet of things (IoT) and internet of systems (IoS). Artificial and decentralized intelligence helps to 

create a new aspect of manufacturing system that is the interaction between the real and virtual 

worlds. Industry 4.0 refers to the technological evolution from embedded system to cyber physical 

systems. In other words, it represents the revolution on the way to an Internet of Things, Data and 

Services. With application of these technologies, industrial production machinery no longer simply 

“processes” the product, but that the product communicates with the machinery to tell it exactly what 

to do (GTAI, 2014). In the processes, machinery operates based on intelligent communication and 

information technology, systems have ability to independently communicate and solve problems.  

2.2. Major Technologies of Industry 4.0 

There are three major technological trends in Industry 4.0. They belong to physical, digital 

and biological fields. The followings describe major technologies in these fields. 

3D printing  

Nowadays, we are not unfamiliar with 3D printing concept. 3D printing also known as 

material additive manufacturing is an advanced development of printing technology which is 

rapid prototyping mode without mold making. It helps people to produce complicated product by 

adding layer to layer of material until the whole product is created.  

3D printing technology was introduced in May 1980 by Doctor Kodama with the name of 

rapid prototyping technology. It helps people quickly create product model with low cost. 

However, the first patent of 3D printing was registered by Mr. Charles Hull in 1986. Then, the 

first 3D printing technology namely stereo lithography was commercialized in 1987 and official 

sold in 1988. After that, other 3D printing technologies have been introduced and 

commercialized. Since there have been increasing number of 3D printing technologies, the 

competition in terms of accuracy, speed, material and price  among 3D printing suppliers became 

harder. The cost of 3D printing machines reduced. Some of them are even less than 10,000 USD, 

then even 2,000 USD. The seven popular 3D printing technologies are stereo lithography, fused 

deposition modelling, laminated object manufacturing, selective laser sintering, direct metal laser 

sintering, ink jet printing, and poly Jet 3D printing.  

3D printing technologies can be applied in such fields as Aerospace, Architecture, 

Automotive manufacturing, Consumer products, Dental, medical and health care industry, 
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Training and education, etc. Applying 3D printing technologies becomes increasingly popular in 

the world. A half of 40 pioneer 3D printing companies are in America. Other countries having 

pioneer companies in 3D printing technologies are Netherland, German, France, England, etc. 

The only Asian country in the lists is Israel. 

Internet of Things 

The term Internet of Things (IoT) was first introduced in 1999 by Kevin Ashton. 

Nowadays, it is familiar with people. IoT is an open and complicated system consisting of smart 

objects which can automatically organize, share information, data and resources and react to 

responses and changes of the environment (J Antonio et al, 2010). The term means system of 

tangibles with sensors, connecting through internet. Objects can be people, live organisms or 

things. The important characteristic of IoT is that the system can transfer, exchange data and 

information without direct interference of among people or among people and computers.  

Key features of IoT are as followings: 

 Components: IoT consists of artificial intelligence, sensors, software, connectivity and 

objects.  

 Identification: In IoT, each object is attached with a sensor. The sensor helps the object 

to be recognized and identified as the sole thing in the system.  

 Complexity: IoT is complicated as it is connectivity among a number of things. Some 

system even has tens of billions of objects which can be different. The system may 

consist of several to a number of sub systems which differ in position and activities.  

 Intelligence: In ioT, objects can easily be recognized and react to surrounding 

environment. The system even can have solution to respond to environment.  

 Proactivity: IoT can manage itself.  

 Event  based design: objects in IoT system is set up in the way that their response 

show real time of the event.  

IoT can be applied in such fields as: 

 Engineering, manufacturing and infrastructure: IoT can be applied to create smart 

system such as smart factory, smart city, etc. A lot of companies in the world such as 

Siemen AG, General Electric, BASF, Posco, etc. applied this technology.  

 State government: IoT helps governments in state management. For example, in 

America, sensors are attached in places in the streets and roads to warn people about 

security and traffic. Sensors are even used to warn about flood and save wild animals.  

 Office and home: Sensors are attached to home appliances to create system which 

helps people manage the house with low cost and less effort. For example, sensors help to 

automatically turn on and off the light, office security system recognize and then 

automatically open the door for people to come in, etc. 
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 Medicine and health care: In this field, Internet of medical things – IoMT was even 

introduced. The system is helpful in collecting data in treatment and taking care of old 

people.  

Big data 

According to Association for Computing Machinery, the term Big Data was first 

introduced by Micheal Cox and David Ellsworth in October 1997. The big data can be 

classified based on the sources. There are three sources of data, including data from people, 

systems and processes; and equipment. Despite of the sources, big data has following 

characteristics: 

 Volume: huge volume is the most important characteristic of big data. The size of 

volume has increased from tens of terabyte to many petabyte. A result of survey 

conducted by IBM in 2012 revealed that in 2011, there has been 100 terabyte loading in 

internet and 2 millions of status updated in Twitter every day in America. The size of 

data volume now is measured in terabyte, petabyte, exabyte, zettabyte, yottabyte, etc. 

 Velocity: The speed of data processing is very fast. Data is processed right after they 

are created. 

 Variety: Data are plentiful in sources and types. According to IBM, in the past, data is 

often structured. However, majority of them are now unstructured. Data now even allows 

people link networks together and thus, they become rich and helpful to people. 

 Veracity: This is one of complicated characteristics of big data. Since there is an 

increase in unstructured data, the assessment of reliability of data becomes difficult. 

 Value: This is an important characteristic of big data. Nowadays, people produce hug 

data through a number of sources. The data has value only when it is processed. So, 

before starting to process data, it is important to examine whether they have value. 

In addition to the above characteristics, big data is also variable and visualized. Big data 

can be popularly applied in many fields. In doing business, people make decision based on data. 

Thus, they need to collect relevant data and analyse that data in the context of the industry. For 

example, sale manager look at purchase data and customer reviews to decide what kind of 

improvements or new products they should make to meet their customers’ need. Big data can 

help businesses run more efficiently. Data can also be applied in state government. A lot of data 

about governments’ constituents, policies, and security can be collected and processed to help 

them in making decision. Education and training can be better by applying big data. Data about 

students’ learning results, habit, favourite and life styles are collected and processed in order to 

help training institutions’ Board of Management make decision in formulating education and 

training programs both in terms of  plans and contents. A number of training institutions collect 

data about alumni students’ social network accounts to cooperate with them in training. Data of 

training institutions are also provided to students to help them in choosing major, evaluation and 

improvement of learning result. In addition, big data is applied in other fields such as medicine 

and healthcare, politics, etc. 
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Artificial Intelligence 

The concept of Artificial Intelligence (AI) was first introduced by John McCarthy in 1956 

in Dartmouth Conference in America. Dartmouth is the first conference in the world about AI 

and John McCarthy is considered the father of AI. Since then, with the development of 

information technology especially of internet and big data, AI is popularly used. Although the 

concept of AI was introduced for a long time, it is continuously paid attention by people. In 

summary, AI is a science which creates equipment those can understand people and have 

intelligent behaviour. 

In order to have equipment, which is as intelligent as a person, AI based on six fields as 

engineering, maths, computer science biology, language and psychology. In addition, AI is also 

believed to base on neuron and social sciences. It has three main processes: feeling, thinking and 

acting. Equipment must have four basic skills to be AI: 

 Natural language processing: Equipment has ability to communicate in at least one 

language, such as English; 

 Having knowledge: Equipment must have knowledge; 

 Automatically thinking: Equipment must think based on its knowledge; 

 Learning: Equipment must have ability to learn from its environment.  

AI can be applied in many fields. AI is considered an input of enterprises’ transforming 

processes. In hard locations, human can be replaced by robots. For example, the recovery of 

Fukushima which was destroyed by a terrible earth quake uses robots. They can clean, bring 

heavy things up to 60 kilograms, take photos and record a movie. AI is an important component 

for creating smart home, smart factory, smart city, etc. Robots not only can check processes, 

assembly, maintain, but also formulate plan, answer calls from customers.  

In addition to the above applications, AI can be applied in many other fields including 

telecommunication. Several applications such as Siri, Google assisstant, Bixby,   HTC Sense 

Companion, and Cortana are deployed to use in such mobile phones as Apple Iphone 7 Plus, 

Google Pixel, Samsung Galaxy S8, HTC and Microsoft Lumia 950. They are controlled by voice 

and can remind tasks, read, compose, send message, weather forecast, search information, make 

appointment, send email, show ways, turn a music on, chat, etc. In addition to that, there are a 

numbers of AI applications such as Talking Tom, Chess, game shows, etc. in entertainment. AI 

application also can be found in medicine and health care, agriculture, etc. 

Blockchain 

Blockchain is a type of save data transmission technology which information are assured 

not to be reversed and incorrect (Wright, 2015). This concept was first introduced by Stuart 

Haber and W. Scott Stornetta in 1991 (Haber and Stornetta, 1992). The first application of 

blockchain is digital coin namely Bitcoin which was introduced by Satoshi Nakamoto in 2008. 

This is reason people considered blockchain  bitcoin whereas bitcoin is only an application of 
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bockchain. In addition to bitcoin, there are a numbers of blockchain applications such as smart 

assets, smart contract, smart stocks, etc. 

In technological aspect, blockchain is a digitally engineering background which allows 

people store history of transactions among users. All transactions are direct among users and can 

be checked by algorithm and grouped in blocks, they then are brought in chains those cannot be 

changed by people. Blockchain has several characteristics as followings: 

 Confidentiality: for blockchain, interference is impossible. Blockchain is like a ledger 

which records all the transactions of the users. Blockchains are secured by many 

computers that run nodes and confirm transactions on the networks. Public blockchains 

use their own currency as an incentive mechanism to reward miners for securing 

transactions on the ledger (Rocky Darious, 2016). 

 Security: Blockchains tend to have better security because there is no single point of 

failure to shut down the network. 

 No intermediate: in blockchain, users transact directly without any intermediary. 

 Faster deal: For example, traditional international banking can be very slow, with 

settlement times often taking days to process. Blockchains can usually settle money 

transfers at near instant speed (Rocky Darious, 2016).  

 Increased capacity: One of the remarkable things about peertopeer technology is that 

they can increase the capacity of an entire network. Having thousands of computers 

working together as a whole can have greater power than a few centralized severs (Rocky 

Darious, 2016). 

 Selfsustain: Since blockchain is a network, it continuously run; 

 Anonymous: All data in the blockchain are secured and cannot be checked.  

Applications of blockchain are cryptocurrency, smart contract, digital identity, and digital 

election. The number of cryptocurrencies available over the internet as of 7 January 2018 is over 

1385 and growing. Use of cryptocurrencies continuously increases. Even in Vietnam, people can 

use bitcoin to pay for such goods as coffee, travelling tours, etc.  

Biological technologies 

There are two trends of biological technologies including gene and cell technologies. 

Regarding to gene technology, gene modification allows people to repair AND to eliminate some 

defective gene such as those cause cancer or to choose children’s genes. With regard to cell 

technology, original cells can be used to replace or repair harmed cells by healthy ones. In addition 

to that, based on the two technologies, asexual reproduction can be created. Applications of these 

technologies help people in growing cell to create organs for replacing hurt ones. 
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By combining the above technologies, the influence of Industry 4.0 is extremely strong to 

people lives. According to the survey report by The World Economic Forum, Industry 4.0 has 

six megatrends that are shaping the society (WEF, 2015). 

 People and the internet: People connect with others though combination of 

technologies especially wearable internet, connected home, and implantable technology; 

 Computing, communications and storage everywhere: Ubiquitous computing power is 

available. Everyone can access internet through supercomputer in their pocket, with 

nearly unlimited storage capacity; 

 The Internet of Things: Sensors are being introduced in everywhere. Everything can be 

connected; 

 Artificial intelligence and big data: Data about everything and everyone is created and 

storage. Software can address, learn and solve problems itself; 

 The sharing economy and distributed trust: With the creation of networks, 

communication becomes easy among people. Assets can be shared, creating new 

efficiencies and new business models and opportunities for social self organization. 

Blockchain will act as the third party to provide trust for people to do things; 

 The digitization of matter: 3D printing creates physical objects. This technology 

benefits manufacturing factories and medical organizations. It is also useful for people’s 

health. 

2.3. Industry 4.0’s expected impacts to the future of jobs 

Industry 4.0 will have effects on the future of jobs as followings: 

Reduction in need for human labour, especially for unskilled workers 

Some 4.0 technologies seem difficult to be applied in Vietnam due to the insufficient 

infrastructure as Vietnam is a developing country. The application of other as wearable and 

implantable internet, internet of things, connected home, big data, artificial intelligence, robotics, 

blockchain, sharing economy and 3D printing would create new business models. Like in other 

countries, there are three trends with respect to jobs in new models: (1) Unskilled and repeated 

jobs will be done automatically by machines, robots are no longer locked in work cells but they 

can cooperate with each other and human, people will be familiar with working with robots; (2) 

Some jobs those have fixed procedures trends to be done by computer instead of human; and (3) 

Skilled and professional employees benefit from application of technologies. As such, there will 

be reduction in need for such jobs as assembly plant workers, traditional perimeters, distributors, 

nurses, shippers, even accountants and doctors.  

Result of a survey conducted by ILO in 2016 revealed that among 5 countries including 

Cambodia, Indonesia, Philippines, Thailand, and Vietnam in ASEAN region, about 56% of 

workers will lose their jobs in 20 years. There is a trend to replace human with robots especially 

in textile and garment industry. Among these countries, Vietnam has the highest risk of 
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automation (ILO, 2016). The expected percentage of risk of Vietnam is 70%, higher than that of 

Cambodia (57%), Indonesia (56%), Philippines (49%) and Thailand (44%). Having risk of 

automation means jobs that are now done by human can be processed by machines. Even though 

Vietnam have participated in to a number of global value chains of such products as garments, 

leather products, electronics, coffee, rice, etc., Vietnam owns low value creation position in the 

chain, implementing production activities. Most of the jobs done by Vietnamese employees are 

simple like assembling, processing, etc. 

According to General Statistics Office of Vietnam, total number of jobs in 

manufacturing sector accounts for about 17% of the total jobs in Vietnam in 2015. In 

industrial sector, jobs in textiles and garment and leathering industries are about 2.6 million, 

making up to 36% of the industrial jobs. Jobs done by Vietnamese employees are often 

repeated and easy to be replaced by machines. With the trend of replacing human by 

machines, it is significant concern for Vietnam.  

Increase in demand for new jobs, especially in IT field 

Since internet becomes a very important factor at working place, demand for workforce 

with IT skills increases. If enterprises would like to survive in Industry 4.0, IT skill is a must. 

There will be a need of information, communication, connectivity, data, energy and sensor 

specialists. Thus, the roles of knowledge management, social media managers, media 

technologist, mechatronics engineers, data analyst, IT security, 3S mind and media, lawyer, etc. 

will be important and even necessary to organizations. Since IoT is popularly applied, there is a 

need for information security. More IT knowhow and rapidly changing IT knowledge will be 

needed. Every enterprise even need information technology specialist. In addition to that, 

employees working in other functions are required to have IT skill, at least for participating into 

networks, even at the skilled worker level.  

It is expected that there will be a shortage of IT experts in Vietnam in the future. 

According to Vietnam Works, in recent years, the number of IT jobs has increased 47% 

annually whereas the IT graduates increased only 8% per annual. It is predicted that, there 

will be a shortage of 100,000 IT experts annually until 2020 in Vietnam. In other words, 

demand for IT employees in Vietnam increase by 500,000 jobs until 2020 (Cong Nhat and 

Quang Phuong, 2016).  

Change in the way people work  

Wearable internet, implantable technology, IoT, digital presence, connected home, 

supercomputer in pocket technologies will change the way people work. There will be more 

employees stay to work at home. Digital presence and vision as new interface may help 

enterprises control activities. Storage for all and big data may help to shorten the decision 

making process. Blockchain help to change the way enterprises pay tax and fees. A number of 

full time jobs would change to part time or short contract jobs.  
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Organizational culture need to be innovated. 

Organizational culture is formed by the behaviour of people in the organization. Since 

Industry 4.0 has significant influences to enterprises’ operation, in many cases, it even 

changes the business model such as the business procedures, the way people communicate, 

etc. There is a need to innovate organizational culture. New principles, norms, beliefs, and 

values would be formed.  

2.4. Previous researches about Industry 4.0  

The term Industry 4.0 is relatively new to people as it was first mentioned in the world six 

years ago. However, because of its importance and urgency, some governments immediately 

have a strategy to deal with its impact, e.g. "Industrial value chain idea” of Japanese government, 

“Industrial Innovation 3.0” of Korean government, “Made in China 2025” of Chinese 

government, “Productivity 4.0” of Taiwanese government, etc. Industry 4.0 has become common 

concern of researchers and organizations. Researches have conducted with respects to many 

aspects of Industry 4.0. Among them, significant consideration is paid to impacts of Industry 4.0 

to production and employment. 

The roles and relationships between people and machines are examined since it is believed 

that human would have less influence on machines or machines would become more intelligent 

(BCG, 2015b). Industry 4.0 is expected to have significant impacts on enterprises’ productivity 

(BCG, 2015a). The way to navigate digitalization in manufacturing sector is mentioned 

(McKinsey and Company, 2015). Besides these researches, some authors also examine 

influences of the revolution within their countries, e.g. such as research and innovation proposals 

dealing with changes caused by Industry 4.0 in manufacturing sector in Japan (Nagasato and 

Yoshima, 2016), the operation of stores in Japan under impacts of Industry 4.0 (Takakuwa, 

2016) or influences of Industry 4.0 to manufacturing sector in Germany (German Trade and 

Invest, 2015). In addition to that, the fourth industrial revolution’s effects on education and 

vocational training are predicted and analysed (Institute of Technology Assessment, 2015). It is 

revealed that new capabilities and qualifications of human resources will be given preference, 

especially information technology capacity. The preparation for the workforce in general is 

mentioned (WEF, 2016), or in a particular country, such as China (Andrea, 2016).  

Recently, there are some researches on the Industry 4.0 in Vietnam. In 2016, there was one 

research investigating characteristics of Industry 4.0 and propose implications to change 

education and training policy in Vietnam (Tran and Do, 2016).  The research focused on the 

emerging of Industry 4.0 and how education and training policies in Vietnam should be changed 

to react to the revolution. In 2017, the revolution’s expected influences on the future of jobs in 

Vietnam was examined (Do and Truong, 2017). The most recent and relevant research to this 

paper is completed by a group of students those study in National Economics University, under 

the supervisory of this project’s leader. It is about awareness and preparation of students in 

economic and business management field. The result revealed that more than 40% of 228 

surveyed students have known the term Industry 4.0 and about 30% of them understand about 

the revolution. Engineers' skills in the future under the influences of Industry 4.0 are also 
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examined through a questionnaire survey in Italy. The survey highlighted some interesting 

aspects concerning the Italian students’ digital behavior and their consideration about Industry 

4.0 framework (Barbara, 2017).  

Although the above researches focused on the different aspects of Industry 4.0, researchers 

all agreed that Industry 4.0 has significant impacts on socio economic development of countries. 

Governments need to identify and prepare to take opportunities and overcome challenges 

brought by the revolution. In the case of Vietnam, there has not been any study precisely 

examining the revolution’s requirements to the labour force and higher education institutions in 

Vietnam. For that reason, this paper examines Vietnamese students’ awareness of Industry 4.0 

and thus give some implications to education and training institutions and students in order to 

create a qualified human resource.  

 Methodology 

The overall objective of the study is to identify requirements set by Industry 4.0 to the 

workforce in the future and to examine Vietnamese students’ awareness of Industry 4.0. The 

findings of the research are completed by applying secondary data research, questionnaire survey 

and indepth interview. 

Firstly, a secondary data research was conducted to summarize the technological trends 

and characteristics of Industry 4.0. The secondary data research is also conducted to find if there 

is any the same research. A short list of relevant researches was compiled. Recognizing the 

research gap, the study comes up with the three objectives as followings: 

 To identify requirements set by Industry 4.0 to labor force in the future; 

 To examine Vietnamese students’ awareness of Industry 4.0; 

 To draw conclusions and make some implications for training institutions in order to 

react to Industry 4.0 and for students to overcome its challenges. 

Secondly, a set of semi structured questionnaire for experts was conducted. The objectives 

of questionnaire are exploring how application of Industry 4.0 technology will change the 

operation of organizations and thus change the jobs in the future and set new requirements for 

workforce. Three experts in information technology and biology are invited to be interviewed in 

March 2017. After analyzing these data, new requirements for the labor force are identified.  

Thirdly, based on the characteristics and requirements of the revolution, questionnaires are 

designed to ask students whether they have heard about the revolution, how they understand 

about it and how they prepare to react to its challenges. A pilot survey with 55 students in Hanoi 

was conducted in March 2017. Respondents are students those have studied in universities for at 

least 2 years. The reasons for choosing respondents are to know how students’ self studies are 

after consuming a period of time in university. 

At last, the official survey was conducted in September to November, 2017 with 443 

students in Hanoi and Ho Chi Minh City. The two locations were chosen as they are the two 
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largest cities where the largest numbers of universities are located in Vietnam. The distribution 

of observation in terms of students’ field of study is shown in Table 1. 

Table 1. Distribution of observation 

Field of study Number of observations 

Natural Science 129 

Economics 141 

Business management 99 

Pedagogy 25 

Others 49 

Total 443 

Source: Result of the survey 

Students are in eight large universities in Vietnam. Among them, six universities are in 

Hanoi and the rest in Ho Chi Minh City. In depth interview was implemented with 20 students, 

among them, 15 are in Hanoi and 5 are in Ho Chi Minh City. The objective of interviews was to 

find the reasons for choosing answers by respondents.  

As said previously, the objective of the research is to identify requirements set by Industry 

4.0 to the workforce and to examine students’ awareness of Industry 4.0. There are two set of 

questionnaires. The first is semi structured questionnaire for interview. The structured questions 

are about personal information of interviewees; expert’s understanding of 4.0 technological 

trends and expectation to ward the revolution’s impact to their work in the future; expert’s idea 

about the revolution’s requirements to the workforce. The second questionnaire includes 

questions to collect general information, students’ awareness and expectation toward impacts of 

Industry 4.0. Some last questions are opened to gather students’ opinions about how they expect 

the institutions to help them in improving their competencies. The questionnaires were 

distributed and collected from September to November 2017.  

There are two set of data. The first is quantitative data, including all information about 443 

students in Vietnam. SPSS computer software package was used to analyze the collected data. 

Descriptive statistics were calculated for all variables to have a general screening on the real data 

set in terms of frequency, means, variances, etc. This step also helps to detect any mistake of 

data entry. The second includes qualitative data which derives from the indepth interview. This 

data is used to supplement the quantitative data. 

4. Findings and discussion 

4.1. Requirements of Industry 4.0 to workforce  

Specializations of three interviewees are information technology, production and 

biotechnology. Three experts have understanding about industry 4.0. According to them, in the 

future, there will be close corporation between human and machines, cyber system will be 

popular in working place, labours are required to have:   

 Good knowledge of information technology: People should be master in working with 

internet, using applications and/ or software. People also should be able to work with big data. 



1889 

 Ability to work with cyber physical system, to work with smart objects, to work in any 

place and in anytime. 

 Opening mindset and understanding of customer requirements. People are expected to 

have qualifications and ability to understand the products/ services and the environment;  

 Ability to communicate in English; 

 Soft skills such as team work, commutation, strategic thinking and problem solving, 

managing change, creativity and innovation capability, judgement and decision making. 

In order to thrive the challenges of Industry 4.0, according to The World Economic Forum, 

employees are expected to have the following 10 skills: 

Table 2: Top ten skills employees need by 2020 

1 Complex problem solving 6 Emotional intelligence 

2 Critical thinking 7 Judgement and decision making 

3 Creativity 8 Service orientation 

4 People management 9 Negotiation  

5 Coordinating with others 10 Cognitive flexibility 

Source: WEF, 2015 

In comparison with the skills that employees need to have by 2015, two new skills are 

required, including emotional intelligence and cognitive flexibility. Quality control and active 

listening are no longer in the top ten needed skills. The change results in the need for labours 

especially students those will participate in the labour force in the near future to prepare for 

enhancing those skills.  

4.2. Students’ awareness and preparation for reacting to Industry 4.0 

Characteristics of the sample 

Approximately 55% of the students are female and nearly 69% of the students are in 7th 

and 8th term of study. The percentage of students those are in 5th and 6th term account for 31.8%. 

Among 20 interviewees, 11 students are female and 12 are in 7th and 8th term of study, 5 are in 

9th and 10th term, the rest is in 5th and 6th term. 

Majority of the students are in economics and business management. All together, nearly 

35% of them studies economics business management. Students those studies in natural sciences 

account for 29.1%. Others studying in such field as foreign languages, information technology, 

tourism account for the rest of 11.1%. Among 20 interviewees, 10 students study economic and 

business management, 5 study natural science. In three fields including engineering, pedagogy 

and press, there are five interviewees.  

The Grade Point Average (GPA) of about 60% of the students in previous term ranges 

from 6.5 to 8.0. About 20% surveyed students have GPA from 8.0 to 8.5. Especially, 7% of 

respondents have excellent study result as their GPA is higher than 8.5. However, there are 50 

students have GPA ranging from 5.0 to 6.5. GPA of the rest is lower than 5.0.  
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Students’ awareness of Industry 4.0 

About 45% of respondents have heard the term “Industry 4.0”. 23.3% of surveyed students 

are not sure whether they have heard about the term. A large numbers of students, accounting for 

31.8% have never heard about the term.  

In order to examine whether students those have heard the term “Industry 4.0” understand 

the revolution, respondents are asked about their ideas about the major technological trends of 

Industry 4.0. Eight statements are about 3D printing, big data and AI, IoT, and blockchain. All 

statements are exactly true. The answers are presented in Figure 1. According to the figure, 

students seem not to be sure about the technology achievement of wearable internet. Less than 

50% of them think there will be wearable internet. For other technology achievements, about 

30% of students are not sure about whether there will be such technologies. Thus, even though 

there are 199 students hearing the term Industry 4.0, about 30% them do not fully understand 

about the revolution.  

 

Figure 1. Students’ awareness of Industry 4.0 

Source: Result of the survey 

The result of interview revealed that some students seem to be surprised when being asked 

about technological trends of Industry 4.0. Among 20 interviewees, 14 said they have heard 

about the term Industry 4.0 in information means such as television, radio and through internet. 

However, they are not familiar with technological trends of Industry 4.0. Among 14 students, 

half thought Industry 4.0 is about information technology revolution and almost about internet, 

three thought the revolution is may be about social network like Facebook and Twister. After 

listening to the explanation of Industry 4.0, students seem to be surprised about the revolution. 

The finding is somewhat similar to the previous study carried out by the group of NEU students. 
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According to them, about 40% of 228 survey students have never heard about the term Industry 

4.0 and 30% of them seem to understand about the revolution.  

Students’ assessment of the revolution’s impact on their future of job 

Both questionnaire in direct survey and interview have a short explanation about the 

characteristics and technological trends of Industry 4.0. After understanding about the 

revolution, students are asked about their expectation toward impact of Industry 4.0 to their 

future of work. Table 3.1 shows students’ assessment of the revolution’s impacts. There are two 

samples, the first is the total sample of the study and the second consists of students those have 

heard about the term Industry 4.0. 

Approximately 82% of 443 students believed the revolution will have impact or even 

strong impact to their future of job where as this number of students who have heard about the 

term is 89.4%. Especially, no one who has heard about the term Industry 4.0 thought the 

revolution will not impact to their future of job at all. There is a slight difference of the two 

samples (figure 2). 

 

 

Figure 2- Students’ assessment of Industry 4.0’s impact on their future of job 

Source: Result of the survey 

The result of interview revealed that among 20 interviewees, 14 students believed that their 

job in the future will be affected by the revolution. When being asked about how the revolution 
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will affect their job, these students thought the way they work will change, especially the way 

they contact with others and exchange information during working time. Three even believed 

that majorly they can work at home. Four interviewees those are studying economics and 

business management expressed that they are interested in starting up business in the future and 

they thought the business they choose to startup and the way they run business may change. 

Seven students are not sure whether the revolution will have impact on their job in the future. 

Figure 3 and 4 show how students evaluate the level of importance of qualification and 

skills. Qualification and four skills including English, information technology, using software, 

and top ten soft skills are mentioned. There is not much difference between students’ assessment 

in the two samples mentioned previously.    

 

Figure 3: Students’ assessment of importance of qualification and skills  

(sample of 443 students) 

Source: Result of the survey 

 

Figure 4: Students’ assessment of importance of qualification and skills  

(sample of 199 students) 
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Source: Result of the survey 

More than 70% students in the two samples thought knowledge of their studying field will be 

important for their job in the future, under the revolution’s impact. Conversely, about 10% thought 

it will not be important for them. Students’ attitude toward top 10 soft skills, English, using 

software and information technology skills seem not to be different. About 80% thought these 

skills are important for their job in the future, especially English. Approximately 85% of students 

believed English is important and only 5% thought it is not important to their job in the future.  

Students’ current capabilities  

Students’ currents capabilities are evaluated in three aspects of information technology 

skill, English and 10 soft skills. Regarding to evaluating information technology skill, students 

are asked about their level of agreement on 7 statements. Through their level of agreement on the 

statements, their current IT skills are examined. Result of the survey is presented in Figure 5.  

 

Figure 5: Students’ information technology skills 

Source: Result of the survey 

Regarding to Figure 5, a small proportion (3.6%) of survey students revealed that they are 

not familiar with working with Microsoft Word as they cannot create and edit a Word file. 

Approximately 84% of them said they can create a Word file. Regarding to PowerPoint and 

Excel software, about 77.6% and 67.7% of students can create and manage a PowerPoint file and 

Excel file, respectively. Through interviews, students said that because they have to complete a 

lot of assignments so they are familiar with working with some Microsoft Office software such 

as Microsoft Word, Microsoft PowerPoint and Microsoft Excel. Among these, Microsoft Word 

is used the most to write essay. Microsoft PowerPoint is often used for prepare a presentation. 

Students said that they hardly use Microsoft Excel for assignment as it is not necessary.  

Majority of surveyed students often access internet for updating news and searching data. 

385 students revealed that they often access internet, accounting for 86.9%. Less than 3% of 

students do not often access internet. The number of students those often use smart phone to 
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access internet are also 385. It may be that most of students those often access internet use smart 

phone for connecting. 19 interviewees said they often access internet, among them, 15 uses 

smartphone whereas the rest use personal computers.  

Majority of surveyed students have digital presence in internet. Among 443 respondents, 

approximately 91% of respondents have a social network account like Facebook, Twitter, 

LinkedIn, Google+, YouTube, and Instagram. Result of interviews show that 17 respondents 

participated in social network. Among them, 4 even have three accounts in Facebook, Instagram 

and Twitter and 3 have two accounts in Facebook and Instagram.  Facebook seem to be the most 

popular social networking site for students. Interviewees said they read Facebook every day. 

They even use Facebook for discussion when completing assignment. One student even said that 

it is not easy to give up using Facebook as her classmates often post announcement about the 

class in Facebook account. Even though the percentage of students having digital presence is 

high, majority of them do not pay attention to understanding and using software such as ERP, 

FAST, etc. Nearly two third of surveyed students revealed that they cannot use any software 

such as ERP, FAST, MISA, etc. 

Among 443 surveyed students, 102 have ever bought product and or service online. They 

bought such product or service as booking hotel, reserving table in restaurant, buying ticket in 

cinema, buying online course, transporting by Uber or Grab, paying communication fee by 

application such as Momo, using internet, etc. Interviewees said it is easy and comfortable for 

them to have transaction via internet.  

Figure 6 shows English ability of students. In general, their English is not so good. More 

than 60% of respondents thought their English is less than IELTS score of 4.0. 85.3% thought 

their English is at the level of less than 6.0 IELTS score. Approximately 2.5% thought they have 

at least 7.0 score. With regard to students’ previous term performance, 22.8% have result equal 

or higher than 8.0 score.  

 

Figure 6. Students’ English skill 

Result of interviews revealed that students said they focused a lot on English writing and 

reading but not on conversational English. As a result, they can write but find difficult to speak 

English. Although in university, there are some English clubs but only three interviewees said 
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they participated into clubs for practicing English. Others come to class outside university for 

learning. Some students expressed that they do not find enough motivation to learn English in 

their university.  

Students are required to evaluate their soft skills. According to the World Economic 

Forum, by 2020, Industry 4.0 will have brought us some remarkably technological 

advancement such as advanced robotics and autonomous transport, artificial intelligence and 

machine learning, advanced materials, biotechnology and genomics, these advancement will 

change the way we live and the way we work. The top ten necessary skills changed. Figure 7 

evaluate those skills of students.  

 

Figure 7. Students’ 10 soft skills 

Source: Result of the survey 

Regarding to figure 7, students seem to be neutral when assessing their soft skills. Majority 

of students thought their soft skills are fair. Among 10 skills, students seem not to be good in 

service orientation, negotiation and people management. Less than 11% of the sample thought 

they are good in service orientation whereas more than 30% thought they are not good in this 

skill. Likewise, about 11% of the students supposed they are good in negotiation and about 13% 

believed they are good in people management. The percentage of respondents those thought they 

are not good in negotiation and people management are 25.5% and 20.3%, respectively. 

Students’ thoughts of their other skills seem more positive. For example, more than 28% thought 

they are good whereas about 13% assumed they are not good in coordinating with others.  

However, the result seems do not have very much reliability since result of interviews 

revealed that students do not understand clearly about meaning of skills. For example, even 

though approximately 26% of students believed they are good in emotional intelligence, 12 out 

of 20 students cannot explain the meaning of emotional intelligence. Likewise, about 28% of 

surveyed students supposed they are good in cognitive flexibility but 13 out of 20 interviewees 
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do not understand about this skill. Five interviewees pointed out that some of skills like cognitive 

flexibility, service orientation, emotional intelligence, critical thinking, and creativity seem 

difficult to understand for them.  

Finally, students are asked to express their opinions about how they expect their 

institutions helping them in improving their knowledge, English, IT and soft skills. There are 330 

ideas about that. Regarding to knowledge, 67 students pointed out that the quality of training 

should be increased by improving quality of teachers and materials, applying learner  center 

approach, updating training program to be more practical, etc. Students particularly focus on 

promoting internship and inviting guest speakers to class during the learning time. Relating to 

English, 90 students mentioned that the quality of English teachers should be improved, English 

native speakers should be invited to class, more specialized courses or even conferences in 

English should be opened, requirements of graduate in term of English should be increased, etc. 

With regard to IT skills, 74 students expected that they can develop their IT skills if the 

institutions open more courses, conference and competition on IT, upgrade IT infrastructure such 

as computer network or import simulation software or games. IT should be applied more in 

courses, for example, students are given assignment like writing blog or facebook or take exam 

on computer. In addition to that, requirements of graduate in term of IT skill should also be 

increased. In regard to soft skills, students expect university open course on soft skills for them 

or to embed soft skills to specialized courses.  

5. Conclusions and Implications 

Under the influences of technological achievements, it is expected that Industry 4.0 will 

have strong impact on the future of jobs. In the case of Vietnam, it is expected that there will be 

a reduction in need for human labour, especially for unskilled workers. However, there will also 

be an increase in demand for some new jobs, especially in IT field. The way people work is also 

expected to change, especially the way people exchange information.  

Although it is supposed that people should be aware of the forth industrial revolution’s 

impacts to their occupation in order to prepare for reacting to it, about 45% of survey students 

have heard the term Industry 4.0. Among them, about 30% do not clearly understand about the 

revolution. Some students are surprised about the technological trends of Industry 4.0. They 

thought the revolution is about information technology and almost about internet. 

Students seem familiar with virtual life as more than 90% of respondents have digital 

presence in internet and 102 of them have ever used online services. Nearly 100% of students 

who frequently access internet use mobile phone for participating network. 18.5% of respondents 

revealed they can run a (some) software and/ or programs. 

Students’ English and soft skills seem not good. Although they believed English is 

important to their job in the future, more than 60% of surveyed students supposed their English 

is at level of less than 4.0 IELTS points. Students seem not good in service orientation, 

negotiation and people management. 
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In order to create a skilled and qualified labor force, higher education and training 

institutions should pay attention to the bellows:  

 Promote students’ awareness of Industry 4.0 through communication. As mentioned 

previously, the proportion of students those have heard about the term Industry 4.0 seem 

to be more proactive in preparing for meeting requirements of job in the future than the 

rest. If we increase students’ awareness, hopefully, there will be an improvement of 

students’ competencies. 

 Improve students’ IT skills. More information technology course should be added to 

training program. Students should be required to take some online courses. Institutions 

should also assure the sufficient equipment for IT learning. They should promote the use 

of ICT tools in teaching and learning process e.g. More courses should be opened online. 

Reward and recognition should be provided to recognize teachers and students with good 

knowledge and skills of ICT. It might be done through competition or movement. 

 Focus on English training. Specialized courses should be conducted in English and 

quality of English teachers should be improved. More English clubs should be 

opened. English native speakers should be invited to classes so that students can have 

opportunities to practise English. 

 Improve of teachers’ capability. Not only IT and English teachers are paid attention but 

also teachers of specialized subjects. All of them should be trained on pedagogy, subject 

mastery, management skills and use of various teaching tools especially ICT tools. 

Periodic training should be provided to teachers as they can update and master the 

subject.  

 Enhance cooperation between training institutions and organizations. Training 

institutions in higher education should try to corporate with organizations which recruit 

graduates in order to better understand about requirement of human resource, so that they 

can conduct training program not to alienate the workers. 

In addtion to the above, students themselves also have to be proactive in improving their 

knowledge and skills for thriving in the future. Students should have good knowledge about their 

field, professional English, good IT and soft skills.  
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Abstract: Knowledge sharing plays an important role in universities, which are 

considered to be knowledge centers of society. Knowledge sharing consists of two parties, the 

donor and the receiver, with two parallel processes of knowledge donation and collection. Using 

a correlation analysis of sample size of 312 lecturers from universities in the economy - business 

administration in Vietnam, the author points out the positive relationship between the two 

processes of knowledge donation and collection with individual performance of lecturers. 

Keywords: Knowledge sharing, knowledge collection, knowledge donation, individual 

performance. 

 

1. Introduction 

The university, as a center for knowledge creation and cultural preservation, not only 

develops human resources but also maintains, manages and develops new knowledge that meets 

the needs of society. Knowledge is considered to be an invaluable asset, a major source of 

national development and knowledge management, and therefore inevitably becomes an issue 

that needs to be addressed in order to achieve the goals of organizations, particularly knowledge 

creation centers like universities. 

Modern universities are complex organizations, with departments, faculties, laboratories, 

and research laboratories. When a lecturer, administrator or librarian retire, a gap is created. 

Those who are replaced in their positions are often compared to their predecessors, and in many 

cases, the results are inappropriate. Although, knowledge arises through longterm efforts of 

learning and research over a long period of time, and therefore it cannot automatically transfer to 

others quickly; but when experience and knowledge are shared with others, and this sharing 

takes place in a context appropriate to the rules, procedures, and technology that support it, we 

can say that shared knowledge have appeared. 

Knowledge sharing is really important with universities in general and faculty in particular. 

Mikulecky and Mikulecka (1999) argue that because of its nature, the university environment is 

appropriate for the application of knowledge management principles and methods, as universities 
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often have a modern information infrastructure, sharing knowledge with others is the natural law 

of the teacher. McAndrew et al. (2004) in their study have confirmed that lecturers want to know 

what their colleagues are thinking, what approaches they are currently using, and the opportunity 

to discuss them. Ideas with colleagues across the university. 

In addition, knowledge sharing is closely related to job performance and competitiveness 

(Du et al., 2007). Akram and Bokhari (2011) argue that effective knowledge sharing is essential 

for determining the impact on personal performance. Research that shows the relationships 

between knowledge sharing and personal performance is rarely so this is a space for researchers 

to learn about this relationship (Du et al., 2007). In the field of education, the study of knowledge 

sharing and job performance of university lecturers is also essential to increase competitiveness 

in the knowledge economy in the context of globalization. 

The number of universities in the economy  business administration in Vietnam is large 

but there is no high position in the global rankings, although it cannot be denied the role of these 

universities for economic development of the country. Universities now have a lot of problems in 

terms of lecturers’ educational qualifications, quantity and quality of teaching and researching. 

Therefore, in order to improve global competitiveness, knowledge sharing is an important tool 

for improving the position of universities in the economy  business administration in Vietnam 

compared to the world, addressing the problems that universities are experiencing as well as 

contributing to the maintenance and promoting individual performance of lecturers. This study 

found out the relationship between two processes of knowledge sharing: donating knowledge, 

collecting knowledge and individual performance of lecturers. 

2. Literature review 

2.1. Knowledge sharing with two processes: knowledge donation and knowledge 

collection 

Many definitions of knowledge sharing are given by scholars. Connelly (2000) defined 

knowledge sharing as the exchange of knowledge, or the behavior that help others with 

knowledge. Ipe (2003) thought that the knowledge sharing between individuals was the process 

that private individual knowledge turn to be understood, absorbed and used by others. De Vries 

et al. (2006) argued that this is the process of donating and collecting knowledge. It is also the 

exchange of data, information, knowledge, skills, feedback and understanding related to 

products, procedures and processes (Myers and Cheung, 2008). Knowledge sharing is also 

defined as “a culture of social interaction, involving the exchange of knowledge, experience, and 

skills” (Lin, 2007). 

Some studies claimed that knowledge sharing is a oneway process, which is limited only 

by the behavior of knowledge contributors. It is reflected in some conclusions by scholars as 

knowledge sharing is the process by which each person contributes knowledge to the database 

and uses the knowledge from the institution (Zhang et al., 2010) or knowledge sharing is the act 

of knowledge contributors making knowledge available to other people in the organization 

(Wickramasinghe and Widyaratne, 2012). 
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Some other authors refer to the twoway process of knowledge sharing. Bartol and 

Srivastava (2002) argued that knowledge sharing occurs when members share information, ideas, 

suggestions and expertise together. Foss et al. (2009) defined knowledge sharing as involving 

interpersonal interactions. Lin (2007), when discussing knowledge sharing, emphasized both the 

willingness of employees to actively communicate with peers and actively consult their 

colleagues to learn from them. Reychay and Weisberg (2009) showed that knowledge sharing is 

based on exchange relationships, which involve expectations of future financial benefits when 

employees share knowledge with peers, managers and organizations. Wang and Noe (2010) 

defined knowledge sharing as providing information about work and how to help and connect 

with others to deal with issues, develop new ideas, or implementation of policies or procedures. 

According to Mueller (2012), at least two people, a group of people or an entire organization are 

involved in knowledge sharing “contributors  who are ready and able to share knowledge, and 

recipients  who are willing and be able to match new knowledge with their existing knowledge 

and use it”. 

The separation of knowledge sharing into two different processes, inherited by Van den 

Hooff and de Ridder (2004) from three previous studies. Weggeman (2000) studied distinguish 

between contributors and recipients in knowledge sharing process, Oldenkamp (2001) discussed 

how to  share knowledge between who want to share knowledge and who want to learn 

knowledge, Ardichvili et al. (2003) with the view that knowledge sharing includes the provision 

of new knowledge and the demand for new knowledge. Some recent studies have also followed 

the work of scholars before proposing conception of knowledge sharing with two central 

processes: knowledge donation and collection. 

2.2. The relationship between knowledge donation, knowledge collection and individual 

performance of lecturers  

Individual performance is the behavior shown or something made by the staffs (Campbell, 

1990). According Motowidlo et al (1997), individual performance can be assessed according to 

the extent to which it contributes to the efficiency of the organization. Onukwube et al. (2010) 

considered that it is the behavior and result that the employees involved in or carry on to 

contribute to the organization's objectives. Individual performance related to the degree to which 

an employee has the ability to perform assigned tasks or how the work is completed contributes 

to the implementation of organizational goals (Mawoli, 2011). 

To measure individual performance, Campbell (1990) demonstrated that the results of the 

individual is measured depends on the individual, process, and product. Meanwhile, Baytos and 

Kleiner (1995) suggest that the quality of work, punctuality, results, performance,... can be used 

to measure individual performance. Borman and Motowidlo (1997) recommended that the 

results of the individual work can be divided into tasks and expression in circumstances. 

In his research, Von Krogh et al. (2000) pointed out that effective knowledge sharing leads 

to better business processes, enhances organizational creativity, performance and value of 

products and services. Du et al (2007) also concluded that knowledge sharing have effects on 

individual performance. 
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Research by Akram and Bokhari (2011) explored the relationship between knowledge 

sharing and individual performance. The authors argue that knowledge sharing and individual 

performance closely related to each other. This study adds to the understanding of the impact of 

knowledge sharing on individual performance, and make suggestions for practice knowledge 

sharing.  

Muhammad et al. (2011) concluded that knowledge management is one of the important 

areas of existing organizations to improve individual performance. The authors explore the 

relationship between knowledge management activities and results of academic work of a public 

educational institution. Research has found that knowledge management such as knowledge 

dissemination, knowledge synthesis, knowledge sharing and use of knowledge have positive and 

significant relationship with individual performance. By testing the correlation between these 

factors, the research focuses on various aspects of knowledge management and their 

relationships with job performance in general and not related to individual performance. 

Tran et al. (2013) studied factors that belong to the working conditions affect knowledge 

sharing and acquisition (including mentoring & innovation; dialogue & job rotation; systemizing 

condition; practical experience) and the relationship with individual performance of the 

managers and employees in the public and private sector in the North, Central and South 

Vietnam. Research aims to make policies in the management of the organization in general and 

public institutions in particular in Vietnam. 

The main purpose of the study by Kuzu and Ozilhan (2014) is to understand the impact of 

knowledge sharing on in particular in the hotel considered as a service enterprise. In this pilot 

study, the influence of knowledge sharing to in particular of the employees was found 35% from 

the data of structured questionnaires. The findings of the authors on case study and at only one 

hotel with 80 observers should be able to generalize is very limited. However, the research 

results can as a starting point for other researchers to explore factors affecting work effectiveness 

and individual performance. 

In summary, previous studies have shown the relationship between knowledge sharing and 

individual performance, but no study focuses on this relationship for university lecturers. 

Therefore, understanding the relationship between knowledge sharing behavior and individual 

performance of university lecturers is a topic which should be studied in order to offer a few 

suggestions for decision makers to improve the efficiency of knowledge sharing and individual 

performance of university lecturers.  

3. Research methodology 

3.1. Data collection methods 

● Secondary data collection and analysis 

Collecting, analyzing, comparing and evaluating some studies on knowledge donation and 

collection. 
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● Primary data collection and analysis 

The author conducted indepth interviews of 10 lecturers of Vietnam economic – business 

management universities in the city of Hanoi to evaluate and adjust the questionnaire, and clarify 

the perceptions regarding the three processes of knowledge sharing. 

Questionnaire survey was used to collect data from the selected lecturers of Vietnam 

economic – business management universities. Respondents are lecturers of Vietnam economic – 

business management universities such as National Economics University, Vietnam National 

University, Vietnam University of Commerce, Ho Chi Minh City University of Economics, Ho 

Chi Minh City University of Industry, Danang University of Economics, Banking Academy, 

Finance Academy,… in Hanoi, Thai Nguyen, Son La, Hue, Da Nang, Ho Chi Minh. These 

lecturers are working at some faculties which are related to economics and business 

administration on the territory of some provinces and cities in Vietnam. The author investigated 

through questionnaires sent directly and via the Internet (email, social networks and forums) 

thanks to google docs tool. Time to collect data was from June to August 2017. The results were 

180 direct and 152 online questionnaires. After screening the invalid questionnaires due to lack 

of information and unreliability, the author collected 312 valid questionnaires to use for analysis.  

Table 1: Factors and their items 

Factors Sources Items Symbol 

Knowledge 
donation 

 

Lin (2007) 

When I learn something new, I tell my colleagues about it Do1 

I share the knowledge  I have, with my colleagues Do2 

I think it is important that my colleagues know what I am doing Do3 

I regularly tell my colleagues what I am doing Do4 

Knowledge 
collection 

 

 Lin (2007) 

When I need certain knowledge, I ask my colleagues about it Co1 

I like to be informed of what my colleagues know Co2 

I ask my colleagues about their abilities when I need to learn 
something 

Co3 

When one of my colleagues is good at something I ask him/her to 
teach me how to do that thing 

Co4 

Individual 
performance  

Kulkarni et al. 
(2006&2007; 
Bontis and Serenko 
(2007); Anntatmula 
(2007) 

I completed more work than the expectations of the manager Pe1 

I can finish all the work earlier than the assigned plan Pe2 

I can reduce the time required to complete my daily work Pe3 

The results of my work always exceed the work goals assigned by 
managers 

Pe4 

I have ideas and useful suggestions for the university Pe5 

I always meet the wishes of learners Pe6 

I have never had any delays in my work or caused anything to do with 
my carelessness 

Pe7 

I have never received any complaints about poor performance Pe8 

The manager is always satisfied with my results Pe9 

Source: Compiled from previous studies 
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The questionnaire is formed on the basis of scale variables used in the previous studies. 

These items are measured by using a fivepoint Likert scale ranging from 1 = totally disagree to 

5 = totally agree.  

3.2. Data processing methods 

● For secondary data, the study used the synthesis, comparison, and analysis methods. 

● For primary data, the study used SPSS 22.0 tool to describe the results. 

3.3. Research hypotheses 

H1: There is a correlation between knowledge donation and individual performance of 

lecturers 

H2: There is a correlation between knowledge collection and individual performance of 

lecturers 

4. Results 

4.1. Describe the research sample 

The demographic characteristics of the sample are presented in Table 2. The gender of the 

respondents: 38,5% questionnaire was answered by men; 61,5 % of questionnaire was answered 

by women. Regarding the age of the respondents: 23,7 % respondents aged 2030 years old; 

51,3% respondents aged 3140 years old; 16,0% respondents aged 4150 years old; 5,8% 

respondents aged 5160 years old; 23,7% of subjects remaining respondents aged over 60 years 

old. Regarding educational qualification of respondents: 4,5% of respondents has bachelor's 

degree; 63,5% of respondents has master's degree; 30,1% of respondents has doctor's degree; the 

remaining 1,9% of respondents has postdoctoral degree. On work experience of the 

respondents: 3,8% of respondents has work experience under 1 year; 21,8% of respondents has 

work experience from 15 years; 29,5% of respondents has experience working from 610 years; 

22,4% of respondents has work experience from 1115 years; the remaining 22,4% of 

respondents has work experience over 15 years. 

Table 2: Characteristics of the sample 

Category Number of respondents Percentages (%) 

Sex    

Male 120 38,5 

Female 192 61,5 

Age    

From 20 to 30 74 23,7 

From 31 to 40 160 51,3 

From 41 to 50 50 16,0 

From 51 to 60  18 5,8 

Over 60 74 23,7 
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Category Number of respondents Percentages (%) 

Education qualification   

Bachelor 14 4,5 

Master 198 63,5 

Doctor 94 30,1 

PostDoctoral 6 1,9 

Work experience   

Under 1 year 12 3,8 

From 1 to 5 years 68 21,8 

From 6 to 10 years 92 29,5 

From 11 to 15 years 70 22,4 

Over 15 years 70 22,4 

Source: Results of data analysis 

4.2. Reliability analysis 

The reliability test is used to confirm whether the determine measures can be employed as 

representation of the global independent and its sub – variables and global depend variable and 

its sub – variable. Previous studies have shown that observers with a small (less than 0,3) 

variabletoaggregation coefficient will be excluded and criteria for scale selection when 

Cronbach's Alpha reliability is greater than 0.6. The larger the Cronbach's Alpha, the higher the 

internal consistency (Nunally and Burnstein 1994). 

A test was done to examine the reliability of 2 knowledge sharing processes: knowledge 

donation and collection. Table 3 and 4 show the reliability statistics for these factors. The 

Cronbach’s Alpha result values are 0,766 and 0,779; the smallest corrected itemtotal correlation 

is 0,542 (> 0,3). These results are suitable to be represented for two factors. 

Table 3: The reliability statistics for 2 processes of knowledge sharing 

No. Factors Cronbach’s Alpha N of items 

1 Knowledge donation 0,766 4 

2 Knowledge collection 0,779 4 

Source: The results of data analysis by SPSS 20.0 

Table 4:  Item – Total statistics for 2 processes of knowledge sharing 

No. 
Scale Mean if Item 

Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if 

Item Deleted 

Do1 9.73 3.760 .552 .718 

Do2 9.36 3.935 .619 .691 

Do3 10.10 3.586 .542 .725 

Do4 10.24 3.551 .569 .710 

Co1 11.98 2.643 .579 .729 
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No. 
Scale Mean if Item 

Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if 

Item Deleted 

Co2 11.98 2.694 .552 .744 

Co3 11.88 2.958 .630 .712 

Co4 11.67 2.626 .596 .719 

Source: The results of data analysis by SPSS 20.0 

Furthermore, a test was done to examine the reliability of individual performance. Table 5 

and 6 show the reliability statistics for this factor. The Cronbach’s Alpha result value is 0,710; 

the smallest corrected itemtotal correlation is 0,358 (> 0,3). These results are suitable to be 

represented for this factor. 

Table 5: The reliability statistics for individual performance 

No. Factors Cronbach’s Alpha N of items 

1 Individual performance 0,710 9 

Source: The results of data analysis by SPSS 20.0 

Table 6:  Item – Total statistics for for individual performance 

No. Scale Mean if Item 
Deleted 

Scale Variance if 
Item Deleted 

Corrected Item-Total 
Correlation 

Cronbach's Alpha if 
Item Deleted 

Pe1 27.12 17.556 .358 .854 

Pe2 27.23 24.924 .583 .666 

Pe3 27.20 25.292 .543 .672 

Pe4 27.38 24.610 .623 .660 

Pe5 27.28 26.117 .393 .688 

Pe6 27.10 25.983 .475 .682 

Pe7 27.34 24.289 .528 .665 

Pe8 27.48 24.456 .507 .668 

Pe9 27.31 24.201 .638 .655 

Source: The results of data analysis by SPSS 20.0 

4.3. Correlation analysis 

The correlation analysis was conducted to examine the intensity and tendency of variable’s 

relationship (Pallant, 2013). Correlation coefficient (r) is a statistical indicator that measures 

correlation between two variables. The correlation coefficient is from 1 to 1. The correlation 

coefficient of 0 (or near 0) means that the two variables are not related to each other; conversely, 

if the coefficient is 1 or 1, the two variables have an absolute relation. If the value of the 

correlation coefficient is negative (r <0) it means that when x increases, y decreases (and vice 

versa, when x decreases, y increases); If the correlation coefficient is positive (r> 0), it means 

that when x is high, y also increases, and when x increases, y increases. There are many 

correlation coefficients, the most commonly used correlation coefficient: Pearson correlation. 
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Table 7: Correlation between knowledge donation, knowledge collection  

and individual performance of lecturers 

  Co Do Pe 

Co Pearson Correlation 1 0,14 0,241** 

 Sig. (2tailed)  0,856 0,001 

 N 312 312 312 

Do Pearson Correlation 0,14 1 0,374** 

 Sig. (2tailed) 0,856  0,000 

 N 312 312 312 

Pe Pearson Correlation 0,241** 0,374** 1 

 Sig. (2tailed) 0,001 0,000  

 N 312 312 312 

**. Correlation is significant at the 0,01 level (2tailed) 

*. Correlation is significant at the 0,05 level (2tailed) 

Source: The results of data analysis by SPSS 20.0 

Based on the correlation matrix, knowledge donation and collection can be positively 

correlated with individual performance of lecturers (Sig. < 0,05). These results suggest that H1 

and H2 hypotheses are acceptable. 

5. Discussion 

5.1. Discuss research findings  

Knowledge donation and collection are positively correlated with individual performance 

of lecturers. These results are also shown in the study by Von Krogh et al. (2000), Akram and 

Bokhari (2011), Muhammad et al. (2011), Tran et al. (2013), Kuzu and Ozilhan (2014). In 

addition, they are confirmed by the answers of some lecturers participating in indepth 

interviews: 

“When I share my knowledge and get support from colleagues, I feel my understanding is 

improving and the results of my work better than expected”. 

“My knowledge after the exchange with colleagues, many issues are clarified. That helps 

me do a good job teaching and researching science. We often participate in seminars or 

scientific activities to jointly issue, exchange and solve the ultimate problem”. 

5.2. Implications for managers 

Managers hope lecturers perform good teaching and research work. Therefore, one of the 

ways to increase the performance of the lecturers’ work is to promote the act of donating and 

collecting knowledge. Each Vietnam economic – business management university's pedagogical 

environment, also known as the academic environment, the processes of knowledge donation 

and collection are necessary and should be encouraged. 
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Abstract: Not only playing a role in creating and spreading knowledge, higher education 

institutions also make a positive contribution to the economic development and the improvement 

of social welfare. The Chinese government has made some adjustments to its state management 

policy toward higher education, massification of higher education has been achieved, several 

high world-class ranking universities and world-renowned universities have been built through 

project 985 and 211. This study focuses on analysing China's higher education system, law/legal 

system, and by-law document of improving higher education; from that, the research can point 

out the core problems in the development of higher education system in China as well as the 

content needed to be solved in the coming years. This is the research result of the national 

project: "University governance China Experiencesand Recommendations for Vietnam" - Code: 

KHGD/16-20.DT003. 

Keywords: tuition fee, staffing, university council, university governance 

 

1.  Introduction 

Higher education institutions not onlyare responsible for the the transmission and 

production of knowledge but also make a positive contribution to the economic development as 

well as welfare of mankind (Thorens 2006). Since 1978 Chinese government implemented 

economic reforms towards outside the world, ‘the focus of China was shifted to economic 

introduction to higher education in China development (Zhu and Lou 2011, p2).Lots of higher 
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education policies had been promulgated whichbrought unprecedented opportunities for higher 

education in this country. Massification has been done, worldclass universities and world

renowned universities have been established. Chinese higher education system, as well policies 

for higher educationdevelopment would be reviewed,essentialpoliciesfor the development of 

higher education institutions in China would be discussed. This research focused on policies 

oftuition fees, block grant budget, university council which are being applied in China, 

comparing to university governance patterns in countries shaped by the Napoleonic model or the 

Humboldtian model. Several suggestions for Chinese government to revise policies for higher 

education development in the coming years were discussed. 

2. Literature reviewand research framework 

Higher education system includes public and private institutions around the world with the 

exception of UK and Ireland (Mora 2001), and the Statemanage higher education development 

through the state control model or the state supervising modelVught (1989). At the time of the 

founding of the People's Republic of China, ‘all private and missionary universities and colleges 

were turn into public ones’(Liu 2016, p50) and overspecialized institutions were dominated 

throughout the higher education system asthe Soviet model of higher education was 

copiedbecause the it matched well the planned economy (Zha 2009). All Chinese universities 

were owned and directly administered by the Ministry of Education and other ministries. Higher 

education had been developing in accordance with the planning and administration of the 

Chinese government (Zhu and Lou 2011).  

With the establishment of China’s economic reform and openingup policy towards the 

worldsince 1978, higher education opened out ‘towards the future and towards modernization’ (Deng 

1993, p 35) as well as ‘better serve the socialist construction’ (Deng 1994, p 103). China’s higher 

education entered an era of rapid development and comprehensive reform:Both central and local 

government participated in governing higher education system (Mok 1999), private universities were 

reintroduced at the early of the 1980s (Morgan and Wu 2011), comprehensive public universities 

were encouraged to launch through merger (Wang and Liu 2009), the objective of massification of 

higher education had been established (Chen 2004), the worldclass university and worldrenowned 

universities had been targeted via the introduction of project 985 and project 211 (Wang et al 2011). 

To enhance the development of higher education in China, a series of policies for higher education 

development had been promulgated by Deng Xiaoping and his successors. The 1985 Decision on the 

Reform of Educational Structureissued by the Central Committee of the Communist Party of 

Chinastarted a process of decentralization. Decision makingpower from the central government had 

been initially transferred to local government and public higher education institutions. The roles and 

responsibilities of central and local government in higher education development had been clarified 

to meet the current requirements of socioeconomic development at that time(Liu 2016); university 

were allowed to obtain feepaying on a small number of student in public universities(Hong 

2018);the role and responsibility of the president as well as the Committee of the Communist Party in 

public universities had been redetermined (Liu 2017). The Guidelines for Educational Reform and 

Development in Chinawas promulgated in 1993, provided more space for public universities to 
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obtain incomes from nonstate budgetthrough schoolrun industry, social donations, financial 

contribution from students and fund raising (Mok 2002, Chen 2004). The Guideline reaffirmed the 

1985 Decision as ‘The central government would refrain from direct control over education. Instead, 

government was act as a facilator’ (Li and Yang 2014, p 13). The Higher Education Law, launched 

in 1998 has institutionalized the previous policies on university governance in the context of 

university autonomy, and the law was revised in 2015(Wang 2010, Chinese National Progress 

2016).In 2015, the Overall Plan for Comprehensively Promoting the Construction of the world’s first 

class Universities and first class Disciplines was enacted by the State Council. The Double first class 

Plan clearly put forward to promote a number of universities and disciplines to enter into the world’s 

leading ranking, to accelerate the modernization of higher education governance system and 

governance ability (Higher education evaluation center of the ministry of Education, 2016) 

Althoughpolicies forChines higher education development including the Law on Higher 

Education, Law on the Promotion Of Nonpublic Schools of the People’s Republic of China, by

law documents for the development of the higher education system have been discussed among 

Chinese and international scholars (Huang 2003, Chen 2004, Wang et al. 2011, Mohrman et al 

2011, Su et al. 2015, Liu 2017, Jia and Ericson 2017),and the limitations and implicationpolicies 

for university governancehave been pointed out. The research on policies on Chinese higher 

education development would never be out of date, particularly in comparison to othercountries 

shaped by the Napoleonic model or the Humboldtian model.  

3. Overview of Higher Education System in China  

There are more than 2560 higher education institutions in China, of which 118 are public 

universities, including 71 universities affiliated with the Ministry of Education, 50 higher education 

institutionsaffiliated with other ministries or central government’s branches; the remains  

approximately 1709 public higher education institutions and 733 private institutions  are managed 

by local governments (Zhang Xiulan, 2011). The number of regular HEIs offering undergraduate 

education and above are 1219, the number of regular tertiary vocational colleges are 1341. Before 

2008, the nongovernment HEIs used to be dominated by the tertiary vocational college education, 

but now private universities and tertiary vocational colleges developsimultaneously in China.In 

addition, 600 universities affiliated with local and provincial government are being transformed for 

vocational education and training with a strong orientation on employability (Serger et al 2015). 

Table 1: Changes in number of higher education institutions in China in the period of 2005  2015 

 2005 2010 2015 

Number of universities 701 1112 1219 

In which: number of nongovernment regular HEIs offering undergraduate 
education and above 

27 371 423 

Number of tertiary vocational colleges  1091 1246 1341 

Proportion occupied by the number of students enrolled by regular HEIs 59.8 66.3 68.6 

Proportion occupied by the number of students enrolled by colleges 29.9 23.2 17.9 

Source: HEEC, 2017 
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While the number of regular HEIs has increased rapidly since the beginning of the era of 

economic reform, a small number of elite universities had been selected to become ‘worldclass’ 

universities. So far, 112 and 39 public universities have been selected and support by the 211 

Project, 985 Project respectively. No new universities have been added to the list since 2011. 

The original objective of 211 project aimed to improve the capabilities and competitiveness of 

some 100 universities in education, research, management and outcome impact. As consequence, 

the 211 project universities account for fourfifths of doctoral students, twothirds of graduate 

students, and onethirds of undergraduates in China (Serger et al 2015). The project 985targeted 

a small group of elite universities with the aim of turning them into world class universities. 

With the huge investment from public funds for a small fraction of the universities, there were 2 

universities ranked in the top 50, 10 universities ranked in the top 200, 19 universities ranked in 

the top 300 and 44 in the top 500 universities all over the world (Reddy et al 2016). 

More than 43 million students were enrolled in HEIs in 2015,of which, the number of 

undergraduates annually enrolled by regular HEIs was 5,66 million, the number of students 

enrolled by colleges was 6,12 million and the number of HEI graduates was 5,20million in 2015. 

According to the report of Higher education evaluation center of the ministry of Education 

(2016), at the undergraduate level, majors related to science, engineering, agriculture and 

medicine account for about 50%, the literature, history and philosophy related majors account for 

20%, and the economics, business, law and education related majors account for 30% of the total 

enrollment undergraduate in China. At the graduate level, the proportion of different disciplines 

was 50%, 20%, 30% respectively in 2015.  

Table 2: Changes in the number of undergraduate students enrolled by the regular HEIs 

according to the disciplines in 2005 – 2015 

Unit: 10 000 persons 

 2005 2010 2015 

Total 258.6 387.2 423.7 

Subtotal of literature, history and philosophy 41.5 68.8 76.3 

Subtotal of students majoring in Economics, Management, Law and 
Education  

71.2 108.9 121.5 

Subtotal of students majoring in Science, Engineering, Agriculture and 
Medicine 

120.1 173.6 191.6 

Subtotal of students majoring in Teaching training 25.8 35.9 34.3 

Source: HEEC, 2017 

In HEIs, the average total credits are 164, but it differentiates among 985 project HEIs, 211 

project HEIs, regular HEIs, independent colleges. The total credits cover both compulsory and 

selective courses, with the average proportion is 79,54%, and 20,46% respectively. Public 

compulsory courses, particularly political courses such as Marxism and Maoismare strictly 

controlledby the state because ‘The task of China’s higher education is to cultivate highlevel 

specialized personnel with social responsibility, innovative spirit and practical ability, develop 
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scientific and technological culture and promote the construction of socialist modernization’ 

(HEEC 2016, p7) 

4. Laws and By-law documents for Higher Education Development in China  

First, about the establishment and development of higher education system: Law on Higher 

Education of China defines the roles, responsibilities of central government and local 

government in their relationships with higher education institutions: ‘The state formulates higher 

education development planning, establishes institutions of higher learning and adopts various 

forms to actively develop the cause of higher education in accordance with the requirements of 

economic construction and social development’. (Article 6); ‘Establishment of institutions of 

higher learning shall be subject to the examination and approval of the department of education 

administration under the State Council, among the establishment of institutions of higher 

learning imparting specialty education may be subject to the examination and approval of the 

people's governments of the provinces, autonomous region’ (Article 29); ‘Specific standards for 

the establishment of institutions of higher learning shall be formulated by the State Council, .., 

Specific standards for the establishment of other institutions of higher education shall be 

formulated by the departments concerned authorized by the State Council or people's 

governments of the provinces, autonomous regions and municipalities directly under the Central 

Government in accordance with the principles prescribed by the State Council’. (Article 25). 

Based on the China’s higher education law, Beijing Municipal Commission(2017) enacted 

Regulations on the Establishment of Non-public Higher Education Institutions of Beijing; 

Shanghai Municipal Commission (2017) issued Regulations on the Establishment of Non-public 

Higher Education Institutions of Shanghai. Both of these bylaw documents emphasized on the 

minimum requirements of staffing, land and facilities for the establishment of newlybuilt higher 

education institutions. 

Secondly, about the university governance at institutional level, the China’s higher education 

law asserts that ‘The president of the institution of higher learning shall be the legal representative of 

the institution of higher learning. (Article 30).According to the law, university president takes overal 

responsibility for the university’s operation under the leadership ofthe Committee of the Communist 

Partyof the university known as the governing board.Bylaw documents indicatethe presidents of the 

university affiliated with the ministries are appointed by the ministers, the municipal government 

appoints the presidents of university affiliated with them, including minban and independent colleges 

(Hong 2018).Although university council has been suggested to establish in some public universities; 

they work as a consulting bodyfor the president (Liu 2017). 
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Table 3: a comparison of university council among three public universities in China 

 East China Normal 
University 

Yunnan Normal 
University 

Fuzhou University 

Governing body The Party Secretary heads 
the university council  

The president is also the 
chairperson of the 
university council 

University council’s 
members are elected (head 
of university council could 
be the president or the Party 
Secretary) 

Authorities  Supervising the 
administrative units and 
sociopolitical units 

Supervising and counseling President’s decisions 
regarding the development of the institution. 

Raising and supervising endowment funds 

  Participating in making 
decision processrelated to 
institution’s 
development, training 
faculty members  

Electing university council’ 
members. 

Coordinating the 
cooperation between the 
boards and other 
administrative units 

Source: Mai Ngoc Anh et al 2017 

Regarding public higher education institution’s budget, China’s Law on Higher Education 

specifies that the budget of public institution includes block grant budget and nonstate purse. 

Public universities are allowed to raise funds through various channels, throughrunning 

enterprise universities, renting out university’s lands with the purpose of enhancing the services 

for students… besides the State’s allowance. The Temporary Regulation onManaging the State’s 

properties for higher education institution affiliated with the Ministry of Education (the Ministry 

of Education collaborate with Ministry of Finance 2013) indicates thatprivate enterprises are not 

allowed to invest in public universities.  

Regarding to higher education quality assurance, higher education law specifies that, 

‘education quality of higher education institutions should be subject to the supervision and 

evaluation by the departments of educational administration’ (Article 44). It is therefore, 

governmental agencies have been in chargeof most types of higher education evaluation, non

governmental agencies have little chances to take part in any official evaluation schemes (Liu 

2016). Under the instruction of HEEC, the Chinese higher education institutions have also made 

great efforts to develop their own internal quality assurance schemes. Institutional teaching 

evaluation centers have been established in most universities. The evaluation procedures were 

standardized, a stratified and categorized evaluation system has been set up: (i) the HEEC of the 

MOE is in charge of the implementation of evaluation on HEIs directly affiliated with Ministry 

of Education and other Ministry of the central government and newlybuilt HEIs since 2000; (ii) 

the evaluation on other HEIs at provincial and municipal level will be organized by quality 

assurance agencies in relative provinces. There are 5 steps in procedure of evaluation have been 

figured out such as: selfevaluation, the analysis report of basic educational status data, site
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visits, review and approval of the evaluation conclusion and finally continuous quality 

improvement. Higher education institutions must execute reforms following the 

recommendations. They were required to present reforming projects to the MOE and to report 

the achievement after one year reforms. The MOE published the evaluation results excellent, 

good, qualified or unqualified in mass media (HEEC 2007). 

Thirdly, in 2002, the China’s Law on Promotion of Nonpublic Schools was passed to 

enhance the development of nonpublic higher education institutions. All of private higher 

education institutions were nonprofitseeking schools at that time. They received government 

subsidies in the form of cheap land and tax benefits, but they found it more difficult to give their 

shareholders any form of financial return. The amendment to China’s Law on Promotion of Non

public Schools passed in 2016 was the first time to allow private higher education institutions to 

seek for profit. The revised law indicates that both forprofit and nonprofit institutions are 

coexisted in higher education market. For profit higher education institutions, the subsidies and 

other incentives from government would be reduced. In return, they will have autonomy to 

adjust tuition fees at their discretion, particularly “reasonable rate of return” policy has been 

removed to this kind of nonpublic higher education institutions seeking for profit. The 

advantages of profit higher education institutions would be the disadvantages of nonprofit 

higher education and vice versa.  

Discussion and conclusion 

According to China’s higher education law,Chinesepeople have the right to study at higher 

education level, Chinese government has tried its best to serve the citizen.The centrally 

prescribed higher education systemhad been existedin China before 1978, this university 

governance patternhas been replaced by the state supervising model with the Chinese 

characteristics. Policies on university governance at the system level therefore have beenadjusted 

to meetthe requirements of socioeconomic development as well come towards common norms 

in this area. 

In the surge of institution taking back their autonomous in the age of international 

integration and the influence of the same phenomena due to the need of cutting government 

spending from Western countries (Donina et al 2015), Chinese government does not lay this 

financial burden on students and their families, nor totally cut down on annual expenditure of 

public budget for public universities (Serger, Benner and Liu 2015). Instead, the State sets 

maximum tuition fee levels above which institutions may not go, thus creates a flexible 

mechanism for public universities to determines tuition fees themselves (Marcucci and Usher 

2012), the remaining gaps in the annual expenditure of the higher education institutions are 

provided by the government with clear intention of “training those talented to be builders of 

Socialism with Chinese characteristics”. The number of personnel in book of public higher 

education institutions is determined by the State Council. However, the State encourages 

institutions not to use up all the quota and to reserve some percentage for 3yearcontract faculty 

members who exceed the requirement in teaching and researching. The fact that public 

employees of institutions are still partially paid by the State ensure that “university is the 
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government extended arm, and tool for the State to improve its socioeconomic 

status”(Christensen 2010). This is also the main point of the changing to improve staffing 

autonomy and financial autonomy of public higher education institutions in not only China, but 

French and even Germany, where students are not charged and teachers are still civil servant 

(Nokkala and Bacenvic 2014, Pruvot and Estermann 2017) with the exception of UK, and 

Ireland where there is no public university across the countries (Mora 2001). 

The establishment of the Board of Governors in public university is the inevitable 

development of every country all over the globe, and instead, Board of Governors had already 

reappeared in some public  higher education institutions in China since 1988 when China 

implement the Decision of the National Education Commission on Implementation of the 

University Principles of Responsibility; almost 30 years has passed until the Ministry of 

Education progulate the Resolution no. 37 on the trial establishment of the Board of Governors 

in public universities. The nature of the Board of Governors is an unit of the institution is the 

executive organ of the university  handles daytoday affairs  and appointed the Principal 

(Estermann and Nokkala 2009, 2011). In a unique condition of China, the university’s grass

roots committees take upon this responsibility. In some public universities with school boards in 

China, if the Secretary of the school’s grassroots committees is not the Chairperson of the 

university’s Board of Governor, this unit would only had the advisory position and the power to 

raise and supervise endowment funds, or at most having vote in deciding direction to run the 

institution. By including the establishment of the Board of Governors in public institutions with 

Chairperson being the Secretary of the university’s grassrooted committed, the managing body 

of Chinese university reach the international standard in higher education but still secure the 

leading position of the Party in public higher education institution. 

The study outlines Chinese higher education policy system and points out the difference 

between Chinese higher education system and the world's higher education system. The study 

also shows the differences among school boards and the financial autonomy policy in higher 

education. Along with that, some recommendations for future Chinese educational development 

are also mentioned in the study. 
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Abstract: Supply chain management has received much attention from both practitioners 

and academicians. The purposes for parties who involved in collaborative networks are not only 

to solve their diverse business goals but also to get potential benefits and the added value for the 

entire tourism supply chain. Structural Equation Modeling was employed to examine the 

influence of several factors: trust, commitment, personal relationship, application of information 

technology in chain, customer orientation policy to the collaborative relationship between travel 

companies and their suppliers in tourism supply chain. The results indicate that these factors 

have direct and positive impacts on this collaborative relationship. Furthermore, the study also 

confirmed the nexus between trust as well as customer orientation policy and the commitment 

among members of the tourism supply chain. 

Keywords: Collaboration, trust, commitment, personal relationship, and the tourism 

supply chain. 

 

1. Introduction 

Theoretical aspect 

With rapid changes in environments, advances in technology, and globalization of markets, 

organizations have become increasingly aware of the needs to optimize the performance of 

whole supply chains rather than individual organizations (Lejeune and Yakova, 2005). To 

survive and thrive in this emerging competitive environment, firms strive to achieve greater 

supply chain collaboration to leverage the resources and knowledge of their suppliers and 

customers (Lejeune and Yakova, 2005). 

Supply chain collaboration means two or more autonomous firms working together to plan 

and execute supply chain activities (Simatupang and Sridharan, 2002). Collaboration requires a 

certain degree of relationship among supply chain members. It also requires supply chain 

members to share resources to meet their customer needs (Lejeune and Yakova, 2005). 

Supply chain collaboration can deliver substantial benefits and advantages to its partners. 

Collaborative relationships can help firms obtain information, share risks, access complementary 

resources, reduce product development costs, reduce logistical costs, reduce transaction costs 

and enhance productivity, improve quality, improve technological capabilities, enhance profit 

performance and competitive advantage over time (Cao and Zhang, 2011). Without effective 
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relationships, managing the flow of materials and information across the supply chain are 

unlikely to be successful. 

Tourism is a general service industry economy which is crosssectoral, crossregional and 

highly socialized. In order to develop this industry to become a key economic sector, it is 

necessary to strengthen the collaboration between travel agencies and suppliers in the tourism 

supply chain. If the collaboration is effective, they can gain many benefits such as the provision 

of services with higher quality and lower prices; shortening the product life cycle in the times of 

recession, then encouraging the suppliers to pursue innovation, creativity, and after all, 

improving the quality of products and services to promptly meet customer requirements. To 

create core products, infused with national identity, of high quality and meet the diverse and 

demanding needs of visitors, travel companies need to establish and maintain effective 

partnerships with suppliers in the tourism supply chain. 

The previous studies of Buhalis (2000), MedinaMuñoz and GarcíaFalcón (2000) (cited in 

Zhang et al, 2009), focused on the impact of certain factors on the cooperative relationship 

between hotels and travel agencies and tour operators. These studies only assess the cooperation 

between the parties and also focuses on several individual factors affecting the collaborative 

relationship between the partners as trust, commitment that is not specific in the context of the 

tourism supply chain. However, they lack research synthesis identifiable factors that affect the 

collaboration between travel companies and tourism suppliers in the tourism supply chain. 

Therefore, the overall evaluation of factors affecting the collaborative relationship between travel 

companies and suppliers in the tourism supply chain meet theoretical requirements. 

Practical aspect 

Vietnam tourism industry in the last fifteen years has seen significant development; 

achieved important results, very encouraging and highly profitable businesses, but the pressure 

of competition always stay on businesses that they are forced to create the best and perfect 

service. Moreover, there is a rule that the popularity countries, regions and businesses develop 

tourism activities can be difficult to avoid is the seasonality of tourism. Because the seasonality 

of tourism does not only influence the performance of the tourism industry but also negatively 

affects the use of tourism resources such as natural resources, cultural resources, and social 

resources. To resolve the challenges of seasonality in the tourism business, the tourism 

authorities and businesses need to formulate strategies to create linkages, cooperation between 

travel companies and tourism service suppliers such as tourism transport operators, 

accommodation facilities, dining, entertainment tours, shopping malls, etc. Moreover, when the 

travel company builds up a good relationship with suppliers, they also partly created trust with 

customers because they have the ability to control the quality of service in their supply chains 

better than establishing integration relationship with businesses outside the chain, then they can 

bring more added value to customers. 

However, the reality has proved that the importance of the collaboration between travel 

companies and suppliers in the tourism supply chain has not been much interest and right 

awareness from tourism enterprises. Therefore, to enhance competitive advantage and assert its 
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position in the market, the travel companies need to establish and strengthen collaboration with 

their suppliers in the tourism supply chain. Therefore, the author has chosen the theme "An 

investigation on supply chain collaboration in tourism" to study to help tourism managers and 

policymakers with the best solutions to contribute to the good governance of the collaboration 

between travel company and suppliers in the tourism supply chain. 

Research objectives 

The overall objective of the study is to analyze the factors influencing the collaboration 

between travel companies with suppliers in the tourism supply chain to provide tourism 

managers and regulators with relevant solutions to building and enhancing the collaboration. 

Specific objectives: 

 Discovering and analyzing the factors that affect the collaboration between travel 

companies with suppliers in the tourism supply chain. 

 Examining the impact of trust and customer orientation policy on the travel company's 

commitment to suppliers in the tourism supply chain. 

Research questions 

For filling the gaps in previous studies as well as for meeting practical requirements, based 

on the collaboration between travel companies and suppliers in Hanoi, the research attempts to 

solve the following research questions: 

 Research question 1: How do trust, commitment, personal relationship, application of 

information technology in the chain, and customer orientation policy factors affect the 

collaboration between the travel companies with suppliers in the tourism supply chain? 

 Research question 2: How do trust and customer orientation policy factors affect the 

commitment of travel companies to suppliers in the tourism supply chain? 

The Scope of the research 

 Study space: Travel companies based in Hanoi. Hanoi is the city in which most 

international travel companies in Vietnam are based. These companies own branches and 

representative offices in most provinces of Vietnam. 

- Study period: The survey on the collaborative relationship of travel companies in Hanoi 

with the suppliers takes place from 2015 to 2016. 

2. Literature review 

2.1. Tourism supply chain 

The travel company is an economic organization which has its own name, property and has 

a stable office and has been registered by the law for the purpose of profitability through 

organizing, constructing, selling and running travel programs for tourists. In addition, the travel 

company can do intermediary activities selling products of travel suppliers or other general 
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business activities to ensure the needs of tourists from the first stage to the last stage (Nguyen, V. 

Manh and Pham, H. Chuong, 2009). 

Travel service providers are legal entities providing tourism products and services to tour 

operators so that these companies can provide travel packages to tourists. (Nguyen, V. Manh and 

Pham, H. Chuong, 2009). 

Tourism supply chain is a network of companies engaged in various activities, from 

providing components of tourism products/services such as flight and accommodation services to 

distribution and marketing the last tourism products at a specific tourism destination, and 

involving a wide range of participants in both the private and public sectors (Zhang et al., 2009). 

2.2. Collaboration between travel companies and tourism suppliers 

Horizontal collaboration is defined as the collaboration between two or more competing 

enterprises in the process of providing products and services to customers. 

Vertical collaboration is defined as a collaboration between two or more businesses, such 

as travel companies and travel agents, who share the responsibilities, benefits, and flow of 

information relating to the customer for providing tourism services and input material suppliers 

to bring value to the endusers. 

Lateral collaboration characterizes both horizontal and vertical collaboration in order to 

achieve flexibility for partners through competition and resource sharing among stakeholders. 

Classification of collaboration in the field of tourism service business can be divided into 

horizontal collaboration, vertical collaboration, and multidimensional collaboration. In this 

study, the author focuses on vertical collaboration, specifically the collaboration of travel 

companies with travel service providers. 

2.3 Theories of research on the collaboration of the travel company with the suppliers 

In order to find out the factors influencing the collaboration between travel companies and 

their suppliers in the tourism supply chain, the author used transaction cost economics, the social 

capital theory and resourcebased view in this paper aims to affirm the role of social capital in 

the development of the collaboration between travel companies and suppliers in the tourism 

supply chain.  

2.3.1. Transaction cost economics – TCE 

Transaction cost economics theory applied in this thesis aims at explaining why businesses 

in the tourism supply chain must collaborate with each other. Since building trust simultaneously 

reduces transaction costs and control opportunistic behavior; trust is identified as a resource 

advantage. The theory focuses on how firms build relationships with their supply chain partners 

and the norms of reciprocating benefits that persons act based on the expected costs and benefits 

of the relationships. Therefore, trust and commitment have been found as key drivers in the 

collaboration based relationships (Bowersox et al., 2003). 
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2.3.2. Social Capital Theory – SCT 

Social capital theory is employed to affirm the role of social capital in the development of 

the collaboration relationship of travel companies with suppliers in the tourism supply chain. 

Thanks to social capital, collaborating parties can form interactions and social exchanges in 

which values, norms, and beliefs are formed. Social capital theory was applied to support the 

mediating role of trust and commitment in the mechanism of supply chain collaboration. By 

collaborating with supply chain partners (such as frequent communicating, joint teamworking or 

sharing resources or information), firms can develop social capital (for example trust 

commitment, and personal relationship) in the exchange relationships. 

2.3.3. Resource - Based View – RBV 

Resourcebased view addresses the effect of resource factors and motivation for sharing 

resources between businesses on the collaboration between a travel company and its suppliers in 

the tourism supply chain (Cao and Zhang, 2011). Furthermore, the establishment of effective 

resource management mechanisms among partners is built on trust and commitment between 

businesses. Building of trust as well as commitment of the parties not only reduce transaction 

costs between collaborating partners but also create the competitive advantage for businesses 

involved. This, in turn, helps strengthen the collaborative relationship between the parties 

(Grover and Malhotra, 2003). 

2.4. Factors affecting the travel company's collaboration with suppliers in the tourism 

supply chain 

2.4.1. Trust  

 Trust is recognized as a critical factor in developing relationships in the supply chain 

(Nyaga et al., 2010). Trust has a significant influence on the travel company's integration with 

suppliers in the tourism supply chain because: firstly, trust in intercompany transactions is a 

prerequisite for partners to gather information. Based on this information, partners are able to 

adapt to market changes in time, therefore minimizing risks (Chen et al., 2012). Second, 

increasing mutual trust will reduce transaction costs, while improving profitability and 

increasing business efficiency (Mayer et al., 1995). Moreover, firms with high level of trust tend 

to produce better integrative performance and also tend to maintain their commitment (Nyaga et 

al., 2010). Hence, longterm relationships in the supply chain could be established by an 

increased integration performance driven by higher levels of trust. 

2.4.2. Commitment 

 Commitment in relationships is the willingness of each party to invest in financial, 

physical or informational resources to maintain a relationship (Morgan and Hunt, 1994). In the 

supply chain, the commitment reflects partners' attitudes towards the development and 

maintenance of longterm and stable integrative relationships (Anderson and Weitz, 1992). In 

addition, the level of commitment in the relationship will help to enhance the stability of the 

integrative relationship and reduce the effects of uncertainty from the market. 
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2.4.3. Personal relationship 

Personal relationship is understood as the connection of personal relationships to 

ensure the interests of the parties involved. It contains obligations and guarantees between 

the parties, thereby enhancing mutual understanding, regulating social relationships and 

establishing longterm business relationships. In addition, personal relationships play an 

important role in establishing legitimate outside relationships rather than improving internal 

performance. Thanks to personal relationships, businesses can add resources and reduce 

transaction costs (Park and Luo, 2001). 

2.4.4. Customer orientation policy 

Customer orientation policy emphasizes understanding and meeting the needs of target 

customers (Zhou et al., 2009). For example, when the customer needs change, customeroriented 

businesses will actively collect, analyze and disseminate complete information on their 

customers. Moreover, customer orientation policy also helps promote collaboration among 

supply chain partners. It not only helps businesses access information flows more easily, but also 

facilitates the connectivity and simplification of business processes. 

2.4.5. Application of information technology in the chain 

Application of information technology in the chain helps create a link between the partners 

involved in the supply chain because it allows companies to collect, process and transmit the 

information needed for making the synchronized decision (Li et al., 2009). Application of 

information technology in the chain brings specific benefits such as easy access to information, 

improvement of the communication process between the parties in the chain, reduction of 

operating costs and delivery of better service quality. It also reduces the complexity of the chain 

and enables companies to maximize business efficiency (Wu et al., 2006). 

2.5. Research hypothesis 

The proposed research model is based on the identification of factors that influence the 

collaborative relationship of travel companies with suppliers in the tourism supply chain. The 

author draws on studies by Piboonrungroj and Disney (2009); Simatupang and Sridharan (2002, 

2004, 2005); Morgan and Hunt (1994); Nyaga et al. (2010). The results of indepth interviews 

with experts help identify four key factors affecting the relationship: (1) trust, (2) commitment, 

(3) personal relationship, and (4) application of information technology in the chain.  
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Figure 1: The proposed research model 

Hypothesis Contents 

H1 Trust positively affects the collaborative relationship of travel companies with suppliers in the tourism 
supply chain. 

H2 Commitment positively affects the collaborative relationship of travel companies with suppliers in the 
tourism supply chain. 

H3 Personal relationship positively affects the collaborative relationship of travel companies with suppliers in 
the tourism supply chain. 

H4 Application of information technology in the chain positively affects the collaborative relationship of 
travel companies with suppliers in the tourism supply chain. 

H5 Trust positively affects the commitment of travel companies to suppliers in the tourism supply chain. 

H6 Customer orientation policy positively affects the commitment of travel companies to suppliers in the 
tourism supply chain. 

Source: Tran, T. H. Trang, 2017 

3. Research methodology 

3.1. Qualitative research methodology 

Qualitative research was conducted through indepth interviews to collect information from 

different target groups. These groups included experts’ (policy researchers and practitioners who 

have taken part in the collaboration between travel companies and suppliers in the tourism supply 
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chain) opinions and comments from managers at various business positions of travel companies. 

The enterprises chosen represent diversified forms of ownership and scale of operations. 

The selected qualitative research sample (indepth interview) consisted of 8 people (2 

experts working in tourismrelated areas of government and 6 managers of travel companies in 

Hanoi). These people had a good understanding of the collaboration between travel companies 

and suppliers in the tourism supply chain. They also offered insights into the factors affecting the 

collaboration. The uncomfortable random sample selection attempted to explore the factors 

affecting the travel company's collaboration with suppliers in the tourism supply chain. 

3.2. Quantitative research methodology 

Quantitative research aimed at testing the proposed research model and hypotheses. The 

quantitative tools used in this study include reliability analysis (Cronbach's Alpha) with 

Cronbach’s alpha > 0.6, exploratory factor analysis (EFA) uses the Principal Component 

Analysis method and Promax rotation to divide several groups. After eliminating the unsuitable 

variables, the components of the observed variables are required to have factor loadings > 0.5 

(Hair et al., 2006); Bartlett test with P_value = 0.000; KMO > 0.5, confirmatory factor analysis 

(CFA) used to check the suitability of the proposed research model: CMIN/df ≤ 2; CFI, GFI và 

TLI ≥ 0.9; RMSEA ≤ 0,08 (Bentler & Bonett, 1980); and structural equation modeling (SEM) 

used to check the suitability of this model and test the hypothesis: CMIN/df ≤ 2;  CFI, GFI và 

TLI ≥ 0.9; RMSEA ≤ 0,08 (Bentler & Bonett, 1980). The formal quantitative research employed 

direct survey questionnaire. This research was carried out through a direct interview of managers 

of travel companies in Hanoi. 

In order to ensure the representativeness of the sample, the formal research sample applied 

the probabilistic sampling method. This method included a combination of stratified sampling 

convenience random sampling, particularly in the travel companies in Hanoi. 450 travel 

companies in Hanoi were selected as the subject of formal investigation since Hanoi had most of 

the international travel enterprises in Vietnam, with the branches and representative offices 

throughout the provinces. 

4. Result findings 

4.1. Descriptive statistics 

450 questionnaires were distributed to travel companies in Hanoi by the contributors, 

during 30 days from April 1st, 2016 to April 30th, 2016. There were 389 questionnaires taken 

back, equivalent to a proportion of 86.4%. After inspection and data cleaning, 370 were retained, 

accounting for 95.1% of the questionnaires collected.  

4.2. Reliability analysis – Cronbach’s Alpha and Exploratory measurement results - EFA 

Through the measurement results of scales reliability in this model, there are two factors 

that influence the collaboration between the travel company and suppliers in the tourism supply 

chain, with Cronbach’s alpha > 0.6. Thus, the scales designed in this study reach the required 

coefficient reliability.  
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The Exploratory factor analysis uses the Principal Component Analysis method and 

Promax rotation to divide several groups. After eliminating the unsuitable variables, the 

components of the observed variables are required to have factor loadings > 0.5 (Hair et al., 

2006); Bartlett test with P_value = 0.000; KMO = 0.916. The results of this model showed that 

seven factors extracted from the eigenvalue were 1.199 and the cumulative of 63.714%, and the 

Cronbach’s alpha is > 0.7. However, to specifically confirm the scale reliability as well as 

ensuring the unidimesional, convergent validity and discriminant validity of the scales, 

Confirmatory factor analysis is very necessary. 

Table 1: Reliability analysis and Exploratory measurement results 

Items 
Number of 

Items 
Cronbach’s 

Alpha 
Corrected Item-

Total Correlation 
Minimum 

Factor Loading 

The collaborative relationship of the travel 
company with suppliers in the tourism supply 
chain (SC) 

7 0.893 0.573 0.505 

Travel company’s trust to suppliers (TR) 6 0.895 0.684 0.695 

Travel company’s commitment to suppliers 
(CO) 

5 0.899 0.690 0.678 

Travel company’s personal relationship to 
suppliers (PR) 

4 0.895 0.713 0.729 

Application of information technology in the 
chain (IT) 

4 0.894 0.729 0.694 

Customer orientation policy (CUO) 4 0.888 0.731 0.780 

Source: Tran, T. H. Trang, 2017 

4.3. Confirmatory Factor Analysis Results – CFA 

The results of the CFA analysis of adjustment research model (Tables 2) showed that all items 

had strong loadings with all values being significant at p < .001 (all being above the acceptable factor 

loading > 0.35 (Hair et al., 2006). The initial results showed that the models fit the data well. Among 

comparative indicates, GFI, NFI, IFI, TLI, and CFI stand out to indicate that model fits data well. 

Furthermore, other model fit indices satisfy the condition of goodnessoffit. Value of correlations 

from the CFA model between variables shows that all of the correlation scores are lower than 0.85, 

which means all of these constructs are different from each other.  

Table 2: Confirmatory Factor Analysis Results of adjustment research model 

Items CCR VE 

The collaborative relationship of travel companies with suppliers in the tourism supply 
chain (SC) 0.895 0.551 

Travel company’s trust to suppliers (TR) 0.896 0.591 

Travel company’s commitment to suppliers (CO) 0.901 0.647 

Travel company’s personal relationship to suppliers (PR) 0.895 0.680 

Application of information technology in the chain (IT) 0.898 0.688 

Customer orientation policy (CUO) 0.888 0.665 

Source: Tran, T. H. Trang, 2017 
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4.4. Structural Equation model and Hypothesis testing results 

The results of SEM analysis show that the model has 510 degrees of freedom with chi

squared = 769.250 (Pvalue = 0.000). When adjusted with degrees of freedom CMIN/df = 1.508 

< 2.0. In addition, other criteria were appropriate (TLI = 0.963; CFI = 0.966; NFI = 0.906; 

RMSEA = 0.037) (Browne and Cudek, 1992). Thus, the proposed research model fits with the 

data collected.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2: Hypothesis testing results of the proposed research model 

Source: Tran, T. H. Trang, 2017 

According to test results of model 1 (Figure 2), trust, commitment and personal 

relationships of travel companies with suppliers; application of information technology in the 

chain factors have a positive impact on the collaboration of travel companies with suppliers in 

the supply chain tourism. And these four components account for 43.4% of the variation of the 

travel company's collaboration with suppliers in the tourism supply chain. Moreover, travel 

company’s trust to the suppliers and customer orientation policy also have a positive impact on 

the travel company's commitment to the suppliers and these two factors explains 28.1% of the 

variation of the travel company's commitment to the suppliers. Thus, the hypotheses from H1 to 

H6 in Figure 1 were supported. 

Furthermore, the research results also showed that standardized weights are positive. 
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the chain factors have a positive effect on the collaboration of the travel company with 

suppliers in the tourism supply chain. In particular, factor that has the strongest impact on the 

collaborative relationship of the travel company with suppliers in the supply chain tourism is 

the commitment of the travel company to suppliers (standardized regression weight = 0.382), 

followed by travel company’s trust to suppliers (standardized regression weight = 0.202), 

then application information technology in the chain (standardized regression weight = 

0.188) and travel company’s personal relationship to suppliers (standardized regression 

weight = 0.161). 

5. Discussions and Conclusion 

5.1. Discussions on research results 

Based on the research result of the study, the author has made some conclusions as below: 

(1) Trust, commitment and personal relationship of travel companies with suppliers; 

application of information technology in the chain factors will have positive impacts on the 

collaborative relationship of travel companies with suppliers in the tourism supply chain. 

(2) Commitment factor will be a key influencer to the collaborative relationship between 

travel companies and suppliers in the tourism supply chain. These results reaffirm the fact that 

higher commitment among the partners will result in better collaboration in plans and actions for 

maximization of benefits for all stakeholders. 

Therefore, the author proposed solutions for improved collaboration between travel 

companies with suppliers in the tourism supply chain. 

To build up the trust of the travel companies with suppliers in the tourism supply chain 

Firstly, the efforts to boost collaboration of the travel companies and suppliers will be 

among the best solutions to minimize the uncertainties in the transactions as well as to 

increase trust between the stakeholders. To get the maximum benefits from the collaborative 

relationship, the stakeholders need to not only provide accurate, timely and sufficient 

information but also keep consistent updates on customer markets, distribution channels and 

consumption taste of the customers. 

Secondly, To boost the trust among the partners in the supply chain, the travel company 

needs to broaden its collaborative relationship with suppliers, that is the representatives of 

partners  who have decisionmaking authority or can influence the decisionmaking process 

by suppliers.  

Thirdly, To ensure secure the collaborative relationship of the travel companies with 

suppliers, the stakeholders need to put together a trust control mechanism based on the 

quality of services and customer values. To get this done, it is necessary to build up the trust 

of the travel companies with suppliers in order to create benefits, first for the enterprises 

involved in the partnership and then ultimately for sustaining the sustainable development of 

the tourism industry. 
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To enhance the commitment of the travel company with suppliers in the tourism supply 

chain 

Firstly, The suppliers in the tourism supply chain are the key influencers to the expenses 

and quality of commodities and services to be delivered to the tourists. The effective 

establishment and maintenance of longterm collaborative relationship of the travel companies 

with suppliers, particularly the commitment between the collaborative partners should be built 

upon such common principles as the stakeholders will find new ways to further expand the 

collaborative relationship between the stakeholders; to balance shared benefits; to establish well 

trusted relations among the supply chain members; to commit to sharing information for delivery 

of accurate projections about the tourist need variations as well as assurance of smooth 

information flows between the stakeholders.  

Secondly, The commitment of the travel companies with suppliers will be the most 

important driver to the collaborative relationship. In order to sustain and further expand long

term and effective collaborative relationship, the travel company and suppliers will make efforts 

and invest in developing relations among stakeholders, especially the linkage and collaboration 

of the travel companies with accommodation service providers, restaurants, shopping, and 

recreational centers; linkage and collaboration among enterprises in the construction of 

destinations, delivery of offerings and promotion of tourist services and products. 

To establish the personal relationship of the travel companies with suppliers in the tourism 

supply chain 

Firstly, Based on psychological – sociopsychological traits, to establish and maintain the 

personal relationship of the travel companies with suppliers, helping enterprises to boost up sales 

while reducing transaction costs as well as reducing uncertainties from the suppliers’ side. 

Moreover, thanks to such personal relationship, enterprises may maximize their and suppliers’ 

returns by taking advantage of the mutually shared resources.  

Secondly, The enterprises need to make more investment in establishing and expanding the 

relationship with individuals or partners’ representatives, particularly people with decisionmaking 

authorities. Therefore, the enterprises need to secure their critical relations with the partners via 

such actions as: to give gifts to partners on holidays, new year; to send regards and take care of 

partners during their establishment ceremonies, important events; to consistently keep in touch 

with partners in order to provide them with timely and considerate regards; to appoint qualified and 

well trained staff to establish and strengthen relations with the suppliers, etc. 

To develop customer orientation policy so as to bring outstanding values to customers 

Firstly, The travel companies will need to develop policies which seek to promote tourism 

products and meet tourists’ need at the right time. Development of successful tourist products 

will not only help to meet the tourists’ needs at the soonest but also a way to improve tourism 

products, reduce production cost and respond to variations in tourists’ needs. Development of 

tourist products does not matter only to the travel companies, as this complex process requires 

the joint efforts of the suppliers in the tourism supply train.  
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Secondly, The travel companies should take appropriate measures to excel their business 

performance, thereby, improving tourism service and satisfy tourists’ needs. To attract tourists, 

the travel companies need to find new routes and tourist sites; to diversify their tourism agenda 

and offerings through examinations to design and formulate appealing and unique tourism 

programs. This will not only bring about added values for tourists but also maximize the benefits 

of their own, of traditional handicraft villages and local residents. 

Application of information technology in the chain in order to improve the collaborative 

relationship of the travel company with suppliers in the tourism supply chain 

Firstly, The details of tourism programs have been updated into the company’s website 

which allows travel companies to sell tourism programs in a more flexible manner and better fit 

their preferences, taste, and needs of tourists. Apart from that, travel companies may open new 

distribution channels via social media namely Facebook, YouTube, Twitter, LinkedIn, Google 

plus and Pinterest to give tourists chance to compare the quality, service, and prices of tours 

offered by various travel companies and then, in turn, increase their journey experience.  

Secondly, The travel companies and suppliers may create a database that takes hold of 

customer information to facilitate their marketing strategies. Thanks to the feedbacks given by the 

customers, the travel companies can cut down their marketing expenses and improve their business 

performance; the suppliers can provide better services and thereby best satisfying the tourists. 

Limitations and suggestions for the further study 

Firstly, data analysis reveals the impacts of concerned variables. However, this result is not 

applicable for other travel companies at the national level since the survey only involved 

respondents from Hanoibased travel companies. Therefore, future studies might widen the 

random samples to include nationwide travel companies. This would make it more reliable to 

have the comparative analysis of travel companies in Central and Southern Vietnam as well. 

Secondly, the study only focuses on some aspects of concepts or factors specific to the 

features of travel companies in Hanoi, based on qualitative studies. Many other factors, however, 

have not been taken into account. Hence, future researches may include various concepts that 

matter to the collaboration of travel companies with suppliers in the tourism supply chain, for 

example, the important role of public service providers and administrative state agencies in the 

tourism supply chain. 

5.2. Conclusion 

This study synthesizes theories on the collaborative relationship of travel companies with 

suppliers in the tourism supply chain. This helps figure out the factors of the collaboration and 

form the foundation for building research model of the study. The research results show that 

model fits well with the market survey data and reflects favorable impacts of the factors (trust, 

commitment, personal relationship, customer orientation policy and application of information 

technology in the chain) on the collaborative relationship of travel companies with suppliers in 

the tourism supply chain. 
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The study also proposes suggestions and recommendations for better collaboration of 

travel companies with suppliers in the tourism supply chain. These are expected to help 

strengthen travel companies’ strategic position in the marketplace. Establishing good relations 

with suppliers helps travel companies gain customer confidence. This also allows them to better 

control and deliver their service quality than establishing the collaborative relationship with 

enterprises outside the supply chain. This will end up bringing more added values for customers. 

It is, therefore, essential to establish the collaborative relationship between the travel companies 

and suppliers in the tourism supply chain in Vietnam context. 
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Abstract: Vietnam is among countries that suffer most from climate change, already 

encountering increased frequency and severity of droughts. Climate risks are causing 

newly emerging concerns about water security, prompting policymakers to assess the 

scarcity of water and to enhance water-use efficiency. In this paper, we measure the 

scarcity value of irrigation water in Vietnam by developing a crop choice optimization 

model and fitting it with data from a household survey. Our results suggest that crop profit 

would fall, on average, by $US 0.57 (2016 value) when irrigation water was reduced by 

one cubic meter, though specific numbers vary across households, and more than 16% of 

surveyed farmers could reduce their irrigation water without affecting their profitability. 

Furthermore, we demonstrate the importance of water pricing as an effective policy option 

by showing that setting a reasonable price for irrigation water would significantly reduce 

water quantity with only a minimal impact of  the overall economic performance. The 

paper also provides evidence for policy options to enhance the efficiency of water use by 

knowledge transfer via training and knowledge sharing through the Internet. Though 

developed and calibrated to the case of Vietnam, our approach can be applied to other 

countries facing similar problems. 

Keywords: climate change, drought, water security, water-use efficiency 

 

1 Introduction 

Overabstraction and climate change are posing significant threats to global water 

security. Driven by demographic and economic growth, global water abstraction has tripled 

over the period 19602010 (Wada & Bierkens, 2014) draining river systems (Vörösmarty et 

al., 2000; Grafton et al., 2012), depleting underground water aquifers (Gleeson et al., 2012; 

Famiglietti, 2014), and making over 4 billion people exposed to high levels of threat to 

water security (Vörösmarty et al., 2010; Mekonnen & Hoekstra, 2016).  The increasing 

trend of water ab straction is expected to continue in all projections pressing more pressure 

on water resources (Wada & Bierkens, 2014; Shen et al., 2008; Haddeland et al., 2014). 

Furthermore, climate change  with its multifacet and uneven impacts primarily channeled 

through water cycle – is deepening the risk of water scarcity with possibly another 620 

million people living with chronic water shortage and 75% increase in the proportion of 

cropland exposed to drought by 2050s (King et al., 2016). While there is no panacea for 
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these threats (MeinzenDick, 2007), optimizing the use of water through better planning and 

incentives is a top policy priority with a crucial role in determining whether the world 

achieves the Sustainable Development Goals where water links nearly every specific goals 

(World Bank, 2016). 

Vietnam belongs to the tropical wet climate zone of the world, but it is among the most 

vulnerabletoclimatechange countries, already suffering increased frequency and severity of 

droughts.  For  example,  the historic drought in 2016 has damaged 477 thousand hectares   

of agricultural land and affected 52 over 63 provinces of the country  of which 18 declared 

state of emergency. The drought also caused two million people, or 400 thousand house 

holds, experience acute water storage and require humanitarian assistance (FAO, 2016:1). 

This worst drought in nearly a century has triggered debates and concerns about the water 

security risk that the country is facing (Wyrwoll et al., 2018). 

The water security risk poses a severe threat to the sustainable growth of Vietnam’s 

agricul tural sector, a pillar of Vietnam’s economy with great contribution to its reputable 

economic achievement. As the agricultural sector will remain an important component of 

Vietnam’s GDP at least in a medium term, its growth is the key to not only the very top

priority food security objectives of feeding the young and growing population but also being 

an important food supply of the global economy. For this reason, the capacity to produce 

more food with less water, or in other words, to improve the wateruse efficiency, has 

become apparently urgent. 

Improving the wateruse efficiency in Vietnam’s agriculture is particularly important 

when the efficiency of agricultural water is relatively low here. In 2005, Vietnam’s 

agricultural sector required, on average, nearly 7m3 of freshwater, together with other 

inputs, to pro duce US$1 of output while the numbers for the world and for Australia 

are only 2.2 and 

0.6 respectively (calculated from WB’s World Development Indicators and Wada & 

Bierkens (2014:f2)).  Current regulations in Vietnam, which virtually exempt farmers from 

paying for 

irrigation water1 , have led to excessive extraction of freshwater resources as well as 

degra dation of infrastructure, though their primary objective was to improve farmer 

livelihood 

– a fact that has been pointed out by Vietnamese scholars (e.g., Hoang, 2010; Song, 

2009; Nguyen, 2015; Nguyen, Undated). This fact suggests that policies to improve the 

efficient use of irrigation water are instrumental for the sustainable growth of the 

agricultural sector of Vietnam. 

Wateruse efficiency could be improved via market instruments such as permits and 

pricing (Grafton, 2017). For a water allocation to be efficient, it is necessary that the water 

price paid by users be equal to the marginal cost of supply of the society (James & Pollock, 

1988), which provides incentives for users to extract water to the point where further 
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extraction is no longer efficient. This marginal cost pricing, by sending a signal about the 

cost of sup plying water (Hanemann, 1997), would improve the efficiency of water use and 

also promote economic growth (Luckmann et al., 2016; Letsoalo et al., 2007; Liu, 2002). 

For this reason, understanding the full cost of supplying is important even when setting 

water price in prac tice must often meet other social and political objectives (Bithas, 2008) 

rather than solely focusing on economic efficiency. 

The full cost of water includes three components, namely the cost of extraction, the 

scarcity cost, and the riskadjusted user cost (Chu & Grafton, 2019). The cost of extraction 

includes all explicit spending that must be incurred to have  water ready for use,  namely the 

cost      of operating, administering and possibly augmenting storage facility, catchment, 

channel or pipe systems (Renzetti & Kushner, 2004). The scarcity cost, or scarcity value,  

represents  the implicit opportunity cost of not having water for other uses (Jordan, 1999), 

e.g., the environment or downstream irrigators would have extra water if it were not used 

upstream (ICRC, 2003). The riskadjusted user cost represents the fact that increasing water 

use to day  means less water for tomorrow if future supply were to be less than anticipated 

(Chu   & Grafton, 2019). Among the three components, the extraction cost is probably the 

most intuitive to measure because this is actually an accounting cost, and so it can also be 

referred to as ’obvious items’ (Brandes et al., 2010:14). The riskadjusted user cost could 

also be evaluated by comparing the increase in risks of water shortage and the increase in 

water consumption (Chu & Grafton, 2019). The scarcity value is usually more difficult to 

measure because this economic cost does not appear in accounting systems unless there is a 

water trading market. 

This paper attempts to measure the scarcity value of irrigation water in Vietnam. The 

mea surement of this economic opportunity cost is undertaken by evaluating how much 

farmers would lose if they had to reduce the quantity of irrigation water by, say, a cubic 

meter.  To  do so, we first develop a crop choice optimization model and fit the model with a 

house hold survey data. The crop choice optimization model allows farmers to vary the 

choice of 

1For example, Decree 154/2007/NDCP, Decree 115/2008/NDCP, Decree 67/2012/ND

CP and Ordi nance 41/2013/TTBTC 

crop combinations to maximize their profit in response to changes in water quantity, 

given their current (and heterogeneous) production techniques. This model will help 

calculate the added value of irrigation water, so we use the terms ‘the scarcity value’, ‘the 

valueadd’, and ‘the added value’ of irrigation water interchangeably in this paper, and these 

terms can be interpreted as ‘the higher scarcity value, the more efficient water use’. 

After calculating the valueadd of irrigation water of households, we examine the 

relationship between the valueadd and household characteristics and simulate the impact of 

water pric ing. By undertaking this analysis, we aim to provide evidence for underlying 

reasons why the efficiency of irrigation water varies across farmers – which could be useful 
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for policymakers. The simulation of the impact of water pricing will estimate the response to 

a number of possible levels of water price, including the impact of water pricing on water 

quantity and  its distributional implication, i.e., reduction in farming profitability and 

increases in pricing revenue. 

The remainder of this paper is organized as follows. In section 2, we delineate the 

method and data, including the crop choice optimization model and the calibration process. 

In section 3, we present the results of scarcity value, its distribution across different 

household groups, and the impact of water pricing. Section 4 discusses the implications of 

the finding and some policy options to improve the efficiency of irrigation water. Section 5 

concludes. 

2  Methods and Data 

2.1 Crop choice optimization model 

Consider a community of F households (indexed by f = [1..F ]), each can choose to 

produce any combinations of C crops (indexed by c = [1..C]). The households are 

heterogeneous in terms of input availability (e.g., land, water, and capital, including 

capital to hire non entrepreneurial labour) and entrepreneurial labour input. In this 

paper, the entrepreneurial input is defined by the time, together with knowledge and 

experience of farmers, to organize and manage their production (e.g., deciding the 

combination of inputs for a crop) along with any of its risks in order to make a profit. 

Given the heterogeneity in inputs, including the entrepreneurial labour, households 

might have different production scale and productivity for a crop. 

Crops are also heterogeneous, varying in quality and cost structures. Households might 

de cide different combinations of inputs, including their entrepreneurial time, on different 

crops of their choice. A crop produced by a household can be either saved for family 

consumption or sold on the market, and when it is on the market, households might be 

offered different sale prices due to the heterogeneous quality. However, it is assumed that 

they pay the same cost (if any) for one unit of nonentrepreneurial inputs used, i.e., per 

hectare of land, per cubic meter of water, or per dollar of capital. In addition, all households 

are assumed to 

choose the crop combination that maximizes their profit subject to their available 

inputs. 

Throughout the paper, we will use superscript f for households, subscript c for 

crops, p for prices, q for crop output, and U is the family consumption.  We  also use the 

vector  X (L, W, K, E) to denote the input vector for land, water, capital and 

entrepreneurial labour respectively. Under this notion, Xf represents the inputs available 

to households f , 

f represents is the input required by household f to produce 1 unit output of 

crop c – 

X
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which can be considered as the technology parameters or production skill of the 

household; 

f is the consumption of crop c by household f ; pf 

represents the price of crop c offered to 

household f ; and pL , pW , and pK are the unit cost of land, water and capital (if 

any). The crop choice optimisation of household f can be represented in the maximisation 

problem (1). 

 

In problem ((1)) a household chooses to grow crops that maximize the sale revenue net 

the cost subject to the constraints that the total amount of each input for all crops does not 

exceed the input availability. The sale revenue is the price times total output net what is 

saved for the family consumption, and the cost comprises the fixed cost (F f ), the cost of 

land, water and capital if any. The (maximized) profit Πf (Xf , pf , p) depends on the inputs 

available for use by household f , the price of the output and the prices (if any) of land, water 

and capital inputs. 

2.2 Measuring scarcity value and response to water pricing 

We measure the scarcity value of irrigation water for each household in equation (??). 

In this equation, the scarcity value is defined as the reduction in profit caused by a unit 

reduction in the available quantity of irrigation water. When faced with a reduction in water 

availability, households might reconsider their optimal crop choice, e.g., switching to less 

productive but also less waterdemanding crops, in order to maximize the profit as specified 

in optimization problem (1). The calculation of the scarcity value in equation (??) assumes 

that each household is a pricetaker, unable to influence the sale price of the crop or the 

prices of inputs. 

 

To measure the response to water pricing, we define input demand functions, 

including the demand for irrigation water, in equation (3) where X̃  = X  W           [L, K, E].  

Here households will choose to increase irrigation water to the point where the added 

value (via the crop choice) can be balanced with the price, together with the constraints of 

other inputs. In this equation, Df (Xf , pf , p)  a vector of input demands including an 

element for irrigation water 

U
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 specifies how much irrigation water will be used by a household in response to the 

price 

and also other factor. Given this notation,  the response of the demand for irrigation 

water  to price can be evaluated via equation (4) which helps calculate the change in water 

demand as a percentage when water price is increased by a certain amount ∆pW  .  In 

equation (4),  the calculation of the response to water price assumes that only the price of 

water increases, and the crop choice will response to this change, every else remains 

unchanged. 

2.3 Data sources, data cleaning, and calibration process 

We fit the data of Vietnam’s Household Living Standard Survey 2016 (VHLSS16) data 

to the crop choice optimization model to calculate the valueadd of irrigation water in Viet 

nam. VHLSS is a biannual household survey, currently the largest in Vietnam.  In 2016,  the 

survey included 9,399 households in all 63 provinces of the country. The information 

covered in the survey is wide and comprehensive, ranging from incomegenerating activities, 

education, consumption, financial status, and other social and economic characteristics. 

We undertake a cleaning process to extract relevant information from the VHLSS16 

survey. Not all of 9,399 households in the survey grew crops for sales, so we exclude 

households who were not involved in crop production or who produced crops mainly for 

family consumption, i.e., the crop retained for consumption is more than 75% of the total 

output. Also, not all crop choices could be determined by households, or in other words, 

households might not have complete control over what they could grow in response to profit. 

To take this fact into account, we exclude rice which is a compulsory crop as stipulated by 

the National Assem bly (Resolution 17/2011/QH13) and multiyear crops that were 

involved, more or less, in a longerterm investment and commitment, so farmers might not 

be able to adjust the crop choice at a point in time. The final cleaning step is to remove 

apparent errors in data, e.g., zero inputs producing positive outputs. 

The cleaned dataset includes 1207 households, each producing any combinations of 23 

annual crops that households could decide in response to profit. For each household, we 

calibrate the technology parameters (Xf ) following the approach explained by Dawkins et 

al. (2001). After the calibration, the valueadd of irrigation water and response to water 

pricing for each of the 1207 households can be calculated following equations (2) and (4). 
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Figure 1: The scarcity value of irrigation water 

3 Results 

3.1 Scarcity value of irrigation water 

The scarcity value of irrigation water across the 1207 households is summarised in 

Figure 

1. At the highest recorded value is VND329,000/m3, or approximately US$15.38/m3 if 

con verted using 2016 exchange rate (1US$=21,935VND; source: IMF’s International Financial 

Statistics). The minimum value is zero, which is recorded for 198 households, or 16.4% of the 

sample size. A zero value does not necessarily mean that the households could grow crops 

without water, it rather implies that the households could reduce irrigation water without 

sacrificing their profits. The estimated mean of the scarcity value is 12,280VND/m3, or 

US$0.57/m3.  The 95% confidence interval  of the mean measured in VND/m3 is estimated       

to be [10,670  13,890]. These statistical estimates are based on zerobelowcensored distri 

butions to take into account the fact that a fraction of households have zero added value for 

irrigation water. 

3.2 Scarcity value and household characteristics 

To examine the relationship between the scarcity value of irrigation water and the 

household characteristics, we classify the 1207 households using a number of criteria and 

compare the average of different groups. This statistical analysis does not necessarily 

impose a causal relationship (X causes Y ceteris paribus) like a multiple regression  so we 

do not have to rely on hardtoverify econometrics assumptions  but it could provide statistical 

evidence on how  wateruse efficiency is correlated with household characteristics.  To  take into 

account a sizeable fraction of zero values, the level of statistical significance is estimated in two 



1945 

al ternative ways for robustness, namely (i) using zerobelowcensored distributions for all the  

1207 households and (ii) including only 1009 households having positive valueadd. 

The results of the group comparison are summarised in Table 1. The first column 

of the table is the group classification criteria which are clustered into three categories (i) 

whether any member of a household joined a social or political organization, (ii) the 

financial and creditability status, and (iii) education/training level as well as access to the 

Internet. The second and third columns show the difference between an average household 

inside and out side of a group for the two alternative ways of controlling zero values, 

together with stars showing the level of significance, if any. 

The first section of Table 1 shows that there are some differences between members 

and nonmembers of the social and political originations regarding the efficiency of 

irrigation water. The value added of irrigation water in households with a member in the 

Communist Party on average exceeded that in the remaining households by around 41.5% to 

46.8%. The Veteran Association (a staterun social group for veterans) also had its members 

use water more efficiently than nonmembers, though the difference appears less significant. 

The most surprising result in this category is perhaps about the members of the Farmer’s 

Association (also a staterun social group but for farmers),  i.e.,  they trailed the non

member group by   a margin of around 6.19%7.64%, though not significant. However, as 

noted above, these results do not necessarily imply a causal relationship that joining an 

organization will in crease or decrease the efficiency of water use. Rather, they are evidence 

of more underlying reasons such as selfselection (e.g., less advantaged households were 

more likely to join the Farmer’s Association) or confounding factors (e.g., people with more 

social connections and thus could quickly learn new production techniques and skills were 

more likely to join the Communist Party). 

The next section of Table 1 shows how the valueadd of irrigation water was correlated 

with the financial and creditability status of households. The valueadd of water in poor 

house holds was only around 50% of that in the nonpoor group. Regarding the poor 

households who received subsidized credit in relation to the remaining households in the 

sample, the margin was even wider, though the gap appears less statistically significant 

because the pro portion of the treatment group was too small for a more conclusive 

statement. Households who borrowed from formal credit sources such as banks and credit 

unions generated less valueadd for irrigation water compared to other households. 

However, those who borrowed from informal sources such as friends and relatives could, on 

average, could generate higher value from irrigation water. While this result is not to 

confirm that formal credit sources were less efficient than informal ones, it suggests a 

possible reason that households who were credible enough to attract funds from friends 

and relatives have used their resources more effectively and responsibly. 
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Table 1: Bygroup comparison of the scarcity value 

Criteria 

All 1207 

households (censored- 
below-zero distribution) 

949 house- 

holds with positive value- 
add 

S
o

ci
al

 a
n

d
 p

o
li

ti
ca

l 
o

r-
   

ga
n

iz
a
ti

o
n

 

Member of Com 

munist Party 

+41.49%** +46.77%*** 

Member of Veteran 

Association 

+20.82% +29.09% 

Member of 

Farmer’s Asso ciation 

 7 .64%* 6.19% 

F
in

an
ci

al
 a

n
d

 c
re

d
it

a
b

il
it

y 
st

at
u

s 

Being classified 

as poor (and sup ported) 
household 

47.01%*** 50.33%*** 

Receiving subsi 

dized credit 

48.10% 51.01%** 

Having loans 

from formal credit sources 

25.12%** 27.86%*** 

Having loans from 

informal credit sources 

+27.69% +18.74% 

T
ra

in
in

g
 

In
te

rn
et

 Attended profes 

sional training or above 

+45.51%* +60.11%*** 

(Recent) use  or ac 

cess to the Internet 

+39.19%** +51.72%*** 

The final two rows of Table 1 show the significant positive relationship between the 

valueadd of irrigation water and the education level as well as access to the Internet. 

Households with a least a member having attended professional training or above 

outperformed the remaining by around 45.5%60.1%, and households with access to the 

Internet could generate 39.2% 51.7% more regarding the valueadd of irrigation water. 

These results provide clear evidence of the benefit of training and knowledgesharing in 

improving wateruse efficiency. 

3.3 Response to water pricing 

We examine the response of farmers to a number of possible levels of water prices. 

When facing with a price, farmers are expected to use water more efficiently and 

responsibly. To maximize the profit, they would only use water when the added benefit of a 

cubic meter exceeded the charged price. In other words, farmers would not extract more 

water if the added benefit were less than the cost. For this reason, many farmers with low 

valueadd would cut their water use significantly. Thus, water pricing would help improve 

the overall efficiency, though the profitability of individual farmers might shrink because 

they could no longer benefit from scarce water resources for free. 

The response of farmers to water pricing is summarised in Table 2. Along the row is a 

num ber of possible price levels, and the columns predict the impacts on the total water use 

by farmers and their profitability. For example, it is estimated that setting the price of 
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irrigation water at 2000VND/m3 would reduce the overall profit to 84.49% of the Business

AsUsual (BAU) level (i.e., a reduction by 15.51%) but reduce irrigation water to 15.82% (a 

reduction by 84.18%). This momentous reduction in irrigation water is driven by the fact 

that many farmers who were using water less efficiently and had zero value added would 

respond to the price and not extract water as much as in the BAU scenario. The higher price, 

the less quantity as expected, though the reduction in quantity would be decremental when 

the price kept increasing by the same amount. 

The results in Table 2 also show the distributional impact of water pricing. If water 

price were set at 2000VND/m3, the overall profit of farmers would decline by 15.51% 

compared to the BAU outcome (from 100% to 84.49%) which is associated with a pricing 

revenue of 15.35% of the overall BAU profit. The higher price, the less profitability, and the 

more pricing revenue. In all price levels considered in the table, the pricing revenue is 

relatively close to the profit reduction, i.e., the second and third rows of the table add up to 

nearly 100%, which implies that the total economic welfare remained similar to BAU, amid 

small shortfalls. These shortfalls should, however, not be misunderstood that water pricing 

would cause an overall deadweight loss when the pricing revenue collected by the 

government was less than the loss incurred by farmers. In fact, water not used by irrigators 

would be saved for other purposes, e.g., hydropower generation or environmental uses, that 

could generate higher (economic and noneconomic) value and benefit which are not 

reflected in Table 2. 

Table 2: Response to water pricing (compared to no water charge or lumpsum charge) 

 Price of one cubic meter of irrigation water 

Zero charge 2000 VND 

(0.09 USD) 

3000 VND 

(0.14 USD) 

4000 VND 

(0.18 USD) 

5000 VND 

(0.23 USD) 

Irrigation water use 100% 15.82% 14.86% 13.92% 12.00% 

Profit of farmers 100% 84.49% 77.04% 70.02% 63.53% 

Pricing revenue 0% 15.35% 21.60% 27.00% 30.90% 

4  Discussion 

The results of this paper show that the valueadd of irrigation water in Vietnam has 

sub stantially improved over time. The estimated average valueadd of US$0.57/m3 in 

2016 is a significant improvement compared to 2005 when nearly 7m3 of water was 

required, in addi- tion to other inputs, to produce $1 of agricultural output (which implies 

the valueadd was probably far less than US$0.14/m3). This is a substantial increase, even 

when taking into account overall inflation and the fact that 2016 was a drought year, so the 

scarcity value of water was possibly higher than in normal years. 

However, the results also show that the valueadd of irrigation water could be further 

im proved. More than 16% of the surveyed households having zero valueadds is clear 

evidence of mispriced irrigation water. This evidence is also confirmed by the simulated 

outcome of water pricing which demonstrates that setting a reasonable water price could 
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reduce the ir rigation water to around a sixth of the BAU level while the total economic 

welfare remained more or less the same. As the literature on water resources has indicated 

that mispricing water would results in longterm consequences such as excessive 

abstraction, overextended infrastructure, stifled innovation, and diminished water quality 

(Renzetti, 2009:1), the re sults of this paper suggest water pricing could be an effective 

policy option to improve the valueadd of irrigation water. Irrigation water pricing is 

common, and its effectiveness has been observed globally, e.g., Australia, western United 

States, Chile, Italy, Jordan, and  South Africa  though institutional, legal and cultural 

arrangements may vary  (Grafton et  al., 2011a). 

Setting a price for irrigation does not need to cause a negative impact on net incomes if 

wisely complemented by other policies. The pricing revenue could be used to provide income 

support to compensate farmers for higher water prices, whilst preserving their incentive to 

conserve water. Flexible pricing schemes could be developed to minimize the negative im 

pacts on poor farmers, such as block pricing wherein water prices are low  and fixed below  

a specific volume and rise rapidly for higher water extraction.  In this setting,  there needs  

to be transparency and a regular, twoway flow of information, i.e., farmers need to factor 

water prices and support into their production planning, and decisionmakers need to consult 

farmers on the level of support needed to balance efficiency and equity objectives. 

In Vietnam, (re)imposing a price on irrigation water would not be a major reform that 

farmers could not accept (Grafton et al., 2016). Water pricing is not new as farmers paid ir 

rigation service fees before subsidies were introduced in 2008. Farmers pumping groundwater 

are already paying for substantial electricity costs and have seen these costs rise as aquifer 

levels have fallen. The daytoday experience with pricing schemes of treated water, which 

allows for heterogeneity and differentiate among water users, has also made households more 

familiar with water pricing. This fact raises the probability of farmers accepting to pay for 

improved irrigation water. 

A necessary condition to implement efficient irrigation water pricing is that 

households, or groups of households, must be individually metered and charged a 

volumetric price for the water they extract. This might require an upfront investment, e.g.,  

installing meter de  vices, but previous studies show that the benefit of water pricing would 

far exceed the cost. Evidencebased policies and rules move water from less to more highly

valued uses, resulting in overall economic gains that could amount to billions of dollars 

given the same level of water supply (Grafton et  al.,  2011b).  Water  pricing can generate 

major necessary shifts   in longterm toward efficiency gains and technological innovation. 

For example, increasing water scarcity in Israel led to an approximate 100% rise in water 

prices from 20002010, which contributed to increased use of efficient drip irrigation, more 

appropriate crop selec tion, replacing waterintensive trees with watersaving species, and 

increased use of recycled water (OECD, 2013). 

Provided that all water sources were metered, then dialogue could commence over how 

water prices might be established. Many possible water pricing options are available; they 
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include a block amount free of charge and then imposing a cost beyond this amount, 

dynamic pric ing, e.g., seasonal pricing in response to water scarcity (Chu & Grafton, 

2019), or differential water prices based on where the water is being used or for what 

purpose. These pricing op tions can also be combined to meet multiple policy objectives if 

necessary. Whatever pricing scheme is selected, it is important to ensure that farmers are 

well informed about the volu metric price they are paying because Gaudin (2005) shows 

that keeping consumers informed about the volumetric price on their water bill can have a 

large impact on their water demand. 

Irrigation water pricing could be piloted at a smallerscale before any largescale 

applications. Pilot projects will help develop knowledge and experience regarding the various 

implementa tion choices for irrigation water pricing. The exact policies will depend on the 

context of the location, but considerations may include pricing design, income support 

policies, and busi ness models for upfront investments for additional infrastructure. 

Practical implementation considerations for water pricing include procedures to deal with 

noncompliance, revenue collection, information provision, property rights, and mitigating 

any negative impacts on social equity. The pilot scheme is preferably implemented a high

income agricultural region where farmers can invest in new techniques, a willingness to 

innovate, and are conscious of the longterm risks posed by water scarcity to their 

businesses. 

Policy options for improving the valueadd of water also include measures to facilitate 

better water use decisions at the farmlevel. As shown in the result section, training and 

access to the Internet are strongly connected to the efficiency of water use. These results 

emphasize the importance of knowledge transfer and knowledge sharing as a means to 

improve produc tion techniques and crop choice. Also, farmers may receive access to 

extension services or subsidies for highefficiency irrigation technologies. Such options are 

complementary to irri gation water pricing and may increase its effectiveness. They are not, 

however, a substitute for an effective price signal that helps balance water demand and 

scarce supply. 

Finally, another option to deal with water scarcity is to increase water supply by 

extending storage capacity, e.g., dams, lakes, reservoirs.  The advantages of this approach 

can include  a permanent increase in water supply and reducing the effects of seasonal water 

scarcity. However, large investments require substantial increases in the cost of supplying 

water. This approach also offers less flexibility and require commitments to a specific 

pathway once a project has started, and mistakes are often very costly. In Australia, for 

example, water supply extensions were constructed 2050 years earlier than the optimal 

time, with the net loss amounting to billions of dollars (Grafton et al., 2015; Grafton et al., 

2014). Under the current context of Vietnam where irrigation water is being mispriced, 

correcting the price signal should be considered a more costeffective option to deal with 

water scarcity and to improve the overall productivity of available water resources. 
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5 . Conclusion 

We develop a crop choice optimization model and use a household survey data to 

assess the scarcity value in Vietnam. This approach can also be used to evaluate the response 

of farmers to water pricing, including the reduction in water quantity and distributional 

impacts on  crop profitability and pricing revenue. Our results show that the valueadd of 

irrigation water in Vietnam has significantly improved over time, but further improvement 

would be plausible by correcting the mispricing issue and enhancing farmlevel skills via 

knowledge transfer and knowledge sharing. The approach we develop can be readily applied 

to other countries facing similar concerns in terms of water scarcity. 
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RUSSIA IN THE EAEU: IN SEARCH OF A TRADE GROWTH 

STIMULUS AFTER THE FIRST FTA WITH VIETNAM 

Zuev V., Berendeeva V., Ostrovskaya E 

Abstract: In 2015 Russia, having relatively limited experience in free-trade agreement 

negotiations with a generally caution approach as a member of the Eurasian Economic Union 

concluded its first free-trade agreement with the country outside of the post- Soviet space - 

Vietnam.The signing of the FTA and its first result intensified the negotiation process with other 

potential partners of Russia (and EAEU) on this issue. The variety of negotiating areas is wide 

and covers countries from different regions of the world: Asia, Africa, the Middle East and 

Europe. However, the uniqueness of each direction provides both obstacles and opportunities for 

the economic development of the parties. This work analyses economic benefits from 

participation in such agreements for Russia and specifies the areas of cooperation. 

Keywords: Russia, EAEU, FTA, economic benefits 

 

Foreign trade relations play a significant role in developing countries’ economies. Since 

the 2000’s according to the World Bank, more than a quarter of the world GDP comes from the 

exportimport operations. The dynamically developing processes of exchange of finished goods, 

resources and factors of production, as well as technologies of production and management, 

innovations are a powerful stimulus for the development of the economies.  

The WTO is a solid platform for negotiations on different aspects of trade.However, the 

WTO cannot provide flexibility for negotiations between a large variety of countries on specific 

issues. Countriesthat are interested in deeper liberalization of trade, as well as in expanding and 

strengthening relations with their partners on a larger scale, conclude freetrade agreements, 

which grew rapidly in number and in substance over the recent years. At this time according to 

the official data of the WTO, the number of such agreements has exceeded 660, 284 of them are 

considered to be effective, and on average their number increases by 8 new agreements per year. 

The issue of obtaining economic benefits from participation in such agreements is 

important not only for academics, but also for industrial and agricultural producers. The abolition 

of import customs duties on the majority of commodity groups, the liberalization of nontariff 

barriers, the integration of services, as well as the coordination of the domestic policy, including 

public purchases, subsidies, investment activities, intellectual property rights, entail drastic 

changes in competitive conditions on the domestic market of the participating countries. In this 

regard, in order to determine the consequences of the conclusion of free trade agreements, a 

preliminary analysis of the benefits and losses from the liberalization of the terms of trade is 

conducted. 

Against the background of the general trend of active participation of many countries in the 
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integration processes of concluding both bilateral and multilateral preferential trade agreements, 

until recently Russian Federation has taken cautious approach, being a party to only 8 

agreements, while the leading export oriented countries as the EU participate in 41 agreements, 

Iceland and Norway  in 30 agreements, Chile and Turkey  in more than 20 agreements, China, 

Japan and India – in more than 15 agreements. Expanding and deepening integration on the post

Soviet space after the creation of the Eurasian Economic Union, Russia also considersextending 

trade relations with the countries of the AsiaPacific region, the Middle East and North Africa, as 

well as with European countries by concluding FTAs. 

Due to relatively limited experience in negotiating free trade agreements, the choice of the 

first partner of the EAEU (The Eurasian Economic Union) was an important step that would 

determine further alignment of the foreign policy conjuncture. The main factor influencing the 

success of conclusion of free trade agreements is, of course, the volume of the foreign trade 

turnover in goods and services between partners. Russian Federations and the EAEU members 

have the closest trade ties with China and the EU. However, taking into account the proactive 

sanctions policy against Russia pursued by the EU and its western allies, the conclusion of the 

FTA with Asian countries seems to be more realistic and beneficial in the geopolitical and the 

economic sense. 

In 2015, Russia as a member of the Eurasian Economic Union concluded its first free trade 

agreement with the country outside of the post Soviet space–the Republic of Vietnam. 

Negotiations on this agreement lasted 4 years and itbecameoperationalsince November 5, 2016. 

Concluded in full compliance with the WTO rules and regulations, this Agreement assumes a 

mutual reduction of customs duties on 88% of the tariff lines after termination of the transitional 

period (The Eurasian Development Bank, 2017). We now come to the second year of the 

Agreement in action and can draw some first results for the economic activity between the 

parties concerned. 

The freetrade agreement implies the establishment of trade liberalization and a wide 

coverage of areas for trade cooperation. According to experts, the reduction or abolition of 

import customs duties which assumed under the agreement will not affect the destabilization of 

the economic situation in the EAEU due to the low share of imports from Vietnam (which equals 

1% of the total share of imports from third countries) (Voroncova, 2015). 

The Socialist Republic of Vietnam, being a strategic partner for Russia in the Asia

Pacific region (accounts for 30% of Russian trade volume with the ASEAN countries) 

(Mazyrin, 2014), could be considered as very attractive for Russia not only from the point of 

view of providing a stimulus and adding points to boosting national economy by importing 

both raw materials and finished products of Russian production, but also as a strategic 

platform to furtherexpand the markets for Russian domestic goods to other countries of Asia. 

The economic expediency of concluding the agreement was due to a number of factors: a 

rather high level of tariff protection of the domestic market of Vietnam (average duty rate 

was at 11.5%), the risk of loss of Vietnamese consumers for Russia due to Vietnam’s 

preferential trade regime with the partners from the ASEAN, economic expansion on the 



1955 

ASEAN market from China and India, and the extra necessity to liberalize the Vietnamese 

nontariff barriers for Russian exporters (Izotov, 2013). 

Also, one of the main point in the framework of this agreement is the absence of a high 

level of competition between goods. In most cases, export goods complement each other, 

proving the economic attractiveness of the SRV market for EAEU and enhancing the benefits for 

FTA parties (Voroncova, 2015). 

Table 1. Dynamics of foreign trade between the member states of the Eurasian Economic Union 

and Vietnam in 20132017 (million USD). 

Partner/year 2013 2014 2015 2016 2017 

Imports of EAEU Member States from Vietnam 

EAEU 2 899,7 2 602,9 2 307,7 2 735,6 3 694,2 

Increase rate  10,2% 11,34% 18,5% 35,04% 

Russia 2 596,9 2 295,7 2 055,3 2 465,2 3 328,9 

Country share in 
total imports from 
Vietnam 

89,5% 88,2% 89,06% 90,1% 90,1% 

Increase rate  11,6% 10,4% 19,9% 35,03% 

Kazakhstan 235,6 269,9 195,5 198,8 268,5 

Country share in 
total imports from 
Vietnam 

8,12% 10,3% 8,4% 7,2% 7,2% 

Increase rate  14,5% 27,5% 1,6% 35,1% 

Belarus 49,6 15,8 38,3 44,2 59,0 

Country share in 
total imports from 
Vietnam 

1,7% 0,6% 1,6% 1,6% 1,6% 

Increase rate  68,1% 142,4% 15,4% 33,5% 

Armenia 14,4 19,8 14,8 24,3 34,7 

Country share in 
total imports from 
Vietnam 

0,5% 0,7% 0,6% 0,8% 0,9% 

Increase rate  37,5% 25,2% 64,2% 42,7% 

Kyrgyzstan 3,1 1,6 3,6 3,1 3,0 

Country share in 
total imports from 
Vietnam 

0,18% 0,2% 0,34% 0,3% 0,2% 

Increase rate  48,4% 125% 13,8% 3,2% 

Exports of EAEU Member States to Vietnam 

EAEU 1 494,3 730,7 946,8 1 616,1 1 590,2 

Increase rate  51,07% 29,6% 70,7% 1,6% 

Russia 1 373,4 644,5 824,4 1 373,1 1 239,8 

Country share in 
total exportsto 
Vietnam 

91,9% 88,2% 87,1% 84,9% 77,9% 
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Partner/year 2013 2014 2015 2016 2017 

Increase rate  53,1% 27,9% 66,5% 9,7% 

Kazakhstan 1,4 1,7 10,4 167,3 274,2 

Country share in 
total exportsto 
Vietnam 

0,09% 0,23% 1,1% 10,3% 17,2% 

Increase rate  21,4% 511,7% 1508,6% 63,9% 

Belarus 119,2 83,0 110,3 75,4 75,3 

Country share in 
total exportsto 
Vietnam 

7,9% 11,35% 11,65% 4,6% 4,7% 

Increase rate  30,4% 32,9% 31,6% 0,13% 

Armenia 0 0,062 0,13 0,022 0,16 

Country share in 
total exportsto 
Vietnam 

0 0,008% 0,01% 0,001% 0,01% 

Increase rate  0 109,7% 83,1% 627,3% 

Kyrgyzstan 0,081 1,4 1,6 0,2 0,6 

Country share in 
total exportsto 
Vietnam 

0,005% 0,19% 0,16% 0,01% 0,03% 

Increase rate  1628,4% 14,28% 87,5% 200% 

Source: compiled by the authors on the base of UN Comtrade. International Trade Statistics Database. Access 

Mode: https://www.trademap.org/Bilateral_TS.aspx 

Another crucial element of the FTA is the existence of a significant amount of the 

Vietnamese production and market relationships in the AsiaPacific region. Undoubtedly, this 

factor will affect the obtaining of new opportunities by the business community of the EAEU 

and their involvement in trading processes of this region. In addition, the abolition of import 

duties and as a result further reduction in prices will allow to supply such goods to the 

Vietnamese market that could not compete with domestic products previously due to their high 

cost. With regard to tariff rate, it is expected that the change on the part of the EAEU will occur 

from 9.7% to 2%, while the Vietnamese tariff rate will be reduced to the level of 1% (WTO and 

International Trade Policies, 2018). At the first stage of the FTA implementation, a zeroimport 

duty will be applied for more than 60% trade positions (Vinokurov, 2017). As a result, the 

gradual opening of markets and the growth of trade turnover by 2020 between Russia and 

Vietnam by more than 2 times (up to USD 810 billion) will be considered as a positive effect of 

the tariff rate reduction and the introduction of a zeroimport duty (Fedorov, 2018). Moreover, 

small positive changes in the industry indicators and the recovery of exchange rates have 

influenced the improvement of foreign trade. 

The first visible outcome of conclusion and ratification of the agreement was the increased 

volume of the foreign trade turnover between Russia and Vietnam by 20.7% in 2017. For 

example, in the first half of 2017, the total exports from the EAEU countries increased, but, by a 

small amount  only 12%. With regards to the import, the supply of Russian goods and, in 
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general, the sale of EAEU goods increased by the same amount  28% (Byrkova, 2017).  

However, the increase was due to the fact that Vietnamese exporters could take advantage 

of the liberalized trade regime and managed to significantly increase (by 30%) theirexports of 

light industry goods from Vietnam, and products of the machineryproducing industry (by 42%). 

Russian producers were so far unable to take advantage of the opportunities in trade with 

Vietnam.More than that, exports of Russian products to Vietnam slightly decreased in 2017 

(4.6%) to the regret of the Russian authorities (Website of the Federal State Statistics Service). 

Picture 1. Dynamics of changes in the commodity structure of the EAEU exports to 

Vietnam in 2013 and 2017. 

 

Source: compiled by the authors on the base of UN Comtrade. International Trade Statistics Database. Access 

Mode: https://www.trademap.org/Bilateral_TS.aspx 

According to the Eurasian Economic Commission, in the first half of 2018, comparing 

with the similar period of previous year, the main groups of goods exported by the EAEU 

countries to Vietnam were: food products and agricultural raw materials (458.3 million US 

dollars, 2.3 times increase), metals and metal products (289.5 million US dollars, 0.8% increase), 

chemical products (115.9 million US dollars, 15.3% decline), mineral products (160.0 million 

US dollars, 6.8% increase), machinery, equipment and vehicles (144.6 million US dollars, 6.4% 

increase) (Website of the Eurasian Economic Commission). 

Picture 2. Dynamics of changes in the commodity structure of the EEU imports from 

Vietnam in 2013 and 2017 



1958 

 

Source: compiled by the authors on the base of UN Comtrade. International Trade Statistics Database. 

Access Mode: https://www.trademap.org/Bilateral_TS.aspx 

With regards to the groups of goods imported from Vietnam, the main trade areas in the 

JanuaryAugust of 2018 were: machinery, equipment and vehicles (1 581.8 million US dollars, 

10.0% increase), textiles, textile products, footwear (457.4 million US dollars, 2.9% increase), 

food products and agricultural raw materials (348.7 million US dollars, 16,6% increase), 

chemical products (67.2 million US dollars, 11.1% increase), metals and metal products (26.2 

million US dollars, 44.2% increase) (Website of the Eurasian Economic Commission). It should 

be noted, that the share of Russia in the total trade turnover between the EAEC and Vietnam is 

about 90%, while the part of other member countries of the Union accounts for only 10% 

(Fedorov, 2017). 

Based on the statistics given above, the increase in trade between the EAEU and Vietnam 

after the conclusion of a freetrade agreement is obvious. However, exports from Russia and the 

EAEU member countries mainly consist of food products, agricultural raw materials and metals, 

while import from Vietnam are more concentrated in such spheres as industrial goods, 

machinery, equipment and vehicles (besides, mobile phones, electronics and computers are also 

a major part of Vietnamese exports). Undoubtedly, it is impossible to achieve any 

comprehensive outcomes in the trade turnover between the EAEU and Vietnam in the short term. 

Many experts predict the achievement of significant effects of the FTA conclusion only in long 

term period (after 1015 years). 

Of course, the limited duration of the FTA with Vietnam does not allow making well

founded conclusion on itsoverall trade effects.During this year’s visit of the President of 
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Vietnam to Russia and his meeting with the President of Russia V.V. Putintook a note on the 

positive developments in terms of the improved interaction in the area of customs duties and in 

reduction of the application of nontariff barriers. Preliminary expert estimation of the expected 

economic benefits to the countries from participating in this agreement indicate a possible GDP 

growth of 0.02% for both countries. Exports are projected to rise by0.06% for Russia and by 

0.2% for Vietnam, while imports by 0.04% for Russia and by 0.2% for Vietnam (Knobel', 

Chokaev, 2013).  

The first outcomes are all the more deceiving for Russia, taking into account that as a 

result ofthe conclusion of the FTAgreement, Russian exporters got an exclusive opportunity 

toprovide deliveries of goods to Vietnam almost dutyfree (the average value of duties for 

Russian exporters following a phased reduction will reach a mere 1%), including for such 

important for Russia and anyway competitive goods as rolling, pipes, asbestos, fertilizers and 

trucks.After making a limited interviewing of some of the representatives from the Russian 

enterprises, we can conclude that one of the possible explanationsfor the lack in the appropriate 

increase in exports for Russian producers is the usual business inertia and the inability to react 

quickly for the change in conjuncture at the relatively unknown for the vast majority of the 

Russian producers Vietnamese market. 

The freetrade agreement between EAEU and Vietnam is a unique phenomenon from both 

economic and political points of view. Evaluation of the interaction between the Parties within 

this Agreement will help identify and establish the most effective model of communication and 

apply best practices in concluding similar agreements with other countries in the future. Of 

course, the most effective mechanism for building communication and increasing trade turnover 

is the establishment of transparent and permanent communication between states and business 

environment and provide Parties of this Agreement with accurate information. 

The entry into force of the terms of the Free Trade Agreement with Vietnam was an 

important starting point to launch by Russia together with other members of the EAEU the 

negotiation process with other potential partners on trade liberalization. In December 4, 2016,the 

EAEU decisions concerning the start of negotiations to conclude the FTAs with Egypt, Iran, 

Singapore and India, were approved.The work on the free trade agreement with Israel was 

accelerated, as well as the reconsideration of the existing agreements on the FTA with Serbia and 

the Agreement on Trade and Economic Cooperation with China (Website of the Eurasian 

Economic Union). 

The variety of negotiating areas and countries is extremely interesting. On the one hand, it 

emphasizes the necessity of the prompt development of Russian economic relations with 

countries from different regions of the world, including Asia, Africa, the Middle East and 

Europe. On the other hand, Russia is looking for an additional stimulus to boost its national 

economy at the time of economic sanctions and a rising global protectionism. 

At the Economic Forum held in Astana in May 2018, two new agreements were signed by 

the EAEU members: on trade and economic cooperation with China, as well as the temporary 

free trade agreement with Iran. The agreement on expanding trade and economic ties with China 
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is most significant for the development of the foreign trade policy of the EAEU. The possible 

liberalization of the trade regime with this country, which is the most significant partner in 

foreign trade not only for Russia but for the EAEU in general, will undoubtedly have a 

considerable impact on all sectors of the economies of the Parties. However, taking into account 

the structure of trade with China and the speed of industrial development of this country, Russia 

and other members of the EAEU are not ready to make significant liberalization of access to 

their domestic market (Shilina, 2017). First of all, fears related to the fact that for China the most 

interesting resources are fuel and energy, forest and mineral resources of the EAEU, whose share 

in its imports from the Union is more than 70%, but the import duties on these goods from the 

Chinese side are not important (Website of the World Trade Organization). In its turn, the 

EAEUis not a significant export market for China (the share of the EAEU in the export of China 

is only 2.5%). However, this market could bean attractive one for specific segments of Chinese 

industry, like for the products of the machineryproducing, electronic equipment, textiles and 

footwear industries. The EAEU has rather high level of tariff protection for these industries. In 

the event of reducing or more so, in case of slashing to zero duties on these products, the 

producers of the EAEU are unlikely to withstand a high level of competition with Chinese 

producers. 

Unlike in many countries with liberalized trade regimes, according to the analysis of the 

existing trade restrictions between China and Russia, import duties so far, occur to be more 

significant an obstacle than nontariff barriers. Russia applies a weighted average duty of 10.89% 

in respect to Chinese goods. While nontariff barriers stand for 1.36% in ad valorem equivalent. 

Comparing the similar figures for the Chinese side,the regime is slightly less protective  8.6% 

and 0.85%, respectively (Izotov, 2015). Thus, Russian domestic market for the time being has a 

higher level of protection than the Chinese one. However, in general the restrictions on both 

sides are quite high. 

Empirical calculations conducted by D.A. Izotov (Izotov, 2015) using models of general 

and partial equilibrium on the consequences of creation of FTA between Russia and China reveal 

a significant increase in imports from China in almost the entire commodity nomenclature  up to 

30% for each group of goods. The growth of both enduse products with a high share of added 

value, as well as resources and raw materials is likely. In Russia exports of a smaller number of 

commodity groups, mainly oil, timber, metal ores, fertilizers, would grow by an average of 10%. 

Comparing all possible FTAs effects between EAEU and East Asian countrieswith the effects of 

trade liberalization with China, the latter will be the largest (both the effect of trade creation and 

the effect of trade diversion). However, these effects will not cause significant changes in the 

structure of Russia's trade flows.The more sensitive outcome will result in significant losses of 

the tariff revenues of the Russian side (estimated loss of 4 billion US dollars). 

Taking into account the above mentioned findings of this study and calculations from other 

scholars, the decision of the heads of the EAEU states to sign a nonpreferential trade agreement 

with China was quite logical. Differences in the competitive levels and respective ability to 

penetrate the market between the EAEU and China in case of political decision to enhance trade 
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links emphasize the need for a gradual transition to trade liberalization in the medium term. The 

need to redirect Russian economic links from the Western countries towards Asia because of the 

economic sanctions and tensions could play a role to push Russia forward in its steps to 

liberalize trade regime with China further irrespective of differences in competitive positions in 

many industries. At the same time, political support from such a major economic actor as China 

requires development of existing trade and economic relations, including at the SCO, BRICS, 

APEC platforms, and also within the framework of the One Belt One Road project. 

The high GDP growth rate of 78% (Website of the Central Intelligence Agency, 2018) in 

India  another important AsianPacific country with large economy  did not result so far in 

signing the FTA agreement with the EAEU. Indian exports to Russia, that mainly include 

pharmaceutical products, tea, tobacco, parts and accessories for motor vehicles, footwear, 

crustaceans and rice, account for 1.3% of total Russian imports, which as a paradox is even 

lower than imports from Vietnam. It is even more a surprise as Indian products are in high 

demand on the Russian domestic market andthetrade structure is complementary, which, above 

all, refers to such products as tea, medicines and agricultural products. In some product groups, 

India is the main supplier of items to Russia, for example, spices, leather products, organic 

chemicals (Arapova, Mudzhumdar, 2016). At the same time, products of Russian origin are in 

high demand at the growing Indian domestic market, especially potash and phosphoric 

fertilizers, coal, synthetic rubber, precious stones and metals. Cooperation in the defense

industryis of a special character in RussianIndian trade relations. Russia is not only an important 

supplier of turbojet aircrafts and helicopters, specialized equipment and its parts and 

components, but also a partner in the joint development and marketing of new technologies in 

the defense sector (Solopchuk, Subachev, 2017). 

A significant obstacle to the development of trade and economic relations between these 

countries is the complex supply logistics of goods.Firstly, because of the Himalayan mountains 

that surround India in the north, that requires exclusive use of sea trade routes, and secondly, 

because of the lack of development in India ofthe multimodal transport complexes that could be 

extremely effective in trade with Russia (Morozova, 2016). Negative effects of the specific 

geographical location and a lack of necessary infrastructure could be eliminated by building the 

framework of joint investment projects. Another important measure for a possible breakthrough 

in trade relations could be expanding the access for Russian companies to the domestic market of 

India by reducing nontariff barriers actively used by this country (581 NTBs used in 2015) 

(Solopchuk, Subachev, 2017). One way to achieve it could be again by signing an FTA 

agreement. This is one more example of the necessity for Russia and the EAEU to explore more 

actively the option of intensive development of the vast network of the FTAs to find other 

stimulus for economic growth. 

Of course the risks do persist as well, that is why so far the only one FT Agreement outside 

the CIS area concluded by the EAEU is with Vietnam. In case of India, systemic technological 

modernization and purchase of the latest production technologies, carried out by enterprises of 

this country in recent decades, has led to the fast rise in exports of hightech Indian products both 
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to developing and developed countries. In this regard, the main Russian concern while reducing 

tariff and nontariff barriers are those sectors of the economy in which production of Indian 

goods has a comparative advantage: iron and steel products, chemical and light industry, 

including footwear, pharmaceuticals (Galishcheva, 2017). Given the special careto these 

industries in Russian economy, negotiations on the provision of tariff concessions by the EAEU 

will not be speedy delaying the process of signing the FTA. In January 2018, the first round of 

negotiations on this agreement was held. 

Another effort to diversify trade and economic relations with Asian countries made by the 

EAEU was made while negotiating an FTA with Singapore, a country that has almost no import 

customs duties (only the duty on beer) and which is the recipient country of tariff preferences 

(EAEU tariffs have a margin to be lowered for this country by 25%). It is not only this. Non

tariff barriers in Singapore are hardly applied (Website of the World Trade Organization). 

However, even the existing favorable terms of trade are not sufficient a motive for the growth of 

trade of Russian agricultural and industrial producers, since oil and oil products constitute the 

basis of exports to this country (90%) (Website of the UN Trade Statistics). In this regard, the 

main focus of the planned FT Agreement with this country is liberalization of trade in services, 

as well as cooperation in investment. The highlyinnovativeeconomy in Singapore, a developed 

infrastructure and transport, forefront information and communication technologies, the 

advanced experience of Singapore companies in creating energyefficient agroindustrial zones 

(Zhukova, Lyubarskij, 2017) will undoubtedly have a positive impact on the development of the 

Russian economy in case intensification of trade links happen after the conclusion of the FTA. 

The majority of countries located in the Pacific Rim, the states of the Middle East and 

North Africa are all can be considered as attractive partners for economic interaction to the 

EAEU for two basic reasons: ensuring regional security and providing energy resources. At the 

same time, from the economic point of view for Russia, some countries in this region appear to 

be quite promising in terms of increasing exports and creating joint investment projects (Bajkov, 

Istomin, 2013). The existing trade relations make a close economic link between Russia and 

Turkey, Egypt, Iran and Israel. With two out of the listed countries, at the moment the EAEU is 

negotiating an agreement on a free trade area.With Iran, as noted above, the EAEU has already 

signed temporary agreement on an FTA valid for 2 years. 

A distinctive feature of trade and economic relations with the Islamic Republic of Iran is 

the unpredictability of the country's trade policy. Being among the very few nonWTO members, 

Iran rapidly changes its customs duty rates, applying a huge number of nontariff restrictive 

measures.This policy negatively affects the partners' foreign trade. At the same time, Iran is the 

crucial Russian partner in the region, occupying 14% of the total volume of trade with the 

countries of the Middle East and North Africa. The domestic market of Iran is attractive for 

Russian suppliers of wood and wooden products, machinery and equipment, both new and used 

and metallurgic goods, whose exports during the past 2 years have declined nearly five times due 

to the economic sanctions on Iran (Website of the UN Trade Statistics). A significant aspect of 

an interim agreement for enterprises from the EAEU is to enjoy a softer stance onthe non – tariff 
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barriers. TheFT Agreement with the Iranian side provides for their partial liberalization, 

including a vast task of mutual recognition of standards. Removing a number of restrictions on 

the import of certain products, such as Russian chrysotile asbestos, can greatly reduce the 

exporters' costs and can allow importing about 35 thousand tons of these products to Iran. The 

temporary agreement on the FTA with Iran that was concluded for 2 years with the possibility of 

its extension and expansion seems to be a really effective yet another step towards the 

development of Russian export potential. Given the generally small trade volumes linking Russia 

and Iran and the limited scope of the agreement, this FTA will not bring structural economical 

alterations, but it will certainly allow Russian companies to benefit from it and become more 

competitive on the market.  

Regarding still another candidate country for an EAEU FTA – Israel, we can note that 

despite a high level of the Israel economic development there’sa lack of intensive demand for 

Russian manufactured products. Twothirds of Russian exports to Israel consist of oil, jewelry, 

metallurgical products and aluminum (Website of the UN Trade Statistics). Given the import 

structure of Israeli trade, the reduction of duties by the EAEU under the negotiated FTA will 

bring quite a significant gain for the endusers in different sectors of the economy (highquality 

health service and pharmaceutical products; electronics; fruits and vegetables). The focus of the 

Israeli economy on the development and marketing of innovations both in traditional 

agricultural, and in hightech industrial sectors characterizes this country as a proactive partner 

for creating platforms for dialogue in hightech industries. However, the liberalization of trade 

barriers between Russia and Israel will hardly meet the goal of increasing Russian manufactured 

goods exports to this country. Nevertheless, it can bring benefits to Russian consumers and lead 

to increasing localization levels of the existing joint ventures and to establishing new ones.  

The negotiations are progressing in doing withanother Free Trade Agreement between the 

EAEU and Egypt. The Egyptian economy is an attractive market for Russian automotive, 

metallurgical, wood, electronic, chemical and wheat products. The specificity of this link is in 

the absence of the typical hydrocarbon exports dominance in the structure of Russian tradethat 

suggests a real possibility for economic efficiency in the case of concluding а freetrade 

agreement with the country. Given the structure of the countries' economies, the development of 

intraindustry trade in several sectors is promising, including construction materials, radio

electronics, chemical and textile industries. 

Within the framework of the planned FTA agreement with Egypt such areas as transport, 

logistics, construction, finance, insurance, education, protection of intellectual property rights are 

quite promising for Russian providers. It is important to reach agreements to simplify 

administrative restrictions and barriers in Egypt related to domestic competition policy in the 

financial field and, especially in the public procurement. All of these factors create a platform for 

the realistic development of cooperation in these services sectors 

Under a freetrade agreement with Egypt, issues of simplification of investment 

cooperation and protection of the interests of companies engaged in investment activities would 

be also considered.It will provide an opportunity not only to expand the branch coverage of 
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representative offices of Russian companies in Egypt, but also to create a favorable legal basis 

for the launching of commercial projects in Russia. It is also important to provide a non

discriminatory regime for investments and their protection in the sectorsof the electric power and 

machinebuilding complexes, as well as in the formation of joint hightech production platforms. 

Being the most important trading partner for Russia in Africa, Egypt can also become a 

promising country for establishing a Russian industrial platform for assembling the equipment 

produced by Russian manufacturers and its further export to the markets of the region. 

In addition to the existing common agreement on the FTA between the EAEU and 

Vietnam the former bilateral agreements on the FTA with Serbia of the three EAEU member 

States are in the process of the transposition to the EAEU level. This is a special case for several 

reasons.  

First, the EAEU has been enlarged from three to five members. Not all the current 

members of the EAEU had agreements with Serbia. There are three bilateral freetrade 

agreements with this country that had been concluded by Russia (2000), Belarus (2009) and 

Kazakhstan (2010).Today the challenge for the EAEU is how to convert the bilateral agreements 

which are no longer possible for the EAEU members because of the common trade policy into a 

common EAEU agreement taking in to account that two countries did not have an equal 

arrangement with Serbia.  

Second, the freetrade regime with Serbia could be the first ever liberal trade link for the 

EAEU with a country so close to the EU. Serbia is in negotiationsfor an accession to the EU. 

Thus, another important challenge could appear – the one of the overlapping agreements. If and 

when Serbia is accepted in the EU,reconsideration of the FTA with three EAEU countries could 

be launched the way it happened with Ukraine. Different scenarios are not excluded. Having in 

mind the persisting economic sanctions between the EU and Russia reconsideration of the FTA 

between Serbia and the EAEU countries is the most likely scenario. It will be much to the regret 

of the parties concerned as the dutyfree trade regime has successfully spread to almost 95% of 

trade turnover between Serbia and the countries of the EAEU. However, so far the 

implementation of the provisions of these bilateral agreements was not interrupted because of the 

presence of a single commodity list of exemptions.Under the negotiations between the EAEU 

and Serbia an agreement on the preservation of the existing conditions of the free trade regime 

have been reached, with the exception made for the dutyfree delivery of cars "Fiat" to the 

EAEU market (NPMP RIAC, 2016). 

In this regard, the work that is being carried out by experts of the Parties nowadays is 

rather more technical in nature drafting a single text of the agreement for all the EAEU countries 

including for the accession States (Armenia and Kyrgyzstan). However, we should keep in mind 

that this new Agreement will be valid only until Serbia becomes a full member of the EU. 

It is not easy to determine the benefits to the Russian economy from a freetrade agreement 

with Serbia because of the low trade levels, though the Agreementhas been in force for more 

than 15 years. Over the past years, mutual trade had a clear positive trend. This tendency is a 

result of the export growth of raw materials from Russia.However, the share of this country in 



1965 

total Russian exports fluctuate around a not important 0.3% share, while Serbian imports that 

mostly consist of fruit, cheese, medicines, textiles and tires, do not exceed 0.5% of all Russian 

imports (Website of the UN Trade Statistics).Thus, the ongoing action to consolidate under the 

EAEU umbrella the FTA agreements with Serbia will not bring much visible positive effects to 

the Russian economy anyway. On the one hand, some of the topics in the agenda like the 

introduction of the mutual dutyfree access of passenger cars to the markets represent an 

opportunity to promote Russian finishedgoods of the automotive industry for exports. However 

again, the domestic market of Serbia for cars is too small and in addition to that, barriers in the 

form of environmental standards for passenger cars are too high to achieve at least some 

noticeable effect. Most likely, the biggest issue will result in thenegotiations after Serbia's 

accession to the EU with possible compensations or exemptions from a standard regime. 

Considering overall the Russianpolicies in partnership with the EAEU on developing a 

new network of the FTA agreements with differentcountries, we can notice that each case is 

different and in a sense quite unique for each of the agreements concluded or to be concluded.In 

general, they should provide vast opportunities for the economic development of the partner 

countries. The expansion of exports of various product categories, the reduction of the import 

prices for endusers, the exchange of technologies within investment projects, the expansion of 

services do have a positive impact on the economic growth of countries that are involved in trade 

liberalization process. Overall, signing the agreements provides an opportunity to achieve more 

liberalized and mutually beneficial terms of trade for goods and services, as well as helping to 

build up commonly accepted rules on the application of nontariff measures and securing 

investment cooperation. However, no significant economic effects have yet been noticed for 

Russia or its EAEU partnersas a result of this policy. On the one hand, little time has passed.On 

the other hand, the current FTA partners' economies are not large enough and not so much 

significant in trade links with the EAEU. It remains to be seen to what extent Russia will 

continue to align itself strategically with the EAEU and vice versa, and how mucheconomic 

benefits will be achievedfrom building up a network of the FTAs for the EAEU.  

REFERENCES 

1. Arapova E.Y., Mudzhumdar A.A. (2016.) Rossiya – Indiya: potencial torgovogo 

sotrudnichestva [Russia  India: the potential of trade cooperation]. Nacional'nye 

interesy: prioritety i bezopasnost'. № 10. p. 175184. 

2. Bajkov A.A., Istomin I.A. (2013) Neozhidannye partnery Rossii na Blizhnem i 

Srednem Vostoke [Unexpected partners of Russia in the Middle East.]. 

Mezhdunarodnye processi, T. 11. № 33. p. 115134. 

3. Byrkova E. (2017). Kak razvivaetsya zona svobodnoj torgovli s V'etnamom?[How the 

free trade area with Vietnam develops?]. Associaciya Sodejstvie razvitiyu vneshnej 

ekonomicheskoj deyatel'nosti. Available at: http://www.npsrv.ru/stati/475/ 

4. Cia.gov. (2018). The World Factbook — Central Intelligence Agency. [online] 

Available at: https://www.cia.gov/library/publications/theworldfactbook/ [Accessed 

4 Nov. 2018]. 



1966 

5. Comtrade.un.org. (2018). UN Comtrade | International Trade Statistics Database. 

[online] Available at: https://comtrade.un.org/. 

6. Eurasian Economic Commission (2018). Foreign Trade of the EAEU with Vietnam in 

January-August 2018. [online] Eurasian Economic Commission. Available at:  

http://eec.eaeunion.org/ru/act/trade/catr/monitoring/Documents/Obzor3/ЕАЭС

Вьетнам%20(январьавгуст%202018).pdf. 

7. Federal State Statistics Service. (2018). [online] Available at: 

http://www.gks.ru/wps/wcm/connect/rosstat_main/rosstat/en/main/ [Accessed 4 Nov. 

2018]. 

8. Fedorov N. (2017). Zona svobodnoj torgovli EAES - V'etnam: Itogi pervogo goda 

raboty [EAEU Vietnam Free Trade Zone: Results of the first year of operation]. 

Vestnik Moskovskoj mezhdunarodnoj akademii, p. 6877 

9. Fedorov N. (2018). New policy towards Vietnam? State administration of the Russian 

Federation and a realization of the free trade agreement between the EAEU and 

Vietnam. Public Administration Issues. p.6879. 

10. Galishcheva N.V. (2017). Globalizaciya Indijskoj ekonomiki: tendencii i perspektivy 

[The globalization of the Indian economy: trends and prospects]. Vestnik MGIMO

Universiteta. 2(53). p. 7189. 

11. Izotov D.A. (2013). Liberalizaciya rossijsko-v'etnamskoj torgovli: plyusy i minusy 

dlya ekonomiki Rossii [Liberalization of RussianVietnamese trade: advantages and 

disadvantages for the Russian economy] // Izvestiya IGEA. № 6 (92). p. 108115 

12. Knobel' A. Y., Chokaev B. V. (2013). Ocenka posledstvij sozdaniya zon svobodnoj 

torgovli Rossii s Aziatskimi stranami [The evaluation of the consequences of the free 

trade zones creation between Russia and Asian countries]. Elektronnyj zhurnal 

SSRN. Available at: www.papers.ssrn.com/sol3/papers.cfm?abstract_id=2341353 

13. Mazyrin V.M (2014). Ekonomicheskie otnosheniya Rossii i V'etnama v pervoj 

polovine 2010-h gg.: vedushchie tendencii [Economic Relations of Russia and 

Vietnam in the First Half of the 2010s: The Leading Trends] // YugoVostochnaya 

Aziya: aktual'nye problemy razvitiya. № 24. p. 105128. 

14. Morozova V.A. (2016). Mezhdunarodnaya logistika kak bar'er razvitiya rossijsko-

indijskogo torgovo-ekonomicheskogo sotrudnichestva. V sbornike: Sovremennye 

tendencii innovacionnoj ekonomiki, sbornik materialov mezhvuzovskih studencheskih 

konferencij [International logistics as a barrier to the development of RussianIndian 

trade and economic cooperation. In the collection: Modern trends of the innovation 

economy; a collection of materials of intercollegiate student conferences]. p. 151155. 

15. NPMP RIAC (2016). Serbia-EAEU: prospects of integration within the free trade 

zone. Russian International Affairs Council,  28 p. 
16. Shilina M.G. (2017).  Rossijskaya Federaciya i Kitajskaya narodnaya respublika: 

perspektivy ekonomicheskogo vzaimodejstviya i integracii v Evrazii. V sbornike: 

Rossiya i Kitaj: istoriya i perspektivy sotrudnichestva. Materialy VII mezhdunarodnoj 



1967 

nauchno-prakticheskoj konferencii [The Russian Federation and the People’s 

Republic of China: Prospects for Economic Cooperation and Integration in Eurasia. V 

collection: Russia and China: history and prospects for cooperation. Proceedings of 

the VII International Scientific and Practical Conference]. VII International Scientific 

and Practical Conference, pp. 720723. 
17. Solopchuk Y.A., Subachev S.Y. (2017). Sotrudnichestvo Rossii i Indii kak faktor 

razvitiya ekonomicheskoj bezopasnosti strany [Cooperation between Russia and India 

as a factor in the development of the economic security of country]. Beneficiar. № 11. 

p. 8690. 

18. The Eurasian Development Bank (2017). Eurasian Economic Integration – 2017. 

[online] Saint Petersburg: Centre for Integration Studies, p.88. Available at: 

https://eabr.org/en/analytics/integrationresearch/ciireports/eurasianeconomic

integration2017/ [Accessed 4 Nov. 2018]. 
19. Vinokurov E. (2017). Eurasian Economic Union: Current state and preliminary 

results. Russian Journal of Economics. №3, p. 5470. 

20. Voroncova N.A. (2015). Liberalizaciya torgovli v ramkah Evrazijskogo 

ekonomicheskogo soyuza (na primere Soglasheniya EAES-V'etnam) [Trade 

liberalization in the framework of the Eurasian Economic Union (on the example of 

the EAEUVietnam Agreement)] // Moskovskij zhurnal mezhdunarodnogo prava. № 

4, p. 103115. 

21. Voroncova N.A. (2015). Liberalizaciya torgovli v ramkah Evrazijskogo 

ekonomicheskogo soyuza (na primere Soglasheniya EAES-V'etnam) [Trade 

liberalization in the framework of the Eurasian Economic Union (on the example of 

the EAEUVietnam Agreement)] // Moskovskij zhurnal mezhdunarodnogo prava. № 

4, p. 103115. 

22. Website of the Eurasian economic union. (2018). [online] Available at: 

http://www.eaeunion.org  

23. Website of the World Trade Organization. (2018). [online] Available at: 

http://www.wto.org. 

24. WTO and International Trade Policies (2018). Expanding Bilateral Trade between 

the EAEU and Vietnam. WTO and International Trade Policies. 

25. Wto.org. (2018). WTO | Trade policy review - Singapore 2012. [online] Available at: 

https://www.wto.org/english/tratop_e/tpr_e/tp367_e.htm. 
26. Zhukova A.Y., Lyubarskij A.A. (2017). Treugol'nik Rossiya-Izrail'-Singapur: 

vozmozhnosti uglubleniya ekonomicheskogo i politicheskogo vzaimodejstviya. [The 

RussiaIsraelSingapore triangle: opportunities for deepening economic and political 

interaction.]Problemy sovremennoj nauki i obrazovaniya, № 26 (108). p. 4552. 

  



1968 

 

GREEN FINANCIAL SYSTEM DEVELOPMENT: 
INTERNATIONAL EXPERIENCE AND LESSONS FOR 

VIETNAM 

Do Hong Nhung 

National Economics University 

nhungdh@gmail.com, 

Tran Thi Thanh Tu 

University of Economics, Vietnam National University 

tutt@gmail.com 

Trinh Mai Van 

National Economics University 

trinhmaivan@gmail.com 

Ngo Anh Phuong 

Quy Nhon University 

 

Abstract: The paper overviews experience of developing green financial system in the 

world. From the approach of the Green financial system development, the role of 

government, large financial institutions to enterprises, the development of green financial 

system in Vietnam analyse. Lessons of experience shows that the role of constructive 

government is really necessary and particularly important. At the same time, the economic 

restructuring shifted from brown economy to green economy through green products from 

the capital on the financial markets. The green products are mainly green bonds, green 

stocks and green stock index. 
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1. Introduction   

In Vietnam, the ceconomic restructuring has been done. The economic development 

focus on resource extraction, the export of raw materials and preliminary cause damage to 

the environment and the increasing impact of climate change. According to the prediction of 

the Energy Information Agency, the level of equivalent CO2 emissions from energy will 

increase from over 113 million tons in the year 2010 up to 471 million tons in 2030. Without 

strengthening the protection of the environment in the next 10 years, if the GDP grows twice 

then the pollution level will increase 3 times and up until  2050, the increase can be from 4 to 

5 times. 

The transition of economic model was implemented by Vietnam Government, along with 

the green growth strategy (UNEP, 2013). To accomplish this goal, Vietnam Government has 

proposed three strategic tasks for green growth including: (i) Reduce the intensity of greenhouse 
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gas emissions and promote the use of clean energy, renewable energy , (ii) greening production; 

(iii) greening lifestyles and promote sustainable consumption. To accomplish the goals of the 

green growth of the green economy, the role of the Government and the financial institutions is 

particularly important. 

Therefore, the switching pattern of growth towards the green economy is becoming one of 

the priorities in its efforts to cope with the financial crisis and monetary past as well as for the 

development phase after the crisis. Studying the experience of countries in developing green 

economy such as the US, EU, China, Japan, South Korea, developing countries in Asia, Latin 

America draw lessons for the construction of a green economy when using economic stimulus 

packages as well as development strategy of Vietnam is required in longterm. 

In the paper, experience of countries in developing financial system is divided into 2 main 

groups: (i) Developing the green financial system centering at government and financial 

institutions and (ii) Developing green financial system centering at microfinance institution. The 

research for experiences of countries will help to determine the specific characteristics of this 

model in each country, and, on the basis of generalizations, will determine the ability to 

replicate and choose suitable direction for Vietnam. 

2. Overview of international experience  

Green financial system development centering at government and large financial 

institutions in order to spread green trend and support the financial resources for the 

development of green economy. 

One of the successful countries in this approach is the United States of America. In the 

USA, the Green Bank and green banking activities under the support of the State in matters 

concerning the legal framework have decisive characteristic to the development of the financial 

system.  The Green Bank Act was officially launched and was passed by the House of 

Parliament in 2005. The Coalition for Green CapitalCGC as a nongovernmental organization 

established under Article 501 (c) (3) law of the ICC in 2012, has the function as a connection 

between the banks and the initiative to connect the idea of the Green Bank. In 2014, the CGC 

had made reputation in the Blue banking Institute as a research agency of the Green Bank, 

representing the production of the Green Bank idea of experts and leaders from more than half of 

the State on the around the United States (Phu Nguyen Ha, 2017). 

Chris Juhnke and Associates (2012) using the method of interviewing some experts in the 

financial industry and the energy sector, energy efficiency and distribution market has potential 

impact evaluation of a Green BankGreen Bank , based on 6 criteria: (1) the number of 

additional project funding, (2) the cost effectiveness of the Bank, (3) the increased benefits are 

provided by the Bank, (4) the feasibility of the Bank's management, (5) the ease of integration 

with existing programs of the Government and (6) feasible politically. Thus, research has 

demonstrated the presence of Green Bank had helped increase the flow of capital, capital cost 

more competitive, from which the State helps achieve the goal of clean energy and help reduce a 

lot of the problems currently plaguing the market  



1970 

With the same development approach views as the financial system of the US, in the UK, 

research on Green Investment Bank (Green Investment Bank  GIB) of Vivid Economics and 

McKinsey (2011) has emphasized the role of the Green Investment Bank founded in 2010 

according to the coalition agreement the British Government is to improve the policy framework, 

and has the financial support necessary to address the failures of the free market, fearing risks, 

high transaction costs and lack of capital. According to this study, GIB helps expand potential 

investors, improve the economic efficiency of the projects and share information to reduce risk, 

in particular, the evidence of the failure of the market and the chance intervention of GIB as 

follows : (1) wind energy at sea: GIB helps increase the new investor, financial support to 

increase renewable power sources as well as reduce the amount of carbon emissions into the 

environment; (2) the use of energy sources outside of the UK is also an efficient option to reduce 

carbon emissions in the UK, strengthen energy security and longterm competitiveness of the 

industry, at the same time, GIB also help mobilize funding for the project and reduce carbon 

emissions into the environment; (3) GIB also supports the waste disposal industry to minimize 

the garbage buried under the soil, creating renewable heat energy and reduce carbon emissions. 

The analysis shows the intervention of GIB's efficiency and more, complement the existing 

policy. The intervention of the GIB to mobilize capital from the equity market and debt market, 

facilitate the valuation of risk on financial markets through improving the transparency and 

information on the investment line sustainable development projects. 

Report on the Commission's Green finance for environmental inspection in the British 

Parliament (2014) has evaluated the progress of implementation of the strategy to switch to 

greener economic model of England to draw the necessary adjustments. The report analyzed the 

need of green finance through the synthesis of reality and the opinion of experts that provide 

information about the impact of the environment to investors has important implications in 

mobilizing capital for green investment. The report presented direct funding mechanisms by the 

Government for investment in green projects through Green Investment Bank, the Government's 

guarantee operations for green infrastructure projects as well as the environmental protection 

fund. Along with the funding, the initiative of the British Government also work towards 

dismantling the barriers to green investment through the simplification of procedures, risk 

management support, develop skills and experience in green projects. The role of Government in 

the construction of an overall strategy to support the conversion process faster and more 

efficiently are highlighted in the recommendations of the report. 

Focusing on the Government and financial institutions has confirmed the success of some 

Western countries in the US, UK. In Asia, South Korea has also proved that this approach is 

correct, from then promoting green credit in the financial system. The South Korean Government 

set up a credit guarantee nonprofit organizations called Financial Technology Corporation 

(KOTEC). This organization operates as a credit guarantee fund, to solve the problem of lack of 

financial resources due to restrictions on collaterals of business when loaning commercial banks. 

More specifically, KOTEC is the only financial institution who can review and authorize green 

licensing for the enterprise. Each company who receives green license can apply the level of 
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guarantee up to 7 billion Won. Up until 2013, 65% of green businesses received credit support 

from KOTEC (Nguyen Thi Minh Hue and Tang Thi Phuc, 2017). 

Unlike mentioned developed nations, South Africa is one of the countries where the 

consumption of fossil fuel is the largest in the world. A quarter of the ecosystem of rivers is 

seriously polluted, leading to the risk of lack of clean water sources. Despite recent efforts by the 

Government contributing to reduce the production and damage to the environment, the speed is 

still slower than many countries in the OECD (OECD, 2013). Thus, the South African 

Government was committed to enforcing the fundamental changes in the economic structure 

under which the priority goals of the green economy in the national policy. 

Regarding the legal framework, to implement the goals of greening the economy in the 

national strategy to respond to climate change, the Government of South Africa has set the goals 

ambitious in reducing the rate of carbon in productive activities, such as reducing emissions by 

34% by 2020 and 42% by 2025. In the national strategy for sustainable development and the 

Plan of action, the South African government has identified five strategic priorities strengthening 

the combined system planning to implementation; conservation of national ecosystems and using 

resources effectively; transition to green economy model; community building for sustainable 

development; implement an effective response to climate change. (Stadium, 2014). White Paper 

on Climate Change (2011) was a written orientation for candidates for the Government to state 

climate change or growth plans and new Action Plan new to the field of Industry geared to the 

development of a green economy. In addition, the Government of South Africa has developed a 

series of green initiatives on governance in order to establish the rules of principle as requiring 

pension funds to consider the risks Environment  Social Affairs Administration (ESG) as part of 

the review process investment (Regulation 28), or the Code of investment guide is responsible 

for the industry in South Africa (CRISA) or Regulation requires companies listed provide a 

consolidated report on the effectiveness and risks of social and environmental. 

About the mobilization of resources: the South African Government has committed 

funding for a national policy to deal with climate change, put this budget item in the annual 

budget plan of the country through which incorporated the climate change response programme 

to deploy not only at the level of Central Government, the provincial and local level but also in 

the development of institutions and enterprises (Stadium, 2014). 

Although it is yet to identify the amount of capital needed, the Government of South Africa 

has invested on 827 billion ZAR on infrastructure projects for the period 20132017 and about 4 

thousand billion ZAR for the next phase by the year 2028 (OECD, 2014). The South African 

Government has given a number of development finance institutions (DFI) which specializes in 

providing financing for the project, the public sector or the population does not have the ability 

to access the services of the financial system. Typically, to support the development of new 

industries and value chains through which support the investment activities of the State and the 

private sector. The South African Government also passed the State Employees Pension Fund 

(GEPF) and other retirement funds to mobilize a significant amount of capital investment in new 

areas of development towards more green. 
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The South African government also made the issuance of bonds to finance green projects 

with the goal of reducing harmful effects of climate change. Johannesburg is the first city of 

South Africa has issued bonds in 2014 green city with a total value of 1:46 billion ZAR issuance 

through the Johannesburg Stock Exchange (JSE). The money raised will be funding the 

implementation of projects to reduce greenhouse gases and contribute to building a "green 

Johannesburg" (ALCB Fund, 2017). In 2017, the city of Cape Town will be releasing another 

round of bond climate with a total value of 1 billion ZAR to sponsor a series of initiatives to 

mitigate and adapt to the state of climate change of the city. The city government has also 

developed Frame Green Bonds . 

About greening in the operation of the financial system: financial sector in South Africa is 

the leading area in incorporating the issues of the environment, social and governance (ESG) into 

their activities. In spite of this, the three pillars of environmental problems is often less 

prioritized, however, this problem has recently become  more important. This comes from the 

common awareness raised about the economic opportunities to have these green technologies 

and industries as well as the risk of damage to the environment. 

The South African government encourages banks to apply the principles of "sponsors' 

responsibility" to develop and manage the standard ESG to participate in international innovation 

such as the Principle of Financial Innovation, the United Nations Environment Programme, the 

Equator Principle or the Sustainable Banking Association of South Africa (BASA). The four 

largest commercial banks in South Africa have applied the equator principles and standards to 

identify, assess and manage risk ESG, which is worth 10 million USD. The ability to implement 

the Equator Principle increases the definition of bank risk and part of the risk assessment 

considered in ESG, which is like a credit assessment standard and base for banks to work with 

potential borrowers. According to these principles, the projects where borrowers do not meet the 

requirements of environment and society, and the equator principle without resources to execute 

procedures will be refused by the system. 

Similar approach to green financial system development of South Korea and some other 

countries, so far China has not been successfully creating and supporting the development of 

green financial system from the Governments and large financial institutions. Zhang, b., Yang, 

y., & Bi, J (2011) has monitored the implementation of green credit policy in China with the 

view from the topdown and bottomup reform has investigated the implementation of green 

credit policy both at national and regional level. The results of the study showed that the green 

credit policy is not fully carried out. The main problems in implementing the green credit 

policy in China is still vague, unclear implementation standards and lack of information on the 

environment is large enough to impact the industry has a high energy consumption, big 

polluters. Although at present, the Chinese Government is aware of the risks from 

environmental issues and vigorously to enact more urgent policy, the resolution of 

environmental issues in this country have more active part only when transferred from the 

Government to use administrative measures to the use of economic tools, including green 

credit policy is one of the important ways. 
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In another study on the incomplete credit policy of Duan Jin and Niu Mengqi (2011), the 

green credit policy of China has achieved remarkable achievements on saving energy, reducing 

emissions and optimize the industrial structure. Even so, the collusion between businesses and 

local authorities have created a huge gap between expectations and reality in implementing the 

policy. From that lead to the systemic than collusion between banks and enterprises and local 

authorities. Banks are organizations that implement the green credit policy. These banks have 

suggested preferential interest rate to collusion in the green credit policy implementation. 

Aizawa, m., & Yang, c. (2010) has also analyzed a variety of green policy in recent years that 

China has taken to tackle the environmental problems include green taxes, green text as well as 

green policies related to financial sector, as green credit, insurance and security policies. The 

author found that among the three mentioned green policies, the green credit policy is the most 

advanced, with three bodies (Ministry of Environmental Protection, People's Bank of China and 

the China Banking Regulatory Commission) share responsibility for implementation. This policy 

is implemented in the fourth year of a 5 year plan targeting environmental protection that 

Chinese leaders put forward, and this policy has proven capability against the crisis of China's 

giant economy after the crisis global finance. 

The heated and fast economic growth, the severe pollution and destruction of the 

environment are a matter for that Government problems China must handle. Due to the heated 

growth model of China's economics, arise many problems such as: high energy consumption and 

depletion of natural resources, environmental pollution, ecological imbalance, loss of social 

justice created serious environmental crisis. Even so, China has achieved significant progress 

towards the completion of the green financial system that serves the goal of green development 

and solve environmental implications that over three decades the hot growth to leave but the 

evolution of the financial system of China will encounter many difficulties, especially in 

improving the legal framework, reducing the overlap of state management and synchronization 

of financial development policies with development policy the other. Besides, the mobilization 

of resources is also a difficult yet to be resolved in the short term, as estimated by UNEP, within 

the next 5 years, every year China needs investment to about 350 billion USDvào of green areas, 

but financial sources in the country currently only meet around 15% according to Nguyen Thi 

Hong (2017). 

The research of Nguyen Thi Minh Hue et al (2016), found that there were huge efforts 

when the financial institutions of China participated in the Equatorial Principles, the principle 

of identifying, assessing and managing environmental risks and society in funding the project. 

They have recieved an approval while balancing between economic development and 

environmental protection, they refused to provide the funds for the project violates 

environmental problems. However, the process of operating a green credit policy, the 

commercial bank system in China also encountered a number of problems. The first is that the 

legal system still lacks consistency because the green credit policy is only a guideline rather 

than a mandatory practice, so some banks are running by profit instead of breaking related 

rules without being punished. Secondly, due to the enforcement of the legal system not yet to 

be fully healthy, so the efficience of  green credit is not high. The existence of local 
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protectionism in these industries bring revenue to the Government budget. Thirdly, there is an 

existence of imperfect information between businesses and banks supporting the green credit 

policy. (The people's Bank of China, 2014) 

Centering green financial development system at  micro-organizations.  

With the development of financial system centering at the Government and green financial 

institutions, spreading the development of both systems, other countries are implementing green 

financial system through microfinance institutions. In Romania, the green investment is still the 

challenge not just to companies in Romania (Elena Dova and Oriana Negulescu, 2014) so that 

companies and organizations can get access to green investment author was given a model of 

green investment on the basis of 8 resources related to sustainability, which is: low energy, smart 

technology, knowledge and innovation, competitive markets, green buildings, green finance, 

green culture and the new regulations of the Government and stressed the significance of the 

approach on the edge of green investment. However, these companies and organizations want to 

reach the development of green investment, they must ensure environmental aspects and social 

responsibility from that of sustainable development. Mihaela Dumitrascu (2014), found that the 

Bank in Romania we are also active in the first step in providing "green" services for companies, 

organizations want to green investments because the Bank also are faced with the globalization 

and stiff competition at the same time the Bank was forced to add social responsibility, 

environmental protection together with the business. 

Unlike Romania, Bangladesh is one of the least developed countries, most heavily 

influenced by the world environment pollution caused by the industrialized Western 

countries. In the threat of extreme environments, the Bangladesh's financial sector plays an 

important role as one of the key investors of the economy forced the enterprises to build the 

strategy, plan of action. 

Green Bank (GB) is a component of the global initiative of a group of stakeholders to 

protect the climate, the environment in the country. Ullah, M.M (2010) is trying to figure out the 

current state of green banking activities. The author analyzes and compares between types of 

banking (the State Development Bank (SDBs), commercial banks (PCBs) and foreign 

commercial banks (FCBs) operating in Bangladesh to see whether they have applied the Green 

Bank policy by Bangladesh Bank (BB) guidelines. The study concluded that only the PCB and 

FCBs have applied the Green Bank guidelines and funding a number of projects, while activities 

of SCB and SDBs are not much.  

The Bangladesh Bank has issued the circular concerning this issue. The Bank was asked to 

build Green Bank policies of their own. The main objective of this study is to analyze the 

prospects of Green Bank in Bangladesh. The specific objectives of the research is to promote the 

Green Bank between the beneficiaries and the Bank. In particular: (i) risk management research 

environment and identify opportunities for financial products with friendly creative environment, 

(ii) study of the environmental regulation and control for green banking in Bangladesh , (iii) the 

design of environmental management system in accordance with the project, (iv) generate the 

products and financial services to support commercial development with environmental benefits. 
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For Bangladesh, the initiative is done through green financial forms throughout the 

economy including banks and nonbank financial institutions. 

Like Bangladesh, banks and other financial institutions in India have not had many 

initiatives in the field of development of green finance Pravakar Sahoo and Associates 

(2008). India is developing with rapid speed and this development is mainly supported by the 

industrial sector. Countries are facing a great challenge in controlling the impact of our 

business on the environment. The banking industry has a role of the main and important 

financial resources. Therefore, the role of the Bank in controlling environmental damage is 

extremely important. Banks are starting to realize that they have a social responsibility to 

complete when they emerge from the shadow of traditional banks. According to the relativity 

of the indirect social and environmental impacts, the Bank should examine the impact of the 

lending and investment decisions. Combining the environmental and social criteria into the 

business decisions may reduce the negative impacts of the operating activity of financial 

institutions, which can do a lot to support the efforts of the social responsibility of business 

and reach are sustainability Bihari (2011). A company can only receive loans when all safety 

environment standards are abided by.  

To affirm the role of the Bank of India, Shikha Agrawal (2014) has studied the practices in 

different commercial banks in India and to find out whether or not they are promoting the 

environmentfriendly activities. The author found that the research and Development Institute, 

and the banking technology (IDRBT) by the Reserve Bank of India (RBI) has launched the 

guidelines for banks to implement strategies to improve the environment. IDRBT proposed 

standard guide rated according to criteria of effective banking and banking activities in the 

Indian banking system. With this ranking system, both the infrastructure and operations of the 

Bank are put in to consideration. IDRBT has coined the term green rating standard as "Green 

Coin Rating  rated green coins". The Bank will be evaluated based on the rate of carbon 

emissions in their operations, the amount of reuse, refurbishment and recycling concepts are used 

in the map used in the buildings and in the system to be used by them as computers, servers, 

network, printer, etc. ... 

Also Loluru (2015) through the case studies, which are the SBI and ICICI Bank in India's 

Andhra Pradesh, have noticed: (i) the role of the Bank in green finance, (ii) The financial 

regulation and its implications for the banking industry , (iii) checking the level of the Bank of 

India made comply with "green credit policy", (iv) reviews the progress and challenges in the 

Indian green financial Bank, (v) giving the hint suitable for the growth and development of the 

management Green finance in the banking industry.  

So, the greening of the financial system is a concern of many countries in the world in 

order to fix and limit the negative impacts of economic development to the environment, to 

improve the environment through greening the economy. The initial research results is an 

important scientific basis for making financial green development model consistent with the 

conditions of each country. Although this is a fairly new field, but noticed the important role the 
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development of Song dynasty green finance, Vietnam the first step towards the development of 

the financial system to green towards sustainable development. 

3. The situation of green financial market development in Vietnam 

Green finance is an important way in green growth strategy. With the promulgation of the 

action plan of the State Bank of Vietnam (Decision No. 1552 / QDNHNN) and the Ministry of 

Finance (in Decision No. 2183 / QDBTC), a framework for green growth related to banks  

financial is shaped. 

Policy development of green capital market 

The action plan of finance in Vietnam implementing the National Strategy for Green 

Growth 2020 determined Securities Commission of the State (SSC), the Securities Trading 

(Stock Exchange) have an important role in developmentoriented green capital markets and 

green financial products. 

In 2015, the Ho Chi Minh City Stock Exchange (HSX) and Hanoi Stock Exchange (HNX) 

officially became partners of the Stock Exchange Initiative for Sustainable Development of the 

United Nations, together with 19 leading Stock Exchange worldwide. By joining SSE, HSX 

commitments were made to share and promote practices related to sustainable development for 

listed companies while HNX have the opportunity to share and learn from good practices on 

corporate governance and sustainable development from which encourages the application for 

listed companies to enhance corporate governance and social responsibility (IFC, 2015). 

Since 2012, the Securities Commission of the State in collaboration with IFC, 

Organization Initiative Global Reporting (GRI) and the HSX, HNX have built and 

implemented many training programs to enhance the capacity of companies on the disclosure 

of environmental, social and governance information. Regulations published social and 

environment information in Circular No. 155/2015 / TTBTC of the Ministry of Finance dated 

10.06.2015 guide information disclosure on the securities market, marked efforts of the 

management body in building the first platform and important for a green stock market. HSX 

also ongoing construction of sustainability indicators Environment  Social  Governance 

(ESG) to raise awareness of the investment and sustainable development, enhancing the listing 

standards, creating standards for the smart transparency of the company and the market, 

creating new products for market (SSC, 2015). 

Additionally, the interest of the world of professional financial investments for green 

bonds is also growing. The majority of green bonds on the market today are released by the 

major international financial organizations to help mobilize international capital for funding 

climate change, reducing green house gases, such as IFC, World Bank The European 

Development Bank, and a number of other regional development banks. According to 

calculations by Dara Inter2, Vietnam suffered losses from climate change about 15 billion 

dollars a year, the year 2010 about 5% of GDP, is forecast to 11% of GDP in 2030 if no action to 

protect the environment. Therefore, the Government set a target to 2020 year, 100% of new 

investment projects in compliance with the regulations on clean technology. 
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In addition, with the support of the GIZ, the State Securities Commission has implemented 

training programs, capacity building for investors when market participants the green bonds, has 

the solution to attract investors organized as : investment funds, insurance companies, pension 

funds, ... joining the capital markets (IFC, 2015). 

It can be seen that, on the basis of the action plan (2183 decision) for the 20162020 period 

of the Ministry of finance and the National Strategy for green growth to 2050 of the 

Government, the deployment of specific content in the field of green finance can start from the 

construction of the product "green bonds" and this will be a step in encouraging, for a  "green" 

Vietnama, a country with sustainable economy in the future. 

Table 1: Some international projects in Vietnam on the development of green finance 

Project Sponsor/collaborator Content 

Modernize public 
finance (EUPFMO) 

EU and GIZ  Developing institutional framework for the planning and 
implementation of the state budget to be improved, in line with 
international practice.  

 Developing policies and institutional framework to strengthen 
fiscal decentralization and public fund management capacity of 
local governments, focusing on the poorest provinces with large 
ethnic minorities.  

 Budgeting more efficiently through the development of 
revenue and expenditure framework of the mediumterm, the 
link between spending more closely with national policy 
priorities. 

Constructing social 
environment risk 
assessment tools  

IFC and the Vietnam State 
Bank  

 Constructing social environment risk assessment tools in 10 
specific sectors: agriculture, chemicals, construction and 
infrastructure, energy, food processing, textiles, petroleum, 
processed waste, mining and mineral products from metal  

 The "environmental and society risk assessment " manual 

Constructing the 
standards of "Equator 
Principles" 

WB, ADB  For financial institutions aimed at identifying, assessing and 
managing social and environmental risk in project financing 
process 

(Source: IFC (2015) and collections of the author) 

As can be seen, the reality of green financial system development in Vietnam is still 

very young. Green financial system in Vietnam was initially formed with a number of 

components, single part of the system such as: a couple of green financing tool has been 

released but with limited scope and quantity (IFC , 2015), few banks have provided the 

Green Bank services but at lower level in 5 levels of Green Bank (Tran Thi Thanh Tu and 

Associates), a number of laws had been enacted on the green credit Green bonds, but only 

stops at the level of encouragement (Home State Bank, the State Securities Commission, 

2015). Therefore, the research and development of green financial system according to the 

international practices has important implications, to the success of the national strategy on 

green growth by the year 2050 in Vietnam. 

4. Recommendations and lessons learned for the development of the financial markets 

in  Vietnam. 
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From the development of green economic over the last period in Vietnam, on the basis of 

international experience, research, lessons will be drawn for Vietnam in the development of the 

green financial system in particular: 

Firstly, the role of leading the implementation of greening the financial system is 

especially necessary and important. 

The guidance of the Government is to execute Government policy. Since then, the public 

financial system and policy was reconstructured to support the effective uses and savings of 

resources. In order to ensure: (i) reducing the intensity of greenhouse gas emissions and promote 

the use of clean energy, renewable energy, (ii) greening production; (iii) greening lifestyles and 

promote sustainable consumption. Green growth is defined as an integral framework of the 

process of restructuring the economy as well as the previous industry requires innovation and 

sustainable development on the long term. Green growth strategy in Vietnam is the method to 

promote the process of economic restructuring to proceed to the effective use of natural 

resources, reducing greenhouse gas emissions, responding to climate change, contributing to 

poverty reduction and creating motivation promoting fast, efficient and sustainable economy. 

The experiences of countries in the world have demonstrated, the largest failure in the 

economic restructuring is moving from brown to green economy without the guidance from 

above, particularly the role of government formation. The public policy such as public 

procurement, investment expenditure, which is not yet really effective, is the key influence to the 

greening of the economy. To achieve the establishment and observance of effective budget, 

savings, financial transparency, the objectives should focus on: 

 Build the institutional framework in the planning and implementation of the State budget 

and improve in line with international practices.  

 Constructing policy and institutional framework to strengthen fiscal decentralization and 

public fund management capacity of local authorities, focusing on the poorest provinces with 

large ethnic minorities.  

 More efficient budgeting through the development of framework and medium term  

expenditure, more tightly link between spending with national policy priorities. 

Secondly, developing green financial system should use the government and large 

financial institutions as the focus, attracting green capital for the development of green 

economy. 

In the context of stub, some green growth activities has been formed within the tight 

national budget and the support of international organization of capital. The development of 

green capital market is really important. Accordingly, the commercial banks and stock markets 

have important roles. Other than promoting green bonds market based on the release of the local, 

information will come from funds put to the credit of commercial banks. 

Thirdly, improving the legal framework and the policy framework developed in the 

financial system. 
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In Vietnam, rules and legal documents related to promoting green financial system had 

initially attracted the attention of policy makers. However, the new rules are only to encourage, 

motivate, promote green finance systems development on the sensory level green capital and 

boost the green financing tool, not to mention the green investment policy or establishment of 

the financial intermediary channels, growing green led green capital indirectly. 

Besides, the regulations on the tax incentives for the project, the negative effects are 

regulated in the law on environmental protection. Accordingly, one of the key aspects in the 

facilitation of financing Green is the concept of "best available technology" (Best Avaialable 

TechnologyBAT). The BAT is a technology production, or technology of the service and 

performance is determined by the achievements of science and technology or the best match 

these criteria aim to protect the environment. 

Fourthly, the development of investment and green indicators. 

Construction of indicators of sustainable development index (Sustainability Index  the 

index for businesses to effectively manage the environment  society  good governance) is the 

new direction of many stock markets in developing countries to attract capital from institutional 

investors responsible globally. Corporate governance and good management of the impact on the 

environment, society has always been considered as a measure of enterprise efficiency in 

handling challenges and operational strategy. Also because of this, investors began to look closer 

for information on environmental, social and governance (ESG) of the enterprise to estimate the 

business risk, as well as actively searching for the body new business. The disclosure of this 

information is in the information channels of the enterprise, 

Research on the finance green through the SWITCHAsia, a leading and independent 

consultancy organization and policy advice of the climate, the environment and development of 

Germany for a number of Asian countries including Vietnam, Adelphi group (2016), pointed out 

02 major difficulties, including: (i) lack of financial products from banks and (ii) lack of demand 

from businesses. Difficulties created any green investment demand between domestic 

enterprises. Small businesses in particular often lack the accounting documents and  information 

or collateral eligible to receive loans. In many cases, these businesses often lack the knowledge 

to assess the implications of green investment that they will perform. Institutions themselves also 

revealed many shortcomings. These organizations often lack of professional knowledge, to 

determine whether or not the investment loan for a green technology activities are reasonable 

and assess the impact of the loan on the environment. Banks are often reluctant to take risks in 

providing financing for technology operations completely unproven benefits of implementation. 

So green credit from the commercial banking system is really needed boost green investment. 

Fifthly, diversified financial markets and green products on the market 

Experiences of countries in the world show that, all kinds of green financial market is 

basically built on the basis of green financial market. Some green financial markets were formed 

as the carbon market, bond market, green, blue and stock market indices of green. However, in 

Vietnam, these markets are at the very early stage, even when large carbon emissions market or 
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blue stock market really formed. Basically green bonds issued based on government bonds may 

incorporate green development. To promote the bond market, green development, to create 

synchronized market since (i) regulatory and support of the Government, ministries of finance, 

central banks, development banks, to (ii) the field financial sector, with the participation of 

commercial banks, funds, 

Besides, the products on the market needs more diversity, the owner of green bonds 

product release need pilot in some localities in need of raising capital. In addition, the financial 

index, create the products combine Green Green bonds, credit and funding to support the 

international incentives (ODA). 

 So, we can say that on the basis of international experience, some lessons from 

approaching to developing the market, products on the market, investment, capital and 

information resources have been drawn to create the premise for development platform green 

sustainable financial markets in Vietnam. 
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Abstract: This study aims to investigate the impacts of educational background on 

perceived opportunities, perceived capacities, and entrepreneurial intention among Vietnamese 

students. By collecting data from 617 students at universities, colleges and institutes in Vietnam, 

author would employ the quantitative approach such as certain descriptive statistics, explorative 

factor analysis (EFA), correlation coefficient analysis, ANOVA tests and multiple linear 

regression to analyze the relationship between educational background, perceived opportunities 

perceived capacities and entrepreneurial intention. In addition, Chi-square and Cramer’s V tests 

are implemented to show the difference of educational background in Vietnamese students’ 

entrepreneurial intention. The research results show that there is a negative relationship between 

field of studies and perceived opportunities, perceived capacities, and entrepreneurial intention 

while educational level has positive effects on perceived opportunities, perceived capacities and 

entrepreneurial intention. Moreover, Chi-square and Cramer’s V tests report that there is a 

strong evidence of educational level difference in entrepreneurial intention but no difference of 

field of study in entrepreneurial intention.  

Keywords: educational background, perceived opportunities, perceived capacities, 

entrepreneurial intention  

 

1. Introduction 

Entrepreneurship is becoming a worldwide phenomenon as its positive contribution to 

economic development across the globe. Guerrero et al. (2008) state that entrepreneurship is seen 

as an innovative and creative process, which play the potential role in creating added and new 

value to products/services, increasing productivity, creating new job opportunities, revitalizing 

and diversifying markets, improving social welfare, and developing the national economy. 

Historically, the establishment of new market, the relationship with profit orientation and capital 

investment (Schumpeter, 1975) led to the beliefs of economics regarding to the responsibility of 

entrepreneurship for economic growth (Code, 1965; Weber, 1930).  

Since “Đổi Mới” (Renovation process) in 1986, The Vietnamese economy has transformed 

from planned to market-oriented economy. By pursuing the new policies, Vietnam Government 
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encouraged internal restructuring. According to the Doing Business 2017 Report of the World 

Bank, Vietnam ranks 60th among 138 countries in the Global Competitive Report 2017. Vietnam 

attracted more FDI than China in 2016 and surpassed Malaysia and Thailand in the Greenfield 

FDI Performance Index, leading in the region (Doing Business in Vietnam, 2017). In addition, in 

2007, FDI in Vietnam reached the highest number over the 10-year period, amounting to USD 

35 billion. By the end of November 2017, the figure for FDI projects reached 24,580 

registrations, accounting for USD 317 billion. While around 60% of the funds were allocated to 

the processing and manufacturing industries, 16.6% of FDI projects poured into real estate and 

only 6.6% was spent on the utility supply sector. In fact, South Korea is still seen as the top 

investing nation with the registered capital of USD 57.5 billion, accounting for 29% of more than 

100 nations and territories, followed by Japan (11%) and Singapore (10%). The population of 

Vietnam is over 92 million people, with the median age of 30, ranked as the 14th most populous 

nation in the world. As a result, Vietnam attracts many investors because of its potential 

customers and employees. In terms of GDP growth, GDP in 2015 was 6.7%, however, it dropped 

to only 6.2% in 2016 before an impressive recovery in 2017, when it reached 6.8%. 

Consequently, Vietnam’s GDP growth has averaged approximately 7% over the last 20 years. 

Consequently, the recognition of the role of entrepreneurship is growing among government, 

society and researchers as well. According to the General Statistics Office (GSO, 2017), there 

are 561,064 active enterprises in Vietnam, increased by 11.1% in comparison with previous year. 

126,859 new enterprises were established in 2017, increased by 15% - the highest level of 

enterprises established, the average capital of each firm is estimated at 448,800 USD. Also 

according to General Statistics Office (GSO, 2018), the number of newly-established enterprises 

in the first four months of 2018 up to approximately 41,300, increasing 4.3% year-on year while 

the registered capital reached at 412 trillion VND, rising 12%. Keeping pace with the high rate 

of economic growth of Vietnam, private sectors increased significantly and contributed nearly 

40% to GDP and the private firms is projected to contribute 50% to GDP by 2020.  

Even though the concept of entrepreneurship has become more universal in the world, 

almost all entrepreneurial intention studies conducted in Western countries, in which the 

entrepreneurial ecosystem and the market economy has been developed. There are lack of 

studies of entrepreneurship carried out in transitional economies such as Vietnam, especially in 

examining the effect of educational background on entrepreneurial intention among youths. As a 

results, this research gap should be fulfilled. The fundamental objective of this study is to 

investigate the impact of educational background in perceived opportunities, perceived 

capacities, and entrepreneurial intention. This study also provides a useful sightseeing of youths’ 

entrepreneurship to policy makers, education managements and governments with the goal of 

fostering students’ entrepreneurship, developing entrepreneurial ecosystem and enhancing 

business environment. In addition, author also hope that this study will bring an interesting 

insight to researchers and academic staffs.  

This study is organized in the following manner: Firstly, theoretical background involving 

entrepreneurship, entrepreneurial intention, perceived opportunities, perceived capacities and 

hypothesizes will be represented. Secondly, research method, research framework and method of 
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collecting data as well will be described. Thirdly, author will discuss the research results. 

Finally, conclusion and recommendation for further will be performed.  

2. Literature review 

2.1. Entrepreneur and entrepreneurship 

Entrepreneurship is connected to economic activities (Kot, S. et al., 2016, p. 208). In fact, 

many governments and scientists take consideration into the development of SMEs, which are 

perceived as the sustainable path to develop national economies (Sivvam, 2012, p.13; Ambish, 

2014, p.225). Grzybowska (2004) defined entrepreneurship as a conscious action of individuals, 

that depend on many conditions such as economic activities, technologies, culture, policy and 

social and political problems as well. However, willingness to take risk play the important part to 

achieve successes in business. Thus, entrepreneurs are responsible to act in a manner that paves 

the ways for economic activities and generating wealth by increasing income, developing skills 

and creating jobs (Gaweł, 2010, p. 60). However, entrepreneurship research is still seen as the 

developing field within the area of a management science that is especially visible when the 

studies of entrepreneurship bases on comparison with disciplines from which it appeared 

obviously. Moreover, its own method and theories are also need to develop (Kot, S. et al, 2016, 

p. 208; Bygrave, 1989, p. 8). There are many definitions for entrepreneurship developed over the 

few recent decades. Schumpeter (1975) considered that entrepreneurs are people who create new 

products or services in new or existing market and entrepreneurship becomes one of the most 

important factors in countries’ economic growth (De Bruin et al., 2006, p. 686). “The 

environment itself creates entrepreneurship” (Bernat et al., 2016, p. 271), the reason is that 

operating organizations have a must for reacting quickly to unanticipated changes, but also “to 

adapt to unpredicted outcomes of the predicted changes” (Timmons, 1990).  Kirzner (1985) 

defined that entrepreneur is a person who might optimize information in such a way in order to 

discover the new and improved business opportunities (Korpysa, 2012). Talpas (2014, p.198) 

consider entrepreneurship as a process that can be recognized throughout business activities by 

showing effective leadership within uncertain market, risks and competitive conditions, while 

Zimmer and Scarborough (1996, p.19) claimed that entrepreneurs can also be known as owners 

who, with skillful manner, are able to associate various factors of production, transforming a 

smaller economic resources into a bigger platform effectively and rising profits. Also, 

Entrepreneurship is the process of creating and building new venture and new business 

organization (Shane, Venkataraman, 2000), that not only provides goods and services, creates 

job opportunities but also contribute to the development of economy and the national income. 

Linda et al. (2017) argued that “it is the process of designing, launching and running a new 

business”, and it also tend to some topics such as policy, government programs, entrepreneurial 

training, funds, etc. that not only promote the development of starting a new business but it also 

supports entrepreneurs in their business activities. In addition, OECD (2006) stresses that 

entrepreneurship is defined as a process, which entrepreneurs establish and develop enterprises 

to supply new products and services, or create additional value to products and services. From 

this definition, Adekiya & Ibrahim (2015) deduce that entrepreneurs are seen as enterprising 
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individuals who involved in an economic behavior with the desirability of setting up and creating 

value to meet human needs. Therefore, there are many definition of entrepreneurship. However, 

in summary, character words, such as willingness to take risks, innovativeness, opportunism, 

new products, new processes, and creating a new business venture, are concluded in combined 

definitions (Bird & Brush, 2002, p. 41). Generally, entrepreneurship is a new business creation 

by a person alone or cooperating with others.  

2.2. Entrepreneurial intention   

In terms of entrepreneurship research, Bygrave & Hofer (1991, p.15) state that “Good 

science has to begin with good definition”. Individual entrepreneurial intention can be most 

appropriately and practically defined as the intention of a person to start up a new own 

business venture and intentionally plan to do so at some time in the future. However, this time 

can be imminent and indeterminate, or might never be achieved in the future (Thompson, 

2009, p.676). Entrepreneurial intention refers to the intention to carry out entrepreneurial 

behavior. Bird & Jellinek (1998) described entrepreneurial intention as the level of cognitive 

awareness related to set up a new business. While Krueger & Brazeal (1994) has defined 

entrepreneurial intention as the intent to set up a new business, or the intent to be self-

employed (Douglas & Shepherd, 2002) or the intent to own a business (Crant, 1996). There are 

many reasons such as personal circumstances, social and politic issues and business 

environment, which might become either big obstacles or motivated factors to transform this 

intent becoming a reality. Thus, entrepreneurial intention is perceived as an essential and 

fundamental condition to be a nascent entrepreneur.  Whereas entrepreneurship is determined 

as the emergent process of an organization (Gartner et al., 1992), an individual’s intention to 

pursue an entrepreneurial career is crucial to this process (Lee et al., 2011, p.126). Moreover, 

entrepreneurial intention is considered the first step in a series of action to found an 

organization (Bird, 1988), yet Fishbein and Ajzen (1975) argued that intentions toward a 

behavior can be seen as important indicators of that behavior. In other words, intentions are 

still seen as the best predictor of individual behavior (Krueger, 2008). According to Ajzen 

(1991), who introduced Theory of Planned Behavior, intentions are determined by 

social/subjective norms and perceived behavioral control. Social norms are considered 

individual’s perception of his or her behavior that is consistent with significant thoughts of 

other, while perceives behavior control is the range of the target behavior within the ability of 

a decision maker (Esfandiar et al., 2017). Do and Dadvari (2016) also defined entrepreneurial 

intention as an attentive state of mind that reflects personal experience, awareness and interest 

toward planned entrepreneurial activity. Since the decision to be an entrepreneur is voluntary 

and conscious (Krueger et al., 2000). Entrepreneurship is necessary to succeed in the long-term 

and reflects the economic growth prospects of a country as well. Paul & Shrivatava (2016) 

have shown a comparative investigation of entrepreneurial intention, country culture and 

proactive behavior among young managers in India (developing country) and Japan (developed 

country) that based on statistical analysis. This study indicated that the entrepreneurial 

intentions of young managers from developing countries is not always stronger than that of 

those from developed countries although in behalf of the entrepreneurial level, developing 
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countries such as India often stand behind developed countries, like Japan. Consequently, it is 

essential to develop entrepreneurial skills and cultures in developing countries. 

2.3. Perceived capacities  

Perceived capacities defined as the mostly researched and acknowledged antecedent of 

entrepreneurial intention (Ebrahim & Schott, 2011), known as self-efficacy. Self-efficacy is 

simply seen as an individual’ belief in his or her own abilities and skills, which is the key 

indicator of perceived feasibility of business creation as it drives an optimistic self-sightseeing in 

the pursuit of objectives (Esfandiar et al., 2017, Barbosa et al., 2007). Perceived capacities also 

can be described as the proportion that individuals believed that they possess the capacities to 

achieve certain goals, especially in relation to entrepreneurship (Lin et al., 2017). In addition, 

Prodan & Drnovsek (2010) reports that self-efficacy is the most influential predictor in 

elucidating academics’ entrepreneurial intention, compared to other factor. Entrepreneurship also 

relates to possessing subjective visions about business opportunities and assembling resources 

and capacities to transform entrepreneurial intention into business reality (Shepherd & 

DeTienne, 2005). There are various types of capacities while dynamic capacities of integrating, 

building, and reconfiguring internal and external factors to address quickly changing 

environment are determined as one of the most important (Teece et al., 1997). Shepherd & 

Krueger (2002) believe that high self-efficacy, either at individual or group level, results in high 

perceived feasibility of entrepreneurial actions. However, the importance of perceived capacities 

in determining entrepreneurial intention has been broadly discussed, yet there is a scarcity of 

studies exploring the effects of educational background on perceived capacities and 

entrepreneurial intention even in developed countries. Thus, there is a necessity in the context of 

transitional economy in Vietnam to investigate the relationship of education background with 

perceived capacities and entrepreneurial intention.  

H1: Perceived capacities is positively affected by educational level. 

H2: Perceived capacities is positively affected by field of study.  

H3: Entrepreneurial intention is positively affected by educational level. 

H4: Entrepreneurial intention is positively affected by field of study. 

H5: Entrepreneurial intention is positively affected by perceived capacities. 

2.4. Perceived opportunities  

Perceived opportunities reflects the recognition of entrepreneurial opportunities (Wasdani 

& Mathew, 2014).  Stevenson & Jarillo (1990) consider entrepreneurship as the pursuit of 

opportunities, which is conditioned on desirability and feasibility. Perceived opportunities varies 

among each individual since his or her desires and abilities are different from others. In addition, 

perceived opportunities also refers to the percentage of who believes there is an occasion to set 

up a business in the next six months in their immediate conditions (Lin et al, 2017). Shapero & 

Sokol (1982) stress that entrepreneurial process requires an awareness of how credible 

opportunities are. The intention of starting a new venture can automatically involve in the 
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perception of business opportunities and the determination of these business opportunities is 

perceived as the important and essential skills that potential entrepreneurs must possess (Vidal-

Sune, 2013). Lin et al. (2017) argue that entrepreneurs who pursue an opportunities and put 

efforts to increase their income and independence nowadays tend to be younger while the 

determination of business opportunities and the start-up process can be facilitated by 

governments through many programs such as subsides and financial fund, training programs, 

advices (Dahles, 2005; Keushnigg & Nielsen, 2004; Lorenzo et al., 2008). In this study, the 

influence of educational background on perceived opportunities and entrepreneurial intention in 

the transitional economy context of Vietnam will be considered.  

H6. There is a positive relationship between educational level and perceived opportunities.  

H7. There is a positive relationship between field of study and perceived opportunities. 

H8. There is a positive relationship between perceived opportunities and entrepreneurial 

intention. 

H9. There is a positive relationship between perceived opportunities and perceived 

capacities.  

3. Methodology 

This study mainly focuses on investigating the effect of educational background on 

perceived opportunities, perceived capacities and entrepreneurial intention among Vietnamese 

students. In terms of research techniques, quantitative method such as certain descriptive 

statistics, explore factor analysis (EFA), KMO and Bartlett test, correlation coefficient analysis, 

and multiple regression throughout SPSS 20.0 to show the relationship between educational 

background (educational level & field of study) and perceived opportunities, perceive capacities, 

entrepreneurial intention. Moreover, the Chi-Square and Cramer’s V Tests are also employed to 

indicate the educational background difference in entrepreneurial intention.  

Even though more than 1000 questionnaires were distributed into students at universities, 

colleges and institutes in Vietnam, only 617 students (N=617) have fulfilled completely. The 

surveys are divided into 2 sections, which based on the objective of the study, theoretical 

background and hypothesizes. In the first section, demographic questions are designed to obtain 

respondents’ information such as gender, age group, year of study, educational level, field of 

studies and the willingness level to take risks. In the second section, the questions are designed 

to allow respondents providing their viewpoint regarding of perceived opportunities, perceived 

capacities and entrepreneurial intention, which based on the previous studies (Bagozzi et al., 

2003; Krueger, 2009; Adekiya & Ibrahim, 2016; Lin et al., 2017) and followed the six-point 

Liker scale (1= Strongly disagree, 2=Disagree, 3= Slightly disagree, 4= Slightly agree, 5= Agree, 

6= Strongly agree). 
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Fig. 1. Research framework 

4. Results 

4.1. Demographic profile 

Demographic information of respondents is presented in table 1. 

Table 1. Demographic information of respondents  

Variables   Frequency % Mean  Std. Deviation  

Gender Male 243 39.3 1.6068 0.48886 

Female 374 60.7 

Age 18-19 77 12.5 1.9352 0.42527 

20-24 503 81.5 

>24 37 6.0 

Education (EL) High School 31 5.0 1.1459 0.49817 

University/College 472 76.5 

Master 114 18.4 

Fields of studies (FS) Economics  419 67.9 1.3209 0.46720 

Non-economics 198 32.1 

Year of studies  First year 198 32.0 2.3117 1.03449 

Second year 96 15.6 

Third year 257 41.7 

Final year  66 10.7 

Note: N=617  

Source: Authors’ elaborations based on research study 

The results of descriptive statistics of demographic layouts illustrates that approximately 

2/3 respondents are female (39.5% for men and 60.7% for women). Moreover, the main 

proportion of respondents aged from 20-24 years old (81.5%), compared to only 12.5% and 

6.0% respondents who aged from 18-19 years old and over 24 years old respectively. Noticeably, 

the figure for student who are economics field makes up 67.9%, which is twofold higher than 

that for non-economics students (just 32.1%). In addition, the high percentage of respondents are 
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university and college students, which accounts for 76.5%, followed by master students (18.4%) 

and high school students (5.0%). Finally, nearly a half of respondents are the third-year students, 

while 32%, 15.6%, 10.7% of them are the first-year, second-year and final-year students 

respectively.                                 

 

Note: N= 617, 1= very low, 2= low, 3= neutral, 4= high and 5= very high 

Fig 2. Respondents’ willingness level to take the risks 

Source: Authors’ elaborations based on research study 

Author also evaluates the willingness level to taking risks among Vietnamese students, 

which is described in figure 2. Overall, exactly 47% students believe that their willingness level 

to take risks are high and very high (35.7% at high level, and 11.3% at very high). However, the 

considerable percentage of respondents argues that their willingness level to take risks are 

neutral (39.5%) and 13.5 % at low and very low level.  

4.2. Reliability and explorative factor analysis for variables 

Table 2. Reliability test and descriptive statistics for variables  

Variables, items Mean 
Std. 

Deviation 
Cronbach's 

Alpha 

Entrepreneurial intention (EI) (Krueger, 2009; Adekiya & Ibrahim, 2016)   0.641 

EI1. I am determined to create my own business in the future. 3.0666 1.39469 

EI2. I have very seriously thought of starting a firm. 3.6721 1.16015 

EI3. My professional goal is to become an entrepreneur. 2.2492 1.45564 

EI4. I am ready to make any form of sacrifice to become an entrepreneur. 3.8911 1.10794 

EI5. If I had the opportunity and resources, I’d like to start a firm  3.6808 1.24058 

Perceived opportunities (PO) (Lin et al., 2017)   0.664 

PO1. I can identify business opportunities 3.5422 1.15252 

PO2. There are plenty of good opportunities for the creation of new firms  3.0942 1.24844 

PO3. I can easily pursue entrepreneurial opportunities 3.2992 1.17448 

PO4. I can react quickly to good opportunities for a new business  3.4813 1.21844 

11.30%

35.70%

39.50%

12.00%

1.50%

Very high

High

Neutral 

Low

Very low
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Variables, items Mean 
Std. 

Deviation 
Cronbach's 

Alpha 

Perceived capacities (PC) (Lin et al., 2017)   0.735 

PC1. I have the knowledge required to start a new business 2.6878 1.36520 

PC2. I have the skills required to start a new business 3.6520 1.17350 

PC3. I have the experience required to start a new business 2.5089 1.54187 

PC4. In my country, many people know how to start and manage a small business  3.2199 1.27935 

PC5. In my country, many people have experience in starting new businesses 3.7187 1.13311  

Note: N=617, 1= Strongly disagree, 2=Disagree, 3= Slightly disagree, 4= Slightly agree, 5= Agree, 6= Strongly agree 

Source: Authors’ elaborations based on research study 

Table 2 reports that the values of Cronbach’s Alpha for variables such as EI, PO and PC 

reach at 0.601, 0.664 and 0.735. There are rather high values, indicating good reliability.  

Table 3. KMO and Bartlett’s Test  

Type of variables  Independent Dependent 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.766 0.674 

 

Bartlett's Test of Sphericity 

Approx. Chi-Square 1455.719 434.427 

df 55 10 

Sig. 0.000 0.000 

Source: Authors’ elaborations based on research study 

The results of KMO and Bartlett’s Test for independent and dependent variables is 

introduced in table 3. KMO and Bartlett’s Test provides reports on important tests that the data is 

suitable for Factor Analysis and KMO provides a measure of whether the distributions of values 

in the variables is suitable. The value for independent variable is 0.766, which is bordering on 

“middling” and the value for dependent variable is 0.674 (mediocre). Technically, as the size of 

sample making up 617, thus, the factor loading of EFA in this study is 0.30. The significance 

value of both independent and dependent variables is 0.000 which is excellent.  

4.3. Correlation coefficients between variables 

Table 5. Correlation coefficients between variables  

  EI PO PC EL FS 

EI Pearson Correlation 1     

Sig. (2-tailed)      

PO Pearson Correlation 0.704** 1    

Sig. (2-tailed) 0.000     

PC Pearson Correlation 0.619** 0.461** 1   

Sig. (2-tailed) 0.000 0.000    
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  EI PO PC EL FS 

EL Pearson Correlation 0.128** 0.057 0.195** 1  

Sig. (2-tailed) 0.001 0.160 0.000   

FS Pearson Correlation -0.031 -0.138** -0.006 0.070 1 

Sig. (2-tailed) 0.439 0.001 0.878 0.081  

Note: N=617; *: p < 0.05, **: p , 0.01 (2-tailed). 

Source: Authors’ elaborations based on research study 

Table 5 presents the correlation coefficients between variables such as educational level 

(EL), field of study (FS), perceived opportunities (PO), perceived capacities (PC) and 

entrepreneurial intention (EI). In terms of research framework, the model focuses on examining 

the effect of educational background, which includes educational level and field of study, on 

perceived opportunities, perceived capacities and entrepreneurial intention. The result indicates 

that there is a negative relationship between field of studies on entrepreneurial intention (r = -

0.031, p-value = 0.439), perceived opportunities (r = -0.138, p-value = 0.001), perceived 

capacities (r = -0.006, p-value = 0.878). However, with the higher significance level, 

educational level affected positively on entrepreneurial intention (r = 0.128, p-value = 0.001), 

perceived opportunities (r = 0.057, p-value = 0.0160) and perceived capacities (r = 195, p-value 

= 0.000). In addition, entrepreneurial intention has been positively strong influenced by 

perceived opportunities (r = 0.704, p-value = 0.000) and perceived capacities (r = 0.619, p-

value = 0.000).  

4.4. Multiple Linear Regression  

Multiple regression is used to predict the value of entrepreneurial intention given the value 

of educational background, perceived opportunities, and perceived capacities. 

Table 6.  Model summaryb 

Model  R R-Square  Adjusted R Square Std. Error of the Estimate Durbin-Watson 

1 0.784a 0.615 0.613 0.49556 1.960 

a. Predictors: (Constant), PO, PC, EL, FS 

b. Dependent variable: EI 

According to table 6, the overall Pearson coefficient between educational background (EL 

& FS), perceived opportunities (PO), perceived capacities (PC) and entrepreneurial intention (EI) 

is provided. The result shows that the multiple correlation is 0.784 (R=0.784) and so the Adjust 

R Square is 0.613 (Adjusted R2=0.613) which proves that nearly 62% of variation of 

entrepreneurial intention can be explained by the model comprised of four variables (educational 

level, field of study, perceived opportunities, perceived capacities).  
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Table 7. ANOVAa 

Model Sum of Squares df Mean Square F Sig.  

1 Regression 239.335 4 59.834 243.639 0.000b 

Residual 149.560 609 0.246   

Total 388.895 613    

a. Dependent Variable: EI 

b. Predictors: (Constant), PO, PC, EL, FS 

Table 7 (ANOVA) reports the significance of regression model. In this study, the Sig. 

associated with the F-Test is 0.000 which is highly significant, which confirms that the model 

can explain a significant amount of variation in the entrepreneurial intention. Moreover, the 

Mean Square column also confirms that very much of the variance is explained by the 

Regression line than by the Residual (59.834 compared to 0.246). This reinforces the conclusion 

that the model is good. 

Table 8.  Coefficientsa 

Model 
Unstandardized Coefficients Standardized Coefficients t Sig. 

B Std. Error Beta   

 (Constant) 0.444 0.116  3.8450 0.000 

PO 0.515 0.027 0.548 19.128 0.000 

PC 0.318 0.025 0.363 12.596 0.000 

EL 0.036 0.041 0.022 0.8670 0.386 

FS 0.071 0.043 0.042 1.6450 0.000 

a. Dependent Variable: EI 

Table 8 (Coefficients) represents the coefficients for the regression equation, which is: 

Entrepreneurial intention = 0.444 + 0.515* perceived opportunities + 0. 318* perceived 

capacities +0.071 * field of study + 0.036* educational level. 

Particularly, the Standardized Coefficients Beta reports us the contribution each variables 

makes to the model. In this study, perceived opportunities is the most important: a variation of 1 

% in perceived opportunities would lead to a change of 0.515% in entrepreneurial intention 

(��=515, p=0.000). Similarly, perceived capacities have the second strongest effect on 

entrepreneurial intention (��=-0.318, p=0.0000), followed by field of study (��=0.071, 

p=0.000), and educational level (��=-0.318, p=0.386 > 0.005) respectively.  

4.5. Chi-Square and Cramer’s V Tests for educational background difference in 

entrepreneurial intention 

Chi-Square and Cramer’s V Tests are employed to report the difference of educational 

background in entrepreneurial intention.  
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Table 9. Chi-Square and Cramer’s V results for educational level difference  

in entrepreneurial intention  

                           Chi-Square Tests                 Symmetric Measures  

 Value df Asymp. Sig. (2-sided)  Value Approx. Sig. 

Pearson Chi-Square 75.519a 20 0.046 Phi 0.350 0.461 

Likelihood Ratio 76.271 20 0.013 Cramer
’s V 

0.202 0.461 

Linear-by-Linear Association 10.055 1 0.110    

Note: N=617, a. 82 cells (78.8%) have expected count less than 5. The minimum expected count is 0.01 

Source: Authors’ elaborations based on research study 

The Chi-Square Tests in table 9 shows that the probability of differences this larger or 

larger occurring by chance is 0.046, which is smaller than the normal 0.05 criterion level used 

(95% significance). Thus, there are strong evidence of educational level difference in 

entrepreneurial intention. Moreover, Cramer’s V change between 0 and 1, with 0 referring to no 

association and 1 showing the perfect association, the result in table 9 indicates that the value is 

0.350, it means that the association between educational level and entrepreneurial intention 

makes up the moderate level.  

Table 10. Chi-Square and Cramer’s V results for field of study difference  

in entrepreneurial intention  

                           Chi-Square Tests                 Symmetric Measures  

 Value df Asymp. Sig. (2-sided)  Value Approx. Sig. 

Pearson Chi-Square 26.678a 25 0.372 Phi 0.208 0.372 

Likelihood Ratio 29.949 25 0.226 Cramer’s V 0.208 0.372 

Linear-by-Linear Association 0.599 1 0.439    

Note: N=617, a. 27 cells (51.9%) have expected count less than 5. The minimum expected count is 0.32 

Source: Authors’ elaborations based on research study 

Analogously, table 10 presents that there is no difference between fields of study in 

entrepreneurial intention (p-value = 0.372 > 0.05).   

4.6. Scatterplot for perceived opportunities, perceived capacities and entrepreneurial 

intention  

The scatterplot for perceived opportunities, perceived capacities and entrepreneurial 

intention is introduced in figure 3.  
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Fig. 3. Scatterplot for perceived opportunities (PO), perceived capacities (PC)  

and entrepreneurial intention (EI) 

The values of the square of the Pearson correlation coefficient R are presented to the top 

right of the scatterplot. Specifically, the value of the square of the Pearson correlation R of PO, 

PC and EI reaches at 0.495 and 0.383 (R2 Linear = 0.495 an 0.383), thus, perceived 

opportunities and perceived capacities determined 49.5% and 38.3% the value of entrepreneurial 

intention.  

5. Conclusion  

The purpose of this study was to examine the impact of educational background 

(educational level & field of study) on perceived opportunities, perceived capacities and 

entrepreneurial intention. During the research, it is recognized that there are not previous 

researches that covers the same topic being studied.  

During the tests, the hypotheses are accepted:  

H1: Perceived capacities is positively affected by educational level. 

H3: Entrepreneurial intention is positively affected by educational level 

H5: Entrepreneurial intention is positively affected by perceived capacities 

H6. There is a positive relationship between educational level and perceived opportunities.  

H8. There is a positive relationship between perceived opportunities and entrepreneurial 

intention. 

H9. There is a positive relationship between perceived opportunities and perceived 

capacities.  

The following hypotheses are rejected:  

H2: Perceived capacities is positively affected by field of study.  

H4: Entrepreneurial intention is positively affected by field of study. 

H7. There is a positive relationship between field of study and perceived opportunities. 
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In addition, the result of multiple linear regression analysis report that perceived 

opportunities are seen as the most influential factor on entrepreneurial intention, followed by 

perceived capacities, field of study and education level respectively. Finally, the Chi-square and 

Cramer’s V test elucidate that there is strong evidence of educational level difference in 

entrepreneurial intention while no evidence to prove the difference of field of study in 

entrepreneurial intention.  

Even though this research provides a new and interesting insight to entrepreneurial filed, 

there are some limitations. Firstly, author only concentrated on investigating the direct effect 

of educational background on perceived capacities, perceived opportunities, and 

entrepreneurial intention, the further researches should be extend the research model by finding 

the indirect influences of variables on entrepreneurial intention or employing other variables 

such as entrepreneurial education programs, entrepreneurial training in order to figure out the 

relationship between education and entrepreneurial intention among youths. Secondly, small 

size and the availability sample collection can be considered the other restriction of this study, 

the further research should different approach to obtain data in order to increase the 

significance level.  
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Abstract: Climate change has been intensely echoed over the past decades by worldwide 

governments. Sustainable Development Goals have been top priorities in the working agenda of 

national administrations concerning the causal link between climate change and economic 

growth. This paper aims at contributing further insights into the contemporary literature on the 

two phenomena. By conducting a panel data analysis and exploiting fixed effect and random 

effect estimation on ASEAN countries’ statistics of Carbon Dioxide Emission (COE), Gross 

Domestic Product (GDP), Foreign Direct Investment (FDI), Gross Capital Formation (GCF), 

Trade Openness Index (TOI), Urbanization (URB) and Exchange rate (EXG), the findings have 

empirically confirmed the valid causality among those variables. This paper also gives reliable 

implications for policymakers to consider the cost-benefit issue in the establishment and 

implementation of economic and climate change controlling policies. 

Keywords: ASEAN countries; climate change; CO2 emission; economic growth 

 

Introduction 

Along with the rising concern of Sustainable Development Goals (SDGs) increasingly 

prioritized in policy objectives of worldwide nations, the environmental issue which is 

considered as one of the three pillars of sustainable development has been taken into serious 

account by diverse stakeholders and the entire community (Carley & Christie, 2017; Fulekar, 

2016; Rowledge et al., 2017). Among relevant  areas, climate change and its concomitant global 

warming are the grand challenges facing the most vulnerable countries in Africa and Asia, 

especially Southeast Asian region (Allison et al., 2009; Amran et al., 2016; Ford et al., 2015; 

Loo et al., 2015; Saito, 2013). Of the main causes of those environmentally-destructive 

phenomena, the emission of carbon dioxide gas (CO2) has been blamed for most of the cases 

(Ghosh, 2010; Gustavsson et al., 2017; Paul & Bhattacharya, 2004; Pittock, 2017; Skjærseth & 

Wettestad, 2016; Tang & Tan, 2015). In the case of ASEAN countries, emission volume has 

been increasing over the past three decades since 1990s (Figure 1). Among which, Vietnam has 

observed an unprecedented economic growth while also generating a large amount of CO2 gas 

(Al-Mulali et al., 2015b; Tang & Tan, 2015; Zimmer et al., 2015), specifically, the most recent 
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emitted amount of CO2 recorded in 2014 has been tripled that recorded two decades ago in 1993, 

while this figure in Thailand, Malaysia and Philippines has nearly doubled since 1990s, Lao 

PDR nearly six times, Cambodia and Myanmar nearly four times.  

 

Figure 1. Scatter plots of CO2 emission and economic growth  

of ASEAN economies, 1990 – 2014 

Source: World Bank Statistics 

As could be seen in Figure 1, there is a strong correlation between Vietnam’s economic 

growth (measured by GDP per capita constant 2010 US$, rGDPpc) and COEpc (metric tons 

per capita) in the observed period. However, it seems that within the ten countries of ASEAN 

there have been 02 separate trends describing the two reverse relationships between rGDPpc 

and COEpc. Figure 1 indicates the similarities among Indonesia, Cambodia, Lao PDR, 

Myanmar, Malaysia, Philippines, Thailand and Vietnam which suggest the positive association 

between the two indicators. Conversely, the situations of Singapore and Brunei Darussalam 

prove the negative relationship which seems to support the findings of Environmental Kuznets 

Curve (EKC) in the higher stage of development of a country (Kasman & Duman, 2015; 

Heidari et al., 2015). 
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In Vietnam, the call for an economic development with low rate of gas emission has been 

disseminated by the high-profile officials of Vietnamese government

also been officially blamed for most cases of unsustainable development as stated in the Kyoto 

Protocol and has been placed at the first position among six

Gases) Basket including Carbon Dioxide (CO

Hydrofluorocarbons (HFCs), Perflu

2010; Lin & Sun, 2010). 

Figure 2. CO2 emission per capita and GHG emission per capita of Vietnam,

Figure 2 indicates the domination of CO

Vietnam as it accounted for almost 44.35% on average during the period 2003

of CO2 emission has also seemed to be posit

cases of ASEAN countries except Singapore and Indonesia (Figure 3).

  

                                                
1 http://nhandan.com.vn/kinhte/item/33876602

on April 2nd 2018 
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emission per capita and GHG emission per capita of Vietnam,

Source:

Figure 2 indicates the domination of CO2 emission fraction in the “Kyoto basket” of 

Vietnam as it accounted for almost 44.35% on average during the period 2003

emission has also seemed to be positively associated with the GHG emission in most 

cases of ASEAN countries except Singapore and Indonesia (Figure 3). 

         
http://nhandan.com.vn/kinhte/item/33876602-huong-toi-mot-nen-kinh-te-co-muc-phat-thai

2006 2007 2008 2009 2010 2011 2012

2001 

In Vietnam, the call for an economic development with low rate of gas emission has been 

bon dioxide gas has 

also been officially blamed for most cases of unsustainable development as stated in the Kyoto 

-GHG (Greenhouse 

), Nitrous Oxide (N2O), 

exafluoride (SF6) (Lin, 

Unit: Metric ton per capita 

 

emission per capita and GHG emission per capita of Vietnam, 2003 – 2012 

Source: World Bank Statistics 

emission fraction in the “Kyoto basket” of 

Vietnam as it accounted for almost 44.35% on average during the period 2003-2012. The volume 

ively associated with the GHG emission in most 

thai-thap.html, accessed 

GHGpc

COEpc



2002 

Unit: Metric ton per capita 

 

Figure 3. Scatter plots of CO2 emission per capita and GHG emission per capita  

of ASEAN countries, 2003 – 2012 

Source: World Bank Statistics 

This Paper is about to test whether the causality between economic performance indicators 

and environment-related measurement exists or not using data of ASEAN nations. The structure 

of the Paper includes four parts. Part 1 provides a review of relevant literature which has been 

built on a platform of “eco-enviro” interactions. Part 2 will be the introduction of quantitative 

method to examining those interactions and be an elaboration on how related statistics were 

collected and calculated. Part 3 will show results of the quantitative analysis on the established 

panel data using STATA software version 12. Part 4 ends the Paper with conclusions and 

recommendations for the policy-making process especially that of ASEAN countries. 

1. Literature review 

The relationships or more particularly the trade-offs between environmental status 

measured by COE and indicators of economic performance (real GDP per capita – rGDPpc), 

trade (TOI), investment both foreign (FDI) and domestic (GCF), urbanization (URB) and foreign 

exchange market fluctuations measured by the exchange rate (EXG) have been analyzed and 

confirmed by various studies applied in diverse national, regional and global contexts. This paper 

will respectively select rGDPpc and COE as dependent variables in the two distinguished 

equations and include other remaining indicators in the model as control variables. Thus the 

literature review will separated into 02 sub-sections as follows: 
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1.1. Environmental sacrifice and economic growth 

Carbon emission is the direct and best-reflective evidence of national industrialization 

achievements which have contributed greatly to the economic growth thus confirming the valid 

positive relationship between the two concepts (Asumadu-Sarkodie & Owusu, 2016; Hartwell, 

2017; Omri et al., 2014). Foreign and domestic investment have also been considered as 

influential engines for economic growth and indicators of performance of the entire economy 

(Abbes et al., 2015; Ayadi et al., 2015; Nwaogu &  Ryan, 2015; Omri, 2014; Omri et al., 2014; 

Pegkas, 2015). The extent to which a nation is considered to be “open” for foreign entry of goods 

and services has also been a frequently-involved determinant of economic progress (Amri, 2017; 

Kasman & Duman, 2015; Nasreen & Anwar, 2014; Omri et al., 2015). Demographic factors like 

urbanization rate also contributes to the performance of the economy as large and densely-

populated cities are centers of production, employment and innovation of nations (Al-Mulali et 

al., 2015a; Bao & Chen, 2015; Kasman & Duman, 2015; Mosk, 2016). Foreign exchange market 

fluctuations may cause concomitant depreciations or appreciations of domestic currencies which 

consequently affects trade balance (imports & exports) (Bahmani-Oskooee & Gelan, 2018; Boon 

& Hook, 2017; Li et al., 2015; Paudel & Burke, 2015; Yan et al., 2016) and capital account 

(inward FDI) (Alagidede & Ibrahim, 2017; Boateng et al., 2015; Mensah et al., 2017; Omri et al., 

2014; Yan et al., 2016), thus indirectly influencing economic growth (Alagidede & Ibrahim, 

2017; McCombie & Thirlwall, 2016; Tang, 2015; Yan et al., 2016). 

1.2. Sustainable development and the environment pillar 

Bidirectional causality of environment and economic performance has also been 

confirmed by various studies (Begum et al., 2015; Dogan & Aslan, 2017; Dogan & Turkekul, 

2016; El Montasser et al., 2018; Long et al., 2015; Omri et al., 2014; Salahuddin et al., 2015; 

Tang & Tan, 2015), thus suggesting testing demand for the causality running from real income 

to carbon emission. Also, the relationship between environmental performance (COE and its 

major antecedent – energy consumption) and investment has been statistically confirmed by 

most recent research (Alshehry & Belloumi, 2015; Azam et al., 2015; Lau et al., 2014; Omri et 

al., 2014; Pao & Tsai, 2011; Tang & Tan, 2015; Zaman et al., 2016). International trade could 

accelerate the pace of carbon emission as it reflects increased domestic production (exports) 

and consumption (imports) (Bento & Moutinho, 2016; Ertugrul et al., 2016; Kanemoto et al., 

2014; Lau  et al., 2014; Ren et al., 2014). The expansion of urban population leads to more 

diverse production and consumption activities which contributes significantly to the 

degradation of environment by emitting larger amount of CO2 gas (Liddle, 2014; Wang et al., 

2016; Wang et al., 2015; Wu et al., 2016; Zhang et al., 2014). Finally, as “carbon emission 

embodied in trade” has been an increasingly-observed phenomenon (Böhringer et al., 2018; 

Sakai & Barrett, 2016; Su & Ang, 2014; Wu et al., 2016; Yunfeng & Laike, 2010), exchange 

rate which reflects how volatile the foreign exchange market which results in the according 

depreciating or appreciating changes in value of domestic currencies which influences trade 

and capital balance has also a need-to-be-involved determinant which indirectly and 

significantly affects the intensity of carbon emission. 
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2. Econometric method and measurement 

As stated in the Literature Review section, the two estimation equations have been 

recommended to validate the bidirectional causality between economic growth and carbon 

emission: 

Eq.1: lnrGDPpci,t = β1 + β2*laglnrGDPpci,t + β3*lnCOEpci,t + β4*laglnCOEpci,t + β5*lnFDIifi,t + 

β6*lnGCFi,t + β7*TOIi,t + β8*URBi,t + β9*lnEXGi,t + i,t 

Eq.2: lnCOEpci,t = β’1 + β’2laglnCOEpci,t + β’3*lnrGDPpci,t + β’4*laglnrGDPpci,t + β’5*lnFDIifi,t + 

β’6*lnGCFi,t + β’7*TOIi,t + β’8*URBi,t + β’9*lnEXGi,t + ’i,t 

where the subscript i = 1,…,N denotes the country (N = 10 in this study) and t = 1,…,T 

denote the time period, u and u’ are the error terms, ln represents the natural logarithm of the 

attached variables, lag means the variable of year t-1, rGDPpc is the annual real Gross Domestic 

Product per capita (constant 2010 US$), COEpc is the annual carbon emission volume (metric 

tons per capita), FDIif is the annual foreign direct investment inflow (current US$), GCF is the 

annual gross capital formation (constant 2010 US$), TOI is the annual Trade Openness Index 

(the sum of exports and imports of goods and services measured as a share of gross domestic 

product), URB is the annual urbanization rate (the number of people living in urban areas as 

defined by national statistical offices as a share of total population) and EXG is the annual 

official exchange rate (LCU per US$, period average). In the above equations, Eq.1 states that 

carbon dioxide emission volume, inward FDI, real gross capital formation, trade openness, 

urbanization and exchange rate are valid drivers of real gross domestic product. This means 

estimated positive linkages between rGDPpc and remaining variables are about to be tested. 

Similarly, in the reverse direction, Eq.2 replaces LnrGDPpc by LnCOEpc as the dependent 

variable while keeps involving remaining indicators in the examination. Positive linkages have 

also been tested in this equation. In addition, the lagged variables of real GDP per capita and 

CO2 emission per capita have been included in Eq.1 to treat the problems of endogeneity and 

reverse causality of the model. 

Panel data regression would be used in this paper as the collected data includes both time-

series and cross-section dimensions (Baltagi, 2008). Panel data has also been applied in recent 

studies (Ahsan et al., 2016; Alves & Francisco, 2015). All of the data, collected for the period 

1993–2014, has been sourced from World Bank National Accounts of ten ASEAN countries 

including Brunei Darussalam, Indonesia, Cambodia, Lao PDR, Myanmar, Malaysia, Philippines, 

Singapore, Thailand and Vietnam. The descriptive profile of variables is provided in Table 1. 

Table 1. Descriptive statistics of variables 

Stats rGDPpc COEpc FDIif GCF TOI URB EXG 

Mean 9361.666 4.193468 5.57e+09 5.11e+10 126.3081 46.57305 3412.12 

SD 14282.31 5.72305 1.08e+10 6.56e+10 94.15814 24.64008 5305.266 

CV 1.525617 1.364753 1.931365 1.282002 .7454642 .529063 1.55483 

Notes: SD indicates the standard deviation; CV indicates the coefficients of variation 

(standard deviation-to-mean ratio). 
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3. Panel data analysis 

Firstly, the correlations among proposed variables have been tested to determine whether 

the quantitative analysis is statistically worth employing (Table 2). 

Table 2. Correlation matrix of variables 

 rGDPpc COEpc FDIif GCF TOI EXG URB 

rGDPpc 1.0000       

COEpc 0.8199 1.0000      

FDIif 0.5855 0.2181 1.0000     

GCF -0.1088 -0.1261 0.2646 1.0000    

TOI 0.7095 0.4382 0.6438 -0.1642 1.0000   

EXG -0.4110 -0.4288 -0.1391 0.0956 -0.2857 1.0000  

URB 0.8663 0.7614 0.5619 0.0789 0.7543 -0.4961 1.0000 

The central correlation between rGDPpc and COEpc has been strongly confirmed as the 

coefficient is up to 0.8199, while demographic changes seem to be considerably correlated 

with both economic growth and carbon emission as their correlation coefficients are 0.8663 

and 0.7614 respectively. Also, the correlation between foreign direct investment and economic 

growth seems to be relatively significant, specifically 0.5855 while this may be obtained at the 

expense of the environment as the FDI-COEpc correlation is 0.2181. The impacts of 

international trade are also statistically-significant whose correlations with rGDPpc and 

COEpc are 0.7095 and 0.4382 respectively. This may pose a possible concern of 

multicollinearity as the three independent variables FDIif, TOI and URB are 0.6438, 0.5619 

and 0.7543 respectively and their Variance Inflation Factor (VIF) figures in the Pooled OLS 

regression are greater than the lower threshold of 2.0 (Sun et al., 2014), specifically 2.29, 4.43 

and 8.00 respectively. Also, as the Pooled OLS is considered not being able to take account for 

the heterogeneity of variables in the case of panel data (Galindo & Méndez, 2014). Thus, the 

Fixed Effect Model (FEM) and Random Effect Model (REM) would be exploited to lessen this 

phenomenon (Baltagi, 2008). Furthermore, the opposite situations of Brunei Darussalam and 

Singapore out of the ten ASEAN countries have challenged the use of Pooled OLS as this 

regression method ignores the heterogeneity among individuals in the sample (Baltagi, 2008), 

and the panel data of this research is an unbalanced set which could be analyzed by FEM 

(Qureshi et al., 2017; Wooldridge, 2015). Also, as the time dimension is limited in 22 

consecutive years and the number of spatial observations is ten countries, FEM is considered to 

be appropriate for panel data analysis on this size (Galindo & Méndez, 2014) while allowing 

examining the changes of y-intercept of regressive graphs which is meaningful for cross-

country analyses (Galindo & Méndez, 2014; Gambacorta et al., 2014; Wooldridge, 2015). 

Finally, Hausman test will also be employed to determined which model FEM or REM is 

chosen (Baltagi, 2008; Wooldridge, 2015). 
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Table 3. FEM & REM analysis results for Eq. 1 

  FEM REM 

Variables lnrGDPpc lnrGDPpc 

laglnrGDPpc 0.173*** 0.721*** 

 (0.000) (0.000) 

lnCOEpc 0.102** 0.727*** 

 (0.012) (0.000) 

laglnCOEpc -0.139*** -0.593*** 

 (0.000) (0.000) 

lnFDIif 0.025*** 0.010 

 (0.005) (0.460) 

lnGCF 0.284*** -0.029** 

 (0.000) (0.034) 

TOI 0.001*** -0.000 

 (0.000) (0.617) 

URB 0.012*** 0.010*** 

 (0.000) (0.000) 

lnEXG 0.128*** 0.006 

 (0.000) (0.352) 

Constant -1.869*** 2,583.230 

 (0.000) (0.172) 

Hausman test Prob.>chi2 = 0.0000 

Observations 179 179 

R-squared 0.287  0.989 

***, **, * significant at the levels of 1%, 5% and 10% respectively 

Table 3 indicates that FEM is more appropriate than REM for Eq.1 as the p-value of the 

Hausman test is less than 0.05 (Prob.>chi2 = 0.0000). As could be seen in Table 3, there is valid 

causality running from carbon dioxide emission, foreign direct investment inflow, domestic 

investment (gross capital formation), trade openness, urbanization and exchange rate to real gross 

domestic per capita. The central causality of carbon dioxide emission and economic growth 

appears to be positively associated. This result reveals that ASEAN countries has been generally in 

the left side of the inverted U-shaped curve consistent with the EKC theory (Borhan et al., 2012; 

Heidari et al., 2015; Lean & Smyth, 2010; Saboori et al., 2012) of earlier stage of economic 

growth, thus supporting policies towards controlling emission of GHGs, thus hampering climate 

change. Inward FDI appears to significantly and positively affect economic growth which has also 

been proven in previous reviewed studies. Meanwhile, the gross capital formation appears to have 

a considerable positive impact on real output, this is similar to the findings of Adams (2009) and 

Omri (2014) which were conducted in the cases of MENA (Middle East and North Africa) 

countries and Sub-Saharan Africa respectively. This result supports policies towards promoting 

foreign direct investment inflows while regulating financial access confined to domestic producers 

of creditworthiness and sound business performance. International trade activities appear to 
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increase real output per capita in this research which confirms the contributions of market access 

policies to national affluence (Amri, 2017; Nasreen & Anwar, 2014; Omri et al., 2015). Finally, the 

exchange rate appears to negatively influence real output per capita which means depreciation of 

ASEAN domestic currencies may lead to a consequent decrease in the real output. This is 

explainable in the cases of ASEAN economies as most countries have recorded chronic trade 

deficits for years since 1990s which were resulted from a dependence on imported inputs due to 

the lack of sufficient domestic suppliers. Furthermore, this indicates that the currency 

undervaluation policy may be conducive to the growth of developing countries whose trade 

balance has not soundly reached for years before the effective implementation. A weakened 

currency will make exported goods more affordable and competitive against other like products of 

competitors, thus extending a nation’s foreign market share. Urbanization appears to boost the 

economy as the concentration of consumption and production in cities and metropolitans may 

allows a larger number of products and services to be provided. 

Table 4. FEM & REM analysis results for Eq. 2  

 FEM REM 

Variables lnCOEpc lnCOEpc 

laglnCOEpc 0.478*** 0.829*** 

 (0.000) (0.000) 

lnrGDPpc 0.383** 1.090*** 

 (0.012) (0.000) 

laglnrGDPpc -0.546*** -0.874*** 

 (0.000) (0.000) 

lnFDIif -0.030* -0.013 

 (0.080) (0.448) 

lnGCF 0.342*** 0.047*** 

 (0.000) (0.005) 

TOI -0.001** -6.91e-06 

 (0.021) (0.981) 

URB 0.009** -0.007*** 

 (0.025) (0.001) 

lnEXG 0.116** -0.020*** 

 (0.035) (0.007) 

Constant -6..644*** -2.049*** 

 (0.000) (0.000) 

Hausman test Prob.>chi2 = 0.0000 

Observations 179 179 

R-squared 0.424 0.984 

***, **, * significant at the levels of 1%, 5% and 10% respectively 

Again, the FEM appears to be more appropriate for the estimation of Eq.2 (Prob.>chi2 = 

0.0000 < 0.05 of the Hausman test).  As could be seen in Table 4, there is valid causality running 



2008 

from real gross domestic product per capita, inward foreign direct investment, trade openness, 

urbanization, real gross capital formation and exchange rate to real carbon dioxide emission per 

capita. As questioned in Introduction section when considering the scatter plots of Singapore and 

Brunei Drarussalam in Figure. 1, the results in Table 1 and Table 2 reveal the existence of the 

inverted U-shaped or even N-shaped EKC (Begum et al., 2015; Fodha & Zaghdoud, 2010; 

Heidari et al., 2015). However, in the context of this paper, a positive relationship of the two 

central variables may generate some implications for orienting eco-socio policies focusing on 

boosting international trade and investment from both domestic and foreign investors. 

Meanwhile, accelerating urbanization may be the signal of increasing consumption and emerging 

production large-clusterings whose hot development may be achieved at the expense of the 

environment. Currency undervaluation appears to worsen the environment as it causes more gas 

being emitted in export production activities once exported goods become more affordable and 

competitive against rivals’ products. 

4. Conclusions and Recommendations 

This research has confirmed the positive inter-causality between economic growth and 

carbon dioxide emission in the case of ASEAN countries which suggests the inverted U-shaped 

or even N-shaped EKC in the long-run economic development of the Southeast Asian regions. 

Also, the findings support policies towards achieving SDGs by enhancing climate change control 

while encouraging economic activities of environmentally-friendly technologies which allow 

limiting environmental negative externalities. In terms of FDI attraction, the findings evidence it 

as a critical engine for the growth of developing and emerging host economies in ASEAN while 

improving environmental quality. Restructuring domestic financial access which enhances 

capital accessibility of effective and efficient businesses is also recommended by the findings as 

this will reduce excessive leveraging activities with easy conditions of financial institutions for 

ineffective, inefficient and probably environmentally-harmful business investment projects. 

Similar to FDI attraction, market access policies could accelerate economic growth while 

mitigating the environmental consequences. This proposes trade policies shaped towards 

encouraging the free flows of goods and services among nations especially those which are 

technology-intensive or R&D-intensive. Any thinking of using currency undervaluation policies 

to create the export advantage and FDI stimulus may be reconsidered by the findings as this may 

nurture the economy at the expense of environment. Finally, while the increase of urban 

population appears to be beneficial to the real income of ASEAN people, this is also a worrisome 

issue against environmental protection and climate change control efforts taken by ASEAN 

governments. This opens up another concern related to spending more public expenditure on 

basic infrastructure to establish new satellite and peripheral centers for economic development 

in ASEAN countries as accelerating population concentrations may hamper the pace of 

economic progress. 

5. Limitations and future directions 

This research uses FEM & REM estimations to test the validity of proposed linkages which 

could be more deeply examined by other regression methods to panel data sets such as Granger 
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causality test which allows exploring the two-way relationships among variables. Furthermore, 

the cross-sectional dimension of the data set includes only 10 ASEAN economies which may 

weaken the generality and applicability of the findings, thus including more data of Northeast 

Asian countries is a future prospect as this allows examining the differences among groups of 

nations. Additionally, more future research should be taken on this geographic region to validate 

the existence of an inverted U-shaped or even N-shaped EKC as a further step based on this 

research. Also, carbon dioxide emission is only one of many indicators of environmental quality, 

thus, future research should include more variables such as energy consumption (per capita), 

GHG emission (per capita), electricity consumption (per capita), etc. to more comprehensively 

assess proposed causality between economic performance and its environmental impacts. 
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Abstract: The small and medium-sized enterprises (SMEs) play an important role in the 

economic growth of Binh Duong Province. Access to finance is necessary in order to initiate, 

operate, develop and facilitate growth conditions within a business. Therefore, this study aims to 

determine factors affecting access to finance of SMEs in Binh Duong Province. The study 

adopted a survey research design that employed a stratified random sampling. The primary data 

was collected from 400 SMEs via structured questionnaires. The Cronbach’s Alpha testing 

methods, the exploratory factor analysis (EFA), ANOVA analysis and multivariate linear 

regression analysis were used in this study. The study results indicate that there are six factors 

significantly affecting access to finance of SMEs in Binh Duong Province including managerial 

experience, the owner-manager’s financial literacy, business plan, financial management 

regulations, the owner-manager’s education and business size.  

Key words: access to finance, small and medium-sized enterprises, Binh Duong Province 

 

1. Introduction 

According to Nguyen Thi Hien (2017) and the statistics of Ministry of Planning and 

Investment, as of April 20, 2017, there are around 612,000 businesses operating in Vietnam, of 

which about 97% are SMEs, contributing around 45% of GDP, 31% of total budget revenue and 

attracting more than 5 million workers. Therein, small and medium-sized enterprises usually 

have difficulties to access the official capitals. Currently, only about one third of SMEs (less than 

36%) among the operating businesses have access to bank capital.  

At present, Binh Duong province has the third largest number of operating enterprises in 

the country, only after Ho Chi Minh City and Ha Noi. According to Binh Duong People’s 

Committee (2017), Gross Regional Domestic Product (GRDP) in 2017 increased by about 9.5%, 

collected budget at around 40,000 billion VND; accumulated until 2017, Binh Duong Province 

has attracted 30,100 domestic enterprises with a total registered capital of 231,691 billion VND, 

accounting for more than 90% of the total number of enterprises in the province. 97% of 

domestic enterprises are small and medium-sized enterprises. Domestic enterprises are 

employing more than 386,000 employees, accounting for 40% of the working population in the 
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province. However, limited capital has a great impact on the performances of businesses, 

limiting the competitiveness of businesses in medium and long term.  

There are a number of previous researches on access to finance of SMEs, Harvie et 

al.(2013) conducted a study on access to finance of SMEs in Asian countries. Adomako et 

al.(2015), Abrar-ul-hap et al.(2016) examined the impact of access to finance on the 

development of SMEs.  Borji and Gashu (2015), Waari and Mwangi  (2015), Osano and 

Languitone (2016),  Mersha and Ayenew (2017) carried out a research on the determinants of  

access to finance of SMEs. In Vietnam, there are studies on access to finance of SMEs such as 

VCCI and USAID (2016), UNU-WIDER and CIEM (2016), Nguyen Thi Hien (2017) studied 

the status of access to finance and the difficulties and obstacles of SMEs in Vietnam when 

accessing finance.  

A review of previous studies on access to finance of SMEs shows that access to finance 

has an important role to play in the development of SMEs. Currently, there have been no studies 

on SMEs’ access to finance in Binh Duong Province. In order to help SMEs in Binh Duong 

Province improve their access to finance. In this study, the author focuses on studying the factors 

affecting access to finance of SMEs in Binh Duong Province.  

2. Literature review 

2.1. Definition of SMEs 

According to the OECD (2016), SMEs and entrepreneurs have been recognized around the 

world as an important source of the dynamic, creativity and flexibility in advanced industrialized 

nations as well as emerging and developing economies. Panitchpakdi (2009), the General 

Secretary of the United Nations Conference on Trade and Development, defined SMEs as the 

source of employment, competitiveness, dynamic economy and innovation. Berisha and Pula 

(2015) argued that there is no single definition that is widely accepted for the SMEs, the current 

criteria have been revised and always in the process of being evaluated.  

At this time in Vietnam, The Congress (2017), SME definition is set out in The Law on 

SME support No. 04/2017/QH14 dated July 14, 2017 of the National Assembly in supporting 

SMEs. Under this law, SMEs include micro enterprises, small and medium-sized enterprises, 

with an average of 200 employees participating in social insurance and satisfying one of the 

following criteria: the total capital does not exceed 100 billion VND or the total revenue of 

the preceding year shall not exceed 300 billion VND. The classification of SMEs in Binh 

Duong Province according to government (2018), the criteria of turnover of Government 

Decree No. 39/2018/NĐ-CP dated March 11, 2018 in the table 1 shows that by the end of 

2016, there are 13,573 SMEs operating in Binh Duong Province; according to turnover, 

micro – enterprises account for 78%, followed by small and medium enterprises at 19% and 

3% respectively.  
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Table 1: classification of SMEs in Binh Duong Province according to turnover  

Enterprises classification Turnover criteria Number of enterprises Percentage 

Micro enterprise Under 10 billion VND  10,587  78%  

Small enterprise From 10 billion to 100 billion VND  2,579  19%  

Medium enterprise From over 100 billion to 300 billion VND  407  3%  

Total 13,573  100%  

Source: Enterprise Managerial Statistics of Binh Duong Taxation Department (2017) 

2.2. Factors affecting access to finance of SMEs 

2.2.1. Managerial Experience  

Zarook et al.(2013), managerial experience can be described as the time period that the 

manager of SMEs has served with similar capability and how well they handle their tasks and 

their responsibilities in these tasks. The management teams with high quality and clear track 

records will be able to help SMEs access finance more easily than those with poor track records. 

According to Isaga (2015), previous experiences from business management, which are 

demonstrated through the training of a number of skills required to recognize and act on business 

opportunities, will help enterprises have the ability to increase sales, property, capital and 

employment. Pellissier and Nenzhelele (2013), the entrepreneurs who have who have been doing 

business for many years will have sufficient skills and experiences to avoid problems impeding 

access to loans of SMEs and the effective use of debt will lead to the improvement of SMEs’ 

performances. VCCI (2017), effective corporate governance will increase the company’s access 

to finance, enabling stakeholders accurately evaluate the operation of enterprises.  

2.2.2. The owner-manager’s financial literacy 

OECD, DFID and World Bank (2009), the financial literacy is critical to promoting 

access to finance by creating incentives and environments encouraging desired financial 

behaviors such as saving, budgeting or using credit wisely. Tina Harrison (2016), financial 

literacy can affect different loan and investment decisions. Adomako and Danso (2014) argue 

that the financial literacy that manifests through the understanding of financial reporting and 

the understanding of financial ratios, the understanding of financial increase leads to better 

decision making and the entrepreneurs can access finance easily. Mutegi et al.(2015), financial  

literacy  has a positive impact on SMEs’ ability to repay their loans. VCCI (2016), the majority 

of SMEs’ owners have not read the financial statements, most of them think that accounting 

jobs, tax reports only serve the main purpose of dealing with government agencies; therefore, it 

is extremely hard to access finance.  

2.2.3. Business plan  

Zarook et al.(2013), a business plan involves setting up a company’s goals, in which 

outlines the strategy to achieve these goals. A good business plan helps SMEs get financial 

sources from banks, donors or any other financial institutions. Egbuna và Agali (2013) argue that 

reasonable business plans can reduce the financial management failures, increase productivity 
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and profitability for SMEs; therefore, it is easier to access finance. Najib và Baroto (2016), an 

effective business plan is one of the factors contributing to successful financial management, 

helping businesses access finance more easily. Borji và Gashu (2015), the adoption of business 

plan has benefited SMEs in creating a fertile foundation to access finance with the formal 

lending financial institutions, if SMEs can meet the collateral security requirement in order to 

minimize the risk involved.  

2.2.4 Financial management regulations 

McMahon et al.(1993), Asymmetric Information was first introduced in the 19709s and 

confirmed its place in the modern economy by the event in 2001 that George Akerlof, Michael 

Spence and Joseph Stiglitz, the scientists studying this theory, both honorably the Nobel Prize in 

economics. The theory presents three important problems that are adverse selection, moral 

hazard – the consequence of asymmetric information phenomenon, and signaling – the measures 

to limit this situation. In order to limit asymmetric information, the theory also indicates the 

signaling mechanism that is the party with much information can signal the one with less 

information honestly and reliably to overcome the information imbalance in the market. Solving 

the asymmetric information problems between the people inside and outside the business is 

suggested by signal theory, Emery and Finnerty explain this as follow: the term signaling refers 

to the use of real behavior to infer things you cannot observe directly or learn them in the other 

ways. Thus, the signaling involves the inferences related to the asymmetric information; actions 

will convey the information and eliminate asymmetric information. Jindrichovska (2013), the 

owner/managers themselves  have a firm  grasp of the principles  of financial  management and 

are actively involved in applying them to their own situation. VCCI (2017), Vietnamese 

enterprises are weak on the transparency in financial management that is one of the reasons 

limiting access to finance.  

2.2.5 Characteristics of enterprises and enterprise owners  

Adomako et al.(2015), the factors such as company size, company age, industry, age of 

director, literacy, working experience and gender can explain the difference in company growth 

at the influential level of financing literacy on the relationship of financial access and growth of 

company. Osano and Languitone (2016) argue that the availability of collateral, the age of the 

business, industry, type of business, the age of the owner or manager, the religion of the owner 

or manager and the size of business determine its ability to access bank credit. Kira and 

Zhongzhi He (2012) argue that the characteristics of the company such as location, industry, 

size, business information, age, merger and collateral assets affect access to finance of SMEs. 

2.2.6 Access to finance of SMEs 

Borji and Gashu (2015) argue that the formal financial institutions cannot meet the credit 

needs of SMEs, because SMEs cannot meet the requirements such as business plans, managerial 

system, collateral assets and other accountability issues related to business risk management. 

Waari and Mwangi  (2015) argue that asymmetric information, business risks and transaction 

costs affect access to finance of SMEs. Osano and Languitone (2016), the availability of 
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collateral, the age of business, industry, type of business, the age of the owner or manager, the 

religion of the owner or manager and the size of business significantly determine the ability to 

access bank credit. VCCI and USAID (2016), the disadvantages of Vietnamese SMEs in 

accessing finance are the lack of collateral, young businesses, insufficient managerial experience, 

small size and no involvement in production networks, ineffective business plan. According to 

UNU-WIDER and CIEM (2016), in 2015, 25% of enterprises apply for official loans and 15% of 

them have difficulty tin obtaining loans. While larger enterprises have better access to credit.  

3. Research Methodology 

3.1. Conceptual  framework 

In this study, the author develops a model of the factors that affect the SMEs’ access to 

finance, as shown in figure 1, through the literature review of domestic and foreign documents 

on access to finance of SMEs.  

 

Figure 1: Conceptual Framework 

Source: synthesized by author 

The dependent variable, which is access to finance, and four quantitative independent 

variables (managerial experience, financial literacy  of the owner, business plan and financial 

management regulations) are measured by likert scale, from value 1 for completely disagree 

feedback to value 5 for completely agree feedback. The characteristics of enterprise and 

enterprise owner include Level of education of the owner/manager of business defined by three 

levels (secondary and college, university and postgraduate), type of business defined by three 

types (joint stock company (JSC), limited liability company (LLC), and private company), size 

of business measured by total assets, age of business measured by number of years of operation.  

Managerial experience 

Financial literacy 

Business plan 

Financial management 
regulations  

The characteristics of 
enterprise and enterprise 

owner: 
- Level of education of  
the owner/manager of  
business 
- Type of business  
- Size of business  
- Age of business 

Access to finance 
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3.2. Sampling and data collection method 

According to the data of enterprise management of Tax Department of Binh Duong 

Province, by the end of 2016, there are 13,573 SMEs in province (of which the total number of 

SMEs operating in three areas of Thu Dau Mot City, Thuan An Town and Di An Town is 9,955, 

accounted for 73%). The sampling method of this study identifies the steps according to Nguyen 

Dinh Tho (2013). The author conducted a survey of 600 SMEs in three areas (in which there are 

196 SMEs in Thu Dau Mot City, 202 SMEs in Thuan An Town, 202 SMEs in Di An Town) in 

the form of submitting to the Tax Departments for direct delivery to enterprises from July 2017 

to December 2017. The survey results of 400 respondents (67%) are shown in Table 2.  

Table 2: The summary of the number of respondents to survey questionnaires  

by location and type of business 

Type of business 

Di An Town Thuan An Town Thu Dau Mot City 

Total Industry 
% 

Number of 
enterprise 

% 
Number of 
enterprise 

% 
Number of 
enterprise 

LLC 88% 123 88% 114 89% 116 353 - Wholesale, retail; repair of 
car, motorcycles, motorbike, 
and other motor vehicles.  
- Manufacturing and 
processing industry 
- Agriculture – Forestry – 
Aquaculture  
- Architecture  
- Mining industry  

- Food service  

JSC 6% 8 3% 4 4% 5 18 

Private company 6% 8 9% 12 7% 9 29 

Total 100% 140 100% 130 100% 130 400   

Source: managerial enterprise statistics of Binh Duong Tax Department (2017) 

4. Research results and discussion 

To determine the factors affecting access to finance and the important of each factor to 

access to finance, the author uses SPSS 20.0 software to support the implementation of reliable 

testing and statistical analysis of factors through the Cronbach’s Alpha reliability coefficient; 

next, uses the Exploratory Factor Analysis (EFA) to test the factors affecting access to finance; 

after that, uses ANOVA analysis, linear regression analysis model.  

4.1. Reliability Testing of the Research Instrument and descriptive statistical analysis  

4.1.1. Statistical results of the characteristics of enterprises and enterprises owners 

answered the survey questionnaires  

The statistical results of the characteristics of SMEs in Table 3 show that, in 400 

respondents, the majority of enterprises owners graduated from university (61%), and secondary 

and college (36%). The type of business is mainly LLC (88%). In the size of business, it is 

mainly the enterprises with total assets of more than 1 billion to 20 billion VND (74%). In the 

number of years of operation, the enterprises operating under 5 years account for 60%, and the 

figure for enterprises with 5 years – 10 years operating is 28%.  
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Table 3: statistical results of the characteristics of the SMEs  

Level of education Type of business Size of business (asset) Number of years of operation 

Secondary, 
College  142 JSC 18 Under 1 billion VND 56 Under 5 years  237 

University  243 LLC 353 
From 1 billion -20 
billion VND 295 

From 5 years to 10 
years 112 

Postgraduate  15 Private company  29 
From 20 billion -100 
billion VND 49 More than 10 years 51 

Total  400 Total  400 Total  400 Total  400 

Source: statistical results from survey data, 2017 

4.1.2. Testing of scale reliability  

The testing results of the scale in Table 4 indicate that 24 observation variables all have 

coefficient of correlation of total variables greater than 0.3, all the scale have the Cronbach’s 

Alpha coefficient in the range of (0.8 to 0.9), indicating that the scales are significant.  

Table 4: The testing results of scale reliability  

Item 

code 
Category 

Corrected Item-
Total Correlation 

Cronbach's 
Alpha if Item 

Deleted 

 Managerial experience; Cronbach’s Alpha = 0.888  

ME1 You are officially trained in business management  0.763 0.853 

ME2 You have the skills to run a business from past experience 0.759 0.856 

ME3 
Managerial experience in business has helped you to improve your skills 
to accept new business conditions and competitions  

0.757 0.855 

ME4 
Managerial experience in company has helped you limit risks and know 
how to deal with the risks  

0.746 0.860 

 Financial literacy; Cronbach’s Alpha = 0.850  

FL1 You regularly review financial statements  0.744 0.786 

FL2 
You have the ability to perform financial analysis based on financial 
statements  

0.584 0.852 

FL3 You have the ability to make the tax return  0.722 0.796 

FL4 You have the ability to make financial statements for businesses  0.713 0.801 

 Business plan; Cronbach’s Alpha = 0.835  

BP1 Your enterprise does have a specific business plan implemented officially  0.555 0.818 

BP2 Your enterprise does look at financial resources when planning  0.666 0.796 

BP3 Your enterprise does consider the strength and weakness when planning  0.667 0.795 

BP4 Your enterprise does find out the customers’ demand when planning  0.617 0.806 

BP5 Your enterprise does set out the future business goals  0.581 0.813 

BP6 
Your enterprise does have a budget for spending and pricing when 
planning  

0.561 0.817 

 Financial management regulations;Cronbach’s Alpha = 0.860  

FMR1 Your enterprise does have formal financial management regulations 0.731 0.819 
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Item 

code 
Category 

Corrected Item-
Total Correlation 

Cronbach's 
Alpha if Item 

Deleted 

FMR2 
The financial management regulations in your enterprise detail the 
contents of financial management  

0.729 0.819 

FMR3 
The financial management regulations in your enterprise are based on the 
regulations of the State  

0.596 0.851 

FMR4 
Your enterprise regularly adjusts, adds the contents of financial 
management regulations timely  

0.697 0.827 

FMR5 
Your enterprise disseminates the financial management regulations to all 
employees in the enterprise  

0.652 0.840 

 Access to finance ; Cronbach’s Alpha = 0.829  

AF1 Your enterprise is financially stable and does not need financial support  0.718 0.767 

AF2 
Your enterprise has enough collateral to receive credit from commercial 
banks 

0.647 0.789 

AF3 
Your enterprise is satisfied with the maximum amount of loan of the 
banks  

0.659 0.786 

AF4 
Access to finance is the major problem affecting the investment of 
enterprise  

0.636 0.792 

AF5 
When you need the capital, you can easily mobilize more capital from the 
banks  

0.474 0.835 

Source: Cronbach’s Alpha test results from survey data, 2017 

4.2. Exploratory Factor Analysis (EFA)  

When performing EFA, the test values are guaranteed: KMO: 0.5< KMO = 0.899 < 1.0; 

Bartlett’s test for the correlation of observed variables (Sig. = 0.000 < 0.05) indicates that the 

variables are closely related. The total variance of 70.288% (> 50%) is satisfactory and reveals 

that four groups of factors explain 70.228% variability of data. This means that the results of the 

EFA analysis are perfectly consistent. The results of factorial rotation matrix analysis in Table 5 

show that there are four groups of factors informed, the number of observed variables is only 18 

variables, decreased one observed variable BP1.  

Table 5: The results of factorial rotation matrix analysis  

Item code 
Factor  

F_BP F_FMR F_ME F_FL 

ME1     0.800   

ME2     0.771   

ME3     0.838   

ME4     0.805   

FL1       0.831 

FL2       0.749 

FL3       0.821 

FL4       0.792 
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Item code 
Factor  

F_BP F_FMR F_ME F_FL 

BP2 0.738       

BP3 0.862       

BP4 0.814       

BP5 0.822       

BP6 0.815       

FMR1   0.882     

FMR2   0.794     

FMR3   0.754     

FMR4   0.745     

FMR5   0.576     

Source: The results of factorial rotation matrix analysis from survey data, 2017  

Linear regression analysis and ANOVA analysis  

4.3.1. Linear regression analysis  

The results of linear regression analysis in Table 6 show that the significant level of the 

model is very small (Sig = 0.000) compared to the significant level of 5%; therefore, the 

regression model is established consistently. The adjusted R2 value = 0.429 revealing that 42.9% 

of the variation of access to finance is explained by the factors included in the model. Durbin – 

Watson Coefficient and VIF Coefficient of the model show that there is no autocorrelation and 

the phenomenon of multi-collinearity is negligible. Based on the statistical significance of each 

factor and the estimated results of the impact factor of each factor indicate that four variables are 

statistically significant (Sig < 5%) and are strongly correlated with access to finance of SMEs. 

The managerial experience factor has the strongest impact on access to finance of SMEs in Binh 

Duong Province (Beta = 0.401), the second strongest impact factor is financial management 

regulation (Beta = 0.323), followed by the business plan factor (Beta = 0.304) and financial 

literacy (Beta = 0.279).  

Table 6: results of linear regression analysis  

Category  Item code Coefficient B Coefficient Beta Coefficient Sig. VIF 

Constant    2.917   0.000   

Managerial experience  F_ME 0.286 0.401 0.000 1.000 

Financial literacy  F_FL 0.199 0.279 0.000 1.000 

Business plan  F_BP 0.217 0.304 0.000 1.000 

Financial management regulations  F_FMR 0.231 0.323 0.000 1.000 

Adjusted coefficient R2          0.429 

Coefficient Durbin-Watson         1.978 

Level of significant (Sig.F)         0.000 

Source: Results of linear regression analysis from survey data, 2017 
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4.3.2. One-way ANOVA analysis of differences between groups  

4.3.2.1. Variance test and average test  

The summary of variance test and average test in Table 7 show that with a statistically 

significant level of 5%, groups of different education and groups of different business size have 

the impact on access to finance of SMEs (Sig = 0.000). However, groups of different type of 

business and groups of different age of business do not affect access to finance (average test 

coefficient of type of business is sig = 0.191 >0.05, the average test coefficient of age of business 

is sig = 0.200 > 0.05).  

Table 7: The summary of variance test and average test  

Variable  Leneve variance test (sig) Groups average test (sig) 

education 0.000 0.000 

Type of business  0.293 0.191 

Size of business  0.002 0.000 

Age of business  0.961 0.200 

Source: The results of ANOVA analysis from survey data, 2017  

4.3.2.2. In-depth analysis of ANOVA  

The results of in-depth ANOVA analysis of the owner’s education factor in Table 8 show 

that with a statistically significant level of 5%, there are two education groups affecting to access 

to finance differently. Group of university will have better access to finance than group of 

secondary and college (sig = 0.003), and group of postgraduate accesses finance more easily than 

group of secondary and college (sig = 0.012).  

Table 8: In-depth ANOVA analysis for the education factor  

(I) education 
Average 

difference (I-J) 
Standard 
deviation 

Sig. 
Confidence interval 95% 

Lower bound Upper bound 

Secondary, College University  -0.26269 0.07808 0.003 -0.4504 -0.0749 

Postgraduate -0.73759 0.22295 0.012 -1.3280 -0.1471 

University  Secondary, College 0.26269 0.07808 0,003 0.0749 0.4504 

Postgraduate -0.47490 0.21634 0.127 -1.0558 0.1060 

Postgraduate Secondary, College 0.73759 0.22295 0.012 0.1471 1.3280 

University 0.47490 0.21634 0.127 -0.1060 1.0558 

Source: The results of in-depth ANOVA analysis from survey data, 2017 

The results of in-depth ANOVA analysis of the size of business factor in Table 9 show that 

with a statistically significant level of 5%, there are two size groups affecting to access to finance 

differently. Group of enterprises with the capital from 20 billion to 100 billion VND has better 

access to finance than the one with the capital under 1 billion VND (sig = 0.000) and group of 

enterprises with the capital from 20 billion to 100 billion VND also accesses finance more easily 

than the one with the capital from 1 billion to 20 billion VND (sig = 0.000).  
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Table 9: In-depth ANOVA analysis for size of business  

Size of business 
Average 

difference (I-J) 
Standard 
deviation 

Sig. 
Confidence interval 95% 

Lower bound Upper bound 

Under 1 
billion VND 

From1billion to 20 
billion VND 

-0.09966 0.12456 0.811 -0.4049 0.2055 

From 20 billion to 100 
billion VND 

-0.67673 0.15112 0.000 -1.0438 -0.3097 

From1billion 
to 20 billion 
VND 

Under 1 billion VND 0.09966 0.12456 0.811 -0.2055 0.4049 

From 20 billion to 100 
billion VND 

-0.57707 0.10103 0.000 -0.8247 -0.3294 

From 20 
billion to 
100 billion 
VND 

Under 1 billion VND 0.67673 0.15112 0.000 0.3097 1.0438 

From1billion to 20 
billion VND 

0.57707 0.10103 0.000 0.3294 0.8247 

Source: The results of in-depth ANOVA analysis from survey data, 2017 

5. Conclusion and recommendation  

The results of the regression analysis show that the factors including managerial 

experience, financial literacy of the owner, business plan and financial management regulations 

have a directly significant impact on access to finance of SMEs. At the same time, the results of 

ANOVA analysis for the characteristics of enterprises and enterprises owners also show that the 

SMEs whose owner has higher education and SMEs with larger size have better access to 

finance. Different type of business and different group of business age do not affect access to 

finance of SMEs in Bind Duong Province.  

In order to improve the ability to access finance, SMEs need to ameliorate the factors 

affecting access to finance. The author recommends the following solutions: 

5.1. The solutions for SMEs in Binh Duong Province  

5.1.1. Improve the financial literacy of business owners 

The business owners need to actively improve their financial literacy through the Internet, 

books or participating in training programs on financial knowledge of service and financial 

development companies to apply this knowledge to better financial management. The business 

owners should focus on improving financial literacy points as follows:  

- The improvement on financial analysis ability will help business owners forecast the 

financial situations. Financial analysis skills that should be focused on are analysis of liquidity 

ratios, assets management ratios, debt management ratios, and profitability ratios.  

- The improvement on the ability to calculate the cost of loans will help business owners 

identify appropriate funding sources, ensuring cost savings. Business owners should understand 

the interest rates, and cash flow valuation methods to determine the cost of interest.  

- The improvement on the business planning will help businesses set up more appropriate 

budgets and control the financial situations. The skills that are needed in business planning are 

analyzing ability, cash flow forecasting, capital, revenue, expense, profit in one period.  
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- The improvement on the ability to make financial reports will help business owners more 

closely control the situation of assets, capital, revenue and expense, cash flow in business. 

Therefore, business owners should understand the meanings of the indicators in the financial 

statements.  

5.1.2. Improve the managerial ability of business owners 

The business owners that have a good sense of management skills will have better 

management in their businesses, improving financial management. The management skills 

needed to improve are financial management skill, marketing skill, business plan skill, 

production management skill, human resources management skill.  

- The training on financial management skills such as financial analysis and setting up 

accounting information system, working capital management, investment management and 

capital mobilization will assist SMEs’ owners in making better financial decisions.  

- The training on business planning skill involves steps and content of business planning, 

ensuring that the business plans are feasible.  

- The training on production management skill such as production planning, production 

process management ensures the most efficient production.  

- The training on marketing skill such as market research and product development, 

product marketing strategies ensures that the products are sold as planned with the lowest costs.  

- The training on human resources management skill involves the establishment of 

organizational structure and recruitment activities of enterprises; an organizational structure 

needs to be streamlined but still control the operation of businesses and make the full use of the 

capacity of employees.  

5.1.3. Improve the quality of the business plan  

In today’s rapidly changing environment, SMEs are vulnerable if the SMEs do not have a 

specific business plan to respond quickly to the changing market. Therefore, SMEs should note 

the following points when making business plan: planning must be based on the position of 

business, stemming from personal goals; analyzing the challenges and opportunities of 

environment, the strengths and weakness in business; businesses will set goals and business 

strategies for their enterprises; next is to identify the specific products and services, human and 

financial resources for their enterprises; the final stage is the construction of short-term and long-

term budgets. This is the translation of the enterprise’ plans and strategies into detailed 

estimation of profits, expenses, assets investment and cash requirements. Enterprises deal with 

how to create budgets and use them to monitor and control their operations. This whole process, 

include the inspection of business position, is demonstrated in Figure 2. At every stage of the 

planning process, it is entirely possible that business may have to change its business or strategic 

goals because some aspects of the plan can prove to be unworkable. They are displayed as 

feedback loops 
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Figure 2: Business planning process  

5.1.4. Establish effective financial management regulations 

In order to develop effective financial management regulations, SMEs should pay attention 

to the following points: financial management regulations must be based on the State regulations 

such as business law, accounting standards, tax laws related to enterprises, to ensure the financial 

management regulations strictly according to the State regulations; these regulations should fully 

reflect the contents of financial management such as regulations on cash management, inventory 

management, receivable management, fixed assets  management, capital mobilization and the 

use of capital, accounting information system; before introducing these regulations into 

enterprises, it is recommended that experts in enterprise financial management should be 

consulted to help them in line with the reality of enterprises; the financial management 

regulations should also be disclosed to internal and external stakeholders.  

5.1.5. Improve the credit conditions of commercial banks  

The majority of SMEs in Binh Duong Province lack financial records and collaterals 

required by commercial banks, thus affecting their access to finance. Therefore, the improvement 

in credit conditions will help those businesses access the finance more easily: 

- Collaterals improvement: SMEs should complete the legal documents on ownership and 

determine the value of the assets accordance with the real situations in order to secure the collateral. 

- Financial records improvement: SMEs should improve accounting records and financial 

statement followed Vietnamese accounting standards. They should also perform periodic audits 

to ensure financial transparency. 

Environment analysis: challenges and opportunities 
Market: product position and prospects  
Competitiveness: traditional businesses, new businesses; new 
industry, traditional industry; profit 
Technology: change and develop 
The economy: growth, inflation, law 

Business analysis: strengths and weakness 
Product: products / services, price, promotion, place 
Cash flow / profit: its sources and uses   
Human resource: management and main skills 
Equipment: age and usage 

Personal 
objectives 

Business 
objectives 

Strategies and 
goals 

Operation needs: 
Products or 
services  
Human resources  
Finance resources  

Operating 
budgets 

Feedback loops  
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5.2. Recommendations and suggested policies for relevant organizations  

The Government and Binh Duong People’s Committee should also have specific policies 

and programs to support SMEs in Binh Duong Province to access timely funding sources with 

reasonable interest expenses, as well as regularly support training on management, business plan, 

financial literacy for the owners of SMEs, contributing to the financial management 

improvement of SMEs in Binh Duong Province.  

The commercial banks in Binh Duong Province should provide adjusted loans that are 

flexible and easy to understand in order to help SMEs have timely capital for their business 

operations at reasonable costs.  

The Financial Services and Development companies and SME Associations should 

strengthen SME supports in consulting and training on financial literacy and management skills 

and access the capital sources with reasonable costs.  
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Abstract: Destination images influence a tourist's travel decision-making, cognition and 

behaviour at a destination as well as satisfaction levels and recollection of the experience. 

Marketers are interested in the concept of tourist destination image mainly because it relates to 

decision-making and sales of tourist products and services. Based on the analysis of the real 

situation of the development of tourism in Mang Den - Kon Tum in recent years, which identified 

the limiting factor in attracting tourists. Through research results, The authors propose solutions 

to promoting tourism development through to create attractive image for tourists. 

Keywords: destination images; eco-tourism, tourist.  

 

1. Introduction 

Kontum Province is located at altitude 1000m above sea level. The land is cool all year 

round, with an average temperature of 200C. Besides, this land also has many beautiful natural 

scenery: waterfalls, streams and primary forests. 

Mang Den is one of the attractive eco-tourism destinations in Kontum Province. Mang Den  

has a great climate, wild scenery, and it makes wonderful feeling to get there.Mang Den has 

many natural tourism products and human tourism products. 

However, the tourism of Mang Den - Kon Tum has not developed adequately with tourism 

potential. Recognizing that, the authors decided to implement the research to find out a number 

of solutions focused on factors such as facilities, people, nature, culture and society.This helps to 

improve the quality and diversify the products to create attractive, attracting more and more 

domestic and foreign tourists. 

2. Theoretical Framework 

2.1. Tourism destinations 

Destination is the place where the aggregate of tourism products and services are 

consumed under the brand name of the destination (Buhalis, 2000). 
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Tourism destinations are places where there are attractive elements, complementary 

elements and products that combine these elements to meet the needs and desires of visitors 

(Nguyen Van Đang, 2010). 

Tourism destination is a destination that we can perceive by geographic boundaries, 

political boundaries, or economic boundaries, with attractive tourism resources. attract and meet 

the needs of tourists (Nguyen Van Manh, 2009). 

2.2. Destination image 

Image is a construct that is widely applied in marketing and behavioral sciences to 

represent people's perceptions of products, objects, behaviors and events driven by beliefs, 

feelings, and impressions (Baloglu & Brinberg,1997; Crompton,1979). 

The two main approaches are the ones developed by Echtner and Ritchie (1991) and 

Gartner (1993), with the latter being more popular among tourism scholars (Zhang et al., 2014). 

Gartner's (1993) approach postulates that destination image consist of cognitive, affective and 

conative components. 

Assaker (2014) provided  most researchers agree that the image of a destination is a set of 

impressions, ideas, expectations and emotional thoughts an individual has of a specific place. 

Hallmann, Zehrer, & Müller (2014) provided the affective component refers to the emotional 

responses or appraisals of the individual, reflecting the tourist's feelings towards the destination. 

Destination image (DI) has been one of the major areas in tourism scholarly inquiry for 

more than four decades (Svetlana and Juline, 2010). DI is defined as the totality of beliefs, 

impressions, opinions and expectations a tourist has about a destination (Crompton, 1979). DI is 

a totality of impressions, beliefs, ideals, expectations and feelings accumulated towards a place 

over time (Kim and Richardson, 2003).  

Beerli and Martin (2004) have developed a system of nine components that make up DI: 

(1) destination attraction; (2) recreation and entertainment; (3) natural environment; (4) overall 

infrastructure; (5) Culture, history and art; (6) social environment; (7) tourism infrastructure; (8) 

Political and economic factors; and (9) the destination's atmosphere. 

3. Data and Research Methodology  

3.1. Research Methods 

The study combines both quantitative and qualitative research methods 

The in-depth interview technique was used to adjust the scale and the observation variables 

to complete the questionnaire for the qualitative research. 

Quantitative methods with questionnaire interviewing techniques. Data collected through 

questionnaires were processed using SPSS software with statistical descriptive tools, Cronbach's 

alpha coefficients, analysis EFA discovery factor, multivariate regression. EFA discovery factor, 

multivariate regression. 
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3.2. Data collection 

The survey was conducted by direct interview method. 168 tourists responded. 

All items were measured on a 5 point semantic differential scale, ranging between“1: 

extremely unlikely” and 5: extremely likely”. 

Through survey results, characteristics of tourist behavior of tourists are shown:  

3.2.1. Search for travel information about Mang Den 

Newspapers, travel magazines, television, internet with 42.8%. 

Friends, relatives introduced with 48.6%. 

Once visited the Mang Den tourism with 5.2% 

Travel fairs and travel companies with 3.4%. 

3.2.2. Sharing about the tourist experience of visitors 

Introduce to relatives 55.3% of visitors. 

Share on the internet 21.7% of visitors. 

Organize for relatives, friends return to the destination that 23% of visitors. 

3.2.3. The reasons for tourism in Mang Den 

Some main reasons attract the tourists to Mang Den 

Travel for Eco-tourism. relaxing 36.8% of visitors. 

Enjoy special food 26.7% of visitors. 

Research about the ethnic groups in High land 17.7% of visitors. 

Research. study. team activities 9.7% of visitors. 

Pilgrimage to Mother of Mang Den 9.1% of visitors. 

3.2.4. Tourism form 

Travel with friend or family is the most of 68.5% visitors. 

Travel with group, team organizing of 19.6% visitors. 

Travel with the tour of travel agency of 11.9% visitors. 

4. Results  

4.1. Cronbach’s alpha 

Cronbach’s alpha is used to exclude unappropriate. The standard scale is accepted when 

the alpha reliable factor from 0.6 over and the observe variable has the variable correlation factor 

–total (item-total correlation) over 0.3. 
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Observe variable has low reliability ( variable correlation factor- total under 0.3) should be 

excluded out of research including: visit Khanh Lam pagoda (VHXH4 – variable 0.272), local 

price (VHXH5 – variable 0.263). That is easy to explain , when these factors has meaning in 

evaluating the attraction of big destinations as the province or area, but it is not meaning with 

some destinations as Mang Den.  

Result Cronbach’s alpha is showed in the table 1. 

Table 1: Result of Cronbach’s alpha  

Observe variable Variable correlation factor – total Factor Cronbach’s alpha if exclude variable 

Accessibility (KNTC): Cronbach’s alpha = 0,708 

KNTC1 0.579 0.591 

KNTC2 0.485 0.651 

KNTC3 0.534 0.621 

KNTC4 0.386 0.710 

Natural condition (ĐKTN): Cronbach’s alpha = 0.806 

ĐKTN1 0.587 0.770 

ĐKTN2 0.576 0.773 

ĐKTN3 0.698 0.739 

ĐKTN4 0.710 0.733 

ĐKTN5 0.421 0.821 

Culture-Society (VHXH): Cronbach’s alpha = 0.677 

VHXH1 0.572 0.477 

VHXH2 0.606 0.443 

VHXH3 0.330 0.810 

Material facilities (CSVC): Cronbach’s alpha = 0.728 

CSVC1 0.306 0.743 

CSVC2 0.605 0.633 

CSVC3 0.559 0.652 

CSVC4 0.523 0.667 

CSVC5 0.449 0.696 

Human (CONG): Cronbach’s alpha = 0.848 

CONG1 0.663 0.820 

CONG2 0.799 0.758 

CONG3 0.758 0.776 

CONG4 0.541 0.863 

Infrastructure (CSHT): Cronbach’s alpha = 0.864 

CSHT1 0.593 0.859 

CSHT2 0.674 0.839 

CSHT3 0.759 0.817 

CSHT4 0.721 0.827 

CSHT5 0.685 0.836 
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Observe variable Variable correlation factor – total Factor Cronbach’s alpha if exclude variable 

Complementary service (DVBT): Cronbach’s alpha = 0.767 

DVBT1 0.513 0.733 

DVBT2 0.603 0.703 

DVBT3 0.492 0.741 

DVBT4 0.642 0.687 

DVBT5 0.450 0.757 

Source: Analysis by the authors 

Cronbach’s alpha of all the scales is fulfilled (over 0.6) and variable correlation factor – 

total is fulfilled and the reliability (over 0.3). So that, all of the observe is carried out to  

analyse EFA. 

4.2. Result of analyzing the discovery factor EFA 

Table 2 shows the result of the last EFA. 

From the result of the table 2, 06 factors infer: 

Factor 1 include the observe variable named “Natural condition”. 

Factor 2 include the observe variable named “Human”. 

Factor 3 include the observe variable named“Material facilities”. 

Factor 4 include the observe variable named“Accessibility”. 

Factor 5 include the observe variable named“Culture- Society”. 

Factor 6 include the observe variable named“Complementary service”. 

Table 2: Result analyzing the discovery factor EFA the factors  

Factor Observe variable Variable load factor 

1 ĐKTN3 0.839 

ĐKTN4 0.762 

ĐKTN2 0.733 

ĐKTN1 0.590 

2 CONG3 0.824 

CONG2 0.821 

CONG1 0.731 

CSHT4 0.544 

3 CSVC3 0.827 

CSVC2 0.720 

CSVC4 0.707 

CSVC5 0.602 
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Factor Observe variable Variable load factor 

4 KNTC1 0.779 

KNTC3 0.719 

KNTC2 0.649 

KNTC4 0.606 

5 VHXH1 0.860 

VHXH2 0.842 

DVBT2 0.605 

6 DVBT5 0.843 

DVBT4 0.764 

Source: Analysis by the authors 

4.3. Result of multivariate regression analysis 

As a result of multiple regression, we obtain the regression equation: 

Destnation Image = 0.181 + 0.399*CONG + 0.337*DVBT + 0.165*VHXH + 

0.139*KNTC + 0.116*CSVC + 0.104*ĐKTN. 

In particular, coding variables as follows: CSHT is the Infrastructure, DKTN is the Natural 

conditions, CONG is the Human, CSVC is the Material facilities, VHXH is the Culture - Social, 

KNTC is the Accessibility and DVBT is theComplementary services 

Results R2 adjusted 77.5%, which means that the components in the study was 77.5% 

explained the image of the Mang Den eco-tourism. 

From regression equation suggests, the image of the Mang Den eco-tourism is affected by 

06 components. Among them, the most powerful element is the "human" (0.399). Next 

components other impactful as "Complementary services" (0.337), "culture - society" (0.165), 

"accessibility" (0.139). The weak impact component is the "natural conditions" (0.104), 

"Material facilities" (0.116). 

4.4. Reviews the interest of visitors  

Table 3: Reviews the interest of visitors  

Ordinal number Properties of components Mean 

I Natural condition 4.122 

1 Weather, Climate 4.100 

2 Primitive forest and pine forest 3.980 

3 Lake and waterfall system 4.100 

4 Fresh air, clean 4.320 

II Human 4.030 

5 Professional service personnel 3.870 

6 Staff are attentive, thoughtful, enthusiastic 4.120 

7 
Management staff actively support for travelers and travel 
companies 

3.940 

8 Security system 4.190 
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Ordinal number Properties of components Mean 

III Accessibility 3.546 

9 Information, easily accessible location 3.450 

10 Advantages connected with the route of the Central Highlands 3.450 

11 Diversified transportation 3.760 

12 Recognizable and impressive brand 3.530 

IV Material facility 3.443 

13 Resort services (spa, artificial lake, ...) 3.740 

14 Theme park 3.300 

15 Shopping stores 3.400 

16 Parking 3.300 

V Culture - Social 3.728 

17 Factor ethnography and local culture 3.570 

18 Enjoy culinary specialties 3.760 

19 
Cultural exchanges with ethnic people (gongs, dancing, camp fire, 
etc.) 

3.860 

VI Complementary service 3.726 

20 Enjoy four seasons garden 3.810 

21 Themed photography services 3.640 

Source: Analysis by the authors 

From the results of Table 3, shows that although tourists are different reviews, but 

allproperties of components have contributed significantly to the attraction of the Mang Den eco-

tourism. The components are the most interested visitors the natural conditions (4.122) and 

human (4,030). The cultural - social component (3,728) and complementary services (3,726) 

with the level of interest equivalent. 

In the interest of the visitors to the natural conditions Mang Den, the air clean and fresh is 

most interested in (4.320), followed by weather, climate and the system of lakes and waterfalls 

(4,100).  

In the human component, the tourists also a lot of interest to the security conditions (4.190) 

and attitude of service personnel (4.120). 

In addition, some properties also received much interest from visitors such as system of 

primitive forest and pine forest (3.980), support from management staff (3.940), interact with 

ethnic ethnic (3.860), enjoy the garden four seasons (3.810) 

4.5. General assessment of the visitors about the image of the sight-seeing Mang Den 

eco-tourism 

The attractions that visitors appreciate for their attraction to the Mang Den is a system of 

lakes and waterfalls (69.1%), the Mang Den Bell Tower (60.2%), the Bless Mother Statue ( 

56.6%). Thanh Nien flower garden was rated lowest when only 26.2% visitors rated 4 points or 

more. This shows that Thanh Nien flower garden needs to improve more to increase the 

attraction of the resort. 
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Table 4: Rating of attraction of the sights in the ecological tourism Mang Den 

Ordinal Number Sights Rating of over 4 points (%) 

1 Lakes and waterfalls 69.1 

2 Thanh Nien flower garden 26.2 

3 Bless Mother Statue 56.6 

4 Khanh Lam Pagoda 55.4 

5 Mang Den Bell Tower 60.2 

6 Mang Den Victory Monument 43.4 

Source: Analysis by the authors 

4.6. Evaluate  

From the research results, the attraction of the destination depends on a very important 

component, which is human. Travel products are invisible and what brings value to tourism 

products is the ability to serve people. If a resort lacks professional staff and does not have the 

cooperation of local communities, it will be very difficult to build and develop, reducing the 

attractiveness of tourist attractions in the eyes of visitors. . 

Therefore, the human component of tourism including staff and local communities needs 

to be complemented as an independent and important component in the research and 

development planning for any destinations. 

The research was done in a relatively short time and there were difficulties in terms of 

conditions so the inevitable constraints: 

First, the research is limited to the general level, lacking in particular specificity for the 

components. 

Secondly, the sample is modest and relatively small within the range of domestic visitors. 

In order to overcome the constraints, repeated studies of this study, the method of sampling 

(probability or stratification) should be improved; Organized qualitative research with small 

groups; expanding research with international visitors; Use software other than SPSS. 

5. Conclusions 

5.1. The conclusion from research results 

Study propose theoretical models of components affecting the image of the Mang Den 

ecotourism consists of 07 components: natural conditions, human, infrastructure, culture – social, 

accessibility, material facility, complementary services. 

Images Destination = 0.181 + 0.399*CONG + 0.337*DVBT + 0.165*VHXH + 

0.139*KNTC + 0.116*CSVC + 0.104*ĐKTN. 

5.2. Policy Implication 

5.2.1. Products 

The policy of building and developing the Mang Den tourism brand focuses on brand 

image and brand identity of Mang Den.  
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New product development policies need to focus on visitor needs research to build new, 

unique and attractive tours that are associated with the characteristics of the Mang Den such as 

the lake system and the waterfall. ethnographic elements.  

Conducting market research and positioning Mang Den tourism products are typical, 

avoiding confusion with other destination. 

5.2.2. Prices 

Price policy is appropriate for each customer segment, commensurate with the value that 

visitors receive.  

Price management should be strictly, avoided in the high season of tourism. Carry out 

public listing of prices, transparency.  

To handle cases of arbitrarily raising the prices of tourist establishments within the 

management scope of Mang Den tourist sites. 

5.2.3. Places 

Construction of the main website is unique, easy access, full of information, beautiful, 

lively. 

Developing online and mobile applications allows travelers to book tours online with easy. 

Cooperate with other travel agencies. 

5.2.4. Promotions 

Developing community-oriented PR policy and promoting the characteristics of the 

tourism product of Mang Den to create the attractiveness, different and friendly in the eyes of 

tourists. Support for building the Mang Den tourism brand. 

Make promotional clips and videos on Mang Den tourism from the experience of visitors. 

Build a clear, understandable and impressive advertising message. 

Take advantage of internet communication tools such as facebook, twister, google +, 

youtube, ... in promoting Black Mango. 

Developing customer care policy regularly, ensuring the relationship and building friendly 

Mang Den image. 

Participating in tourism promotion activities such as exhibitions, fairs, festivals, ... of the 

province, region and country.  

To coordinate with the provinces in the Central Highlands to build distinctive tourist routes 

so as not to overlap between tourism. 

5.2.5. Human Resource 

Focus on recruiting, training management staff and professional service personnel. To 

build the culture of Mang Den in service for the staff of the destination. 
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Develop tourism awareness and development support for ethnic minority communities in 

Mang Den. 

5.2.6. Infracstructure, Material facility 

To invest in building a system of accommodation and dining facilities including a standard 

hotel system of 3 to 4 stars, making full use of the development and renovation of tourist villas 

of Mang Den.  

Focusing on development of resort services, homestay and recreation, associated with 

lakes and waterfalls, create souvenirs bearing the identity of Mang Den.  

To invest in building theme parks such as water parks, children's parks, Mang Den national 

parks and ASEAN parks.  

To build Thanh Nien Cooperative into a four-season flowering village for visitors to 

contemplate and experiment the research community.  

Develop a sense of environmental sanitation for the tourism. 

5.2.7. Development sustainable tourism 

Measures for preservation of natural landscapes and ecological systems; protect the 

environment and preserve the wildlife of the Mang Den. 

Measures to preserve the Central Highlands ethnic culture, avoid the "commercialization".  

Measures to preserve historical values (Mang Den Victory Monument) and spiritual values 

(Mother of Mang Den). 

5.2.8. Mobilize resources for development assistance 

Policy on mobilizing investment capital from outside. 

Take advantage of supportive policies from the government and local governments 
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Abstract: The goal of the present study is to examine the effects of educational tourism 

and other variables on economic growth using a balanced panel dataset of 61 countries. In an 

effort to investigate the non-monotonic relationships, we employ the threshold regression model 

with three different threshold variables (i.e. educational tourism, research, and ICT) to estimate 

the non-monotonic effects on economic growth. Our findings suggest that educational tourism 

has a significant positive impact on economic growth, but the effect is non-monotonic and 

contingent on the level of educational tourism, research, and ICT development. Therefore, 

policymakers should monitor these contingent factors in order to effectively stimulate economic 

growth through the expansion of educational tourism segment.     

Keywords: economic growth; educational tourism; ICT; panel data; threshold regression 

 

1. Introduction 

A substantial amount of empirical literature has examined the prominence of the tourism 

sector in rejuvenating economic growth using a variety of dataset and advanced approaches 

including econometric, input-output (IO), computable general equilibrium (CGE), as well as the 

structural equation modelling (SEM) methods. Tang and Tan (2018), Tang, Cheam and Ong 

(2017), Tang and Abosedra (2016), Cárdenas-García, Sánchez-Rivero and Pulido-Fernández 

(2015), Aslan (2014), Dritsakis (2012), Brau, Liberato and Pigliaru (2011), Adamau and Clerides 

(2010), Brau, Lanza and Pigliaru (2007), Gökovali and Bahar (2006), and Gunduz and Hatemi-J 

(2005) are some of the excellence examples studies focused on this topic. In general, almost all 

the past empirical studies confidently concluded that a well-developed tourism sector is likely to 

have a significant positive effect on economic growth regardless of the stage of economic 

development.1 The tourism sector is thus acknowledged as the catalyst of economic growth 

                                                 
1 Based upon our reading, there are also findings of some earlier literature that are not favour to the 

conventional wisdom of tourism can effectiveness flourishing economic growth. Kumar and Kumar (2012), Lee 

(2012), Tang (2011), Singh et al. (2010), Katircioğlu (2009), and Oh (2005) are among the sample studies that not 

likely to support the tourism-led growth hypothesis.  



2044 

through its positive impact on foreign exchange revenue, government tax revenue, jobs 

opportunity, investment in tourism-related infrastructure including accommodation, an extension 

of access road and transportation to tourism areas, etc. Owing to the momentum of globalisation 

and internationalisation of higher education, travel to abroad is no longer limited for the purpose 

of leisure and funs, while it has been evolved and integrated with another vital economic sector 

such as education. This integration has successfully formed a sub-segment in tourism called 

educational tourism (Ritchie, 2006). In fact, Gibson (1998) has stressed that educational tourism 

is the future trend in tourism as statistics reveal that the number students studying aboard have 

mushroomed swiftly because educational tourism is not only mass the development of tourism 

sector, it also gives the best education for students around the globe. Based upon the statistics 

provided by the Organisation for Economic Co-operation and Development (OECD, 2017), we 

find that the trend of global student mobility is increasing over decades with approximately 6 per 

cent annual growth rate from 1.7 million students in 1995 to 3 million students in 2005 and the 

figure jumped to 4.6 million students in 2015. Considering the promising trends of global student 

mobility, OECD projected 8 million students will pursue tertiary education in abroad by 2025 

(Karzunina et al., 2017). The growing size of international students may shed light on the 

potential opportunity for higher education institutions and the tourism-related sectors to generate 

additional income for the destination economy. Hence, export of education is thus considered as 

a lucrative component in generating national income. In an effort to attract an additional number 

of international students, Gopal (2014) documented that number of countries including Canada, 

the United States and the United Kingdom revised their immigration policies to be more flexible 

such as allowing international students to work and the opportunity to obtain permanent residents 

status apart from earning a quality education. 

Despite the market size of educational tourism is expanding, the arrivals of educational 

tourists (international students) remain small and it is less than 0.5 per cent of the overall tourist 

arrivals.2 Given the low number of arrivals, it may be unrealistic or too optimistic to treat 

educational tourism as the magic wand that would significantly create growth for the recipients’ 

country.3 Consequently, the postulation of “more educational tourists, more economic growth” 

seems to be a challenging question for academicians, policymakers, and the tourism-related 

stakeholders elsewhere to answer. With reference to our literature review, there are ample of 

research on the tourism-growth nexus, but a specific research on the effect of educational 

tourism on economic growth is very scanty and controversial. Matahir and Tang (2017a, 2017b), 

López, Fernández and Incera (2016), and Martínez-Roget, Pawlowska, and Rodrígeuz (2013) are 

the studies that focused on the economic impact of educational tourism. By and large, Matahir 

                                                 
2 According to our calculation based upon the data from extracted from United Nation Wold Tourism 

Organisation (UNWTO, 2017) and OECD (2017), the ratio of international students to international tourist arrivals 

in 1995, 2000, 2005, 2010 and 2015 are 0.32 per cent, 0.31 per cent, 0.37 per cent, 0.43 per cent, and 0.38 per cent 

respectively.  
3 Educational tourism may be a channel used to supply illegal and sex workers (Pell et al., 2006; Fairfax 

Media Australia, 2005). Participation of international students in sex industry may accidently transmit the infectious 

diseases to the community in the host country. Eventually, this may reduce labour productivity and economic 

performance in general due to illness.   



2045 

and Tang (2017a, 2017b) both found that economic growth in Malaysia can be explained by the 

change in educational tourism, whereas using the IO approach, López, Fernandez and Incera 

(2016) discovered that educational tourism is less likely to provide a significant impact on 

economic growth in Galicia. On the contrary, the findings of Martínez-Roget, Pawlowska, and 

Rodrígeuz (2013) revealed that educational tourism has a greater impact on growth than the 

conventional tourists in Galicia. Considering the small market size of educational tourism and 

the controversial findings, it is essential to ascertain the actual contribution of educational 

tourism on economic growth in an effort to provide a more proper and promising guidance for 

policymakers to craft effective growth policies, especially through the channel of educational 

tourism. In contrast to the earlier studies that merely focused single time series or cross-section 

dataset, the present study enriches the sample size for estimation by compiling a panel dataset of 

61 countries from the period of 2011 to 2015. According to Kennedy (2016) and Hsiao (2007, 

1985), application of panel data can help to improve efficiency in estimation and control the 

impact of omitted variables because panel data comprise a large number of data point and 

minimised the multicollinearity and heterogeneity problems. Therefore, panel data provides 

more accurate estimation results in relation to cross-section or time series data. Zou and Huang 

(2018), Wang (2012), and Po and Huang (2008) narrated that tourism expansion does not always 

uplift economic growth, thus the effect on growth is not necessarily monotonic (linear). 

Likewise, Mihalić (2013) pointed out that the impacts of tourism are complex, non-linear and 

may also contingent on many other factors.4 Therefore, we augment our study to examine the 

threshold effects of educational tourism on economic growth using the panel threshold 

regression method introduced by Hansen (1999). More specifically, whether the effects of 

educational tourism on growth are contingent on the threshold of research and information 

technology are examined because they may influence the link between educational tourism and 

economic growth (see Matahir and Tang, 2018; Kumar, 2014; Kumar and Kumar, 2012). For the 

sake of brevity, this study contributes to the body of knowledge by examining the threshold and 

contingency effects of educational tourism on economic growth using panel data. To the best of 

our knowledge, this is a seminal research work to understand the threshold and contingency 

effects of educational tourism on economic growth. In light of this, the findings of this study 

may not only enriching knowledge in the fields but it also has significant implications for the 

education system and tourism policymaking.   

The balance of this paper is organised as follows. Section 2 will present the theoretical 

model and also the methodology as well as data used in the present study. The empirical findings 

will be discussed in Section 3. Finally, Section 4 will present the conclusion and policy 

recommendations derived from the findings of this study.   

                                                 
4 Mihalić (2013) justified the non-monotonic (non-linear) tourism-growth relationship by mentioning that in 

the first stage of development, the effect of tourism on growth tend to be insignificant mainly attributed to the 

constraint of tourism-related infrastructures to support the arrivals of international tourists. However, in the 

following stage of development when the tourism-related infrastructures are well equipped, a larger number of 

international tourists will be attracted and increase tourism consumption, thus expansion of tourism sector tends to 

be significant in explaining economic growth. 
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2. Methodology 

2.1. Theoretical framework 

Follow the previous studies (e.g. Du, Lew and Ng, 2016; Tang and Tan, 2015; Kumar, 

2014; Kumar and Kumar, 2012; Proença and Soukiazis, 2008) on the tourism-growth nexus, we 

develop a macroeconomic growth model based upon the neoclassical Solow’s growth framework 

to analyse the effect of educational tourism (ETOUR), information and communication 

technology (ICT), research quality (RQ), exports (EX), financial development (FD) on economic 

growth. Based on the derivation, we obtain the following growth model: 

ln��� = ln�� + ��ln��� +
�

���
ln��� +

�

���
ln(� + � + �)��                                            (1)  

where ln denotes the natural logarithm, ��� is the real output, ��� is the real physical capital, 

(� + � + �)�� is the growth rate of population. ��� = [EX��,FD��,ETOUR��,RQ��,ICT��]
′, and 

Mankiw et al. (1992) narrated that ln�� = �� + ��� because �� is not merely reflecting 

technological advancement while it is also associated to resource endowment, institutions, etc. 

Thus, the growth model used for estimation can be re-written in Equation (2).   

lnGDP�� = �� + ��lnEX�� + ��lnFD�� + ��lnETOUR�� + ��lnRQ�� + ��lnICT��  

+ ��lnCAP�� + ��ln(� + � + �)�� + ���                                                                       (2)  

where ln is the notation for natural logarithm, GDP�� is the per capita real gross domestic 

product (GDP), EX�� is the per capita real exports, FD�� is the financial development, ETOUR�� is 

the educational tourism, RQ�� is the per capita research output, ICT�� is the information and 

communication technology (ICT), CAP�� is the per capita real capital stock, (� + � + �)�� is the 

rate of population growth, and ��� is the error-term accommodated to capture the unobserved 

components.  

2.2. Panel threshold regression analysis   

Using assertion in Hansen (1999), the threshold effect in our growth model can be 

examined by first estimating the model using ordinary least squares (OLS) estimator, then select 

the threshold value (�) with minimum the sum of squares residuals. The generic form threshold 

regression model is written below:   

lnGDP�� = �
�� + ��

���� + ��
�ℎ�� + ���,   ��� ≤ γ

�� + ��
���� + ��

�ℎ�� + ���,   ��� > �
�                                                                   (3)  

where ��� is the variable(s) that depends on the regime, ��� is the threshold variable use to 

split the estimate sample into regime, ℎ�� is a vector of control variables that independent from 

the regime, and ��� is the error-term assumed to be white noise. �� is the constant term, � is the 

estimate coefficients, and � is the threshold value. To confirm the presence of threshold effect, 

Hansen (1999) suggested to conduct a joint F-test on the null hypothesis of no threshold effect or 

linear (��:��
� − ��

� = 0) against the alternative hypothesis of threshold effect (��:��
� − ��

� ≠ 0). 
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If the null hypothesis is rejected, then we estimate the following threshold regression models (i.e. 

Model 2, Model 3 and Model 4) with regard to the aims of the present study.  

Model 2:  

lnGDP�� = �� + ��lnX�� + � �lnICT�� + � �lnRQ�� + ��lnETOUR���(lnETOUR�� ≤ ��)  

+ ��lnETOUR���(lnETOUR�� > ��)+ ���                                                                   (4)  

Model 3:  

lnGDP�� = �� + ��lnX�� + � �lnICT�� + � �lnRQ�� + ��lnETOUR���(lnRQ�� ≤ ��)   

+ ��lnETOUR���(lnRQ�� > ��)+ ���                                                                           (5)  

Model 4: 

lnGDP�� = �� + ��lnX�� + � �lnICT�� + ��lnETOUR���(lnCT�� ≤ ��)  

+ ��lnETOUR���(lnICT�� > ��)+ ��lnRQ���(lnCT�� ≤ ��)  

��lnRQ���(lnICT�� > ��)+ ���                                                                                   (6)  

where lnX�� = [lnCAP��,lnEX��,lnFD��,ln(� + � + �)��]
′. Model 2 allows us to examine 

the effect of educational tourism on economic growth contingent on its own threshold level. 

Model 3 allows us to investigate the effect of educational tourism on economic growth with 

respect to a threshold level of research. Finally, since educational tourism and research output 

are expected to depend on ICT development, Model 3 is proposed to examine the effects of 

educational tourism and research on economic growth contingent to a threshold level of ICT.  

2.3. Sources of data  

This study used the balanced annual panel data from 2011 to 2015 over 61 countries 

based upon data availability. The data of the present study are collected from the World 

Development Indicators (WDI) of the World Bank and the UNESCO Institute for Statistics. 

The GDP deflator (2010 = 100) is used to convert monetary variables into the real term. More 

specifically, per capita real GDP in USD, per capita real exports in USD, population growth 

rate, ratio of private sector credit to GDP (measure financial development)5, per capita real 

gross fixed capital formation in USD (to compute capital stock), fixed telephone line per 100 

populations (measure ICT development), scientific and technical articles published in ISI Web 

of Sciences per 100 foreign students (to measure the quality of research output) are collected 

from WDI. Besides, follow Matahir and Tang (2017a, 2017b), the number of international 

students is used to represent educational tourism and the data are obtained from the UNESCO 

Institute for Statistics.  

 

                                                 
5 It cannot be denied that various measures have been employed to measure financial development. 

Motivated by Levine et al. (2000), the ratio of private sector credit to GDP is used in the present study because it is 

well reflecting the ability and efficiency of financial institutions in providing credit facilities to private sector.    
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3. Empirical Results 

The purpose of the present research is to investigate empirically the threshold and 

contingency effects of educational tourism on economic growth using a balanced panel 

threshold regression approach introduced by Hansen (1999). In the previous section, we have 

discussed the specification of growth model or theoretical framework and the methodologies 

used to achieve the goal of this study. In this section, we attempt to present and discuss the 

estimation results of the present study. Despite Hansen’s (1999) panel threshold regression 

approach is merely available for the fixed effect model, it is best to check the suitability of 

using fixed effect model in the present study based on a set of specification tests, namely 

Chow’s F-test for poolability, Breusch and Pagan (1980) Lagrange Multiplier (LM) test, and 

Hausman (1978) specification test. 

Table 1: Results of the specification and diagnostic tests 

Panel I: Specification tests Statistics p-values 

Poolability test 69.99*** 0.000 

Breusch-Pagan LM test 444.42*** 0.000 

Hausman test 134.19*** 0.000 

Panel II: Diagnostic tests Statistics p-values 

Mean VIF 5.29  

�������
�  8.324*** 0.005 

�� �����
�  18652.39*** 0.000 

Note: *** denotes significance at the 1 per cent level.  

The results of the above-mentioned specification tests are given in Table 1. Based on the 

results, we find that the statistics of both poolability F-test and the Breusch-Pagan LM test reject 

the null hypothesis of the pooled regression model is preferable at the 1 per cent significant level. 

Apart from that, we also find that the Hausman test is highly significant, implying that the 

random effect model is not preferable. In other words, the results suggest that the panel dataset 

used in the present study is best to be estimated by the fixed effect model rather than the 

alternative approach. In an effort to ensure the estimate results of the present study are reliable 

for statistical inference, we proceed to attest that the model is absent from the multicollinearity, 

serial correlation, and heteroskedasticity problems. Based on the results presented in Table 1, we 

find that the mean value of the variance inflation factor (VIF) is 5.29 which is less than 10, 

indicating that there is no severe collinearity problem.6 Nonetheless, the statistics of 

                                                 
6 Since correlation between economic variables is a must, one should only to check the severity of 

collinearity problem. Given this, Gujarati and Porter (2009) suggested a rule-of-thumb where as long as the VIF 

value does not exceed 10, then collinearity is less likely a serious problem that can jeopardise the estimation results, 

especially the part of inferential statistics.  
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Wooldridge’s test for serial correlation and the modified Wald test for group-wise 

heteroskedasticity are both consistently reject the null hypothesis of no first order of serial 

correlation and homogenous error-variance at the 1 per cent significant level. Given the 

diagnostic results, the estimate residuals are serially correlated and heterogeneous. With regard 

to these findings, the robust standard-errors procedure is applied to the chosen fixed effect 

models in order to moderate the serial correlation and heteroskedasticity problems.  

Table 2: Results of the threshold effect test 

Regime-dependent variables lnETOUR��  lnETOUR��  lnETOUR��, lnRD�� 

Threshold variables lnETOUR��  lnRQ��  lnICT��  

      

Threshold effect F-test 19.61**  41.67***  93.38*** 

      

Bootstrapped critical values:      

10 per cent 16.8446  22.5775  24.6031 

5 per cent 18.7343  27.8259  27.6518 

1 per cent 23.8763  36.9129  36.3999 

Note: ***, ** and * denote rejection at the 1, 5 and 10 per cent significance levels, 

respectively. The bootstrapped critical values are computed based on 300 replications.  

Before we proceed further to estimate the threshold regression model, it is necessary to 

examine for the presence of threshold effect through the threshold effect F-test proposed by 

Hansen (1999). In addition, the bootstrapped critical values are also computed to enhance 

robustness. In this study, we set three different threshold variables in our analysis, namely 

lnETOUR��, lnRQ�� and lnICT��. As the results shown in Table 2, we find that the computed F-

statistics are greater than the 5 per cent bootstrapped critical values in all the three models. 

Therefore, the null hypothesis of no threshold is rejected and the threshold regression model 

should be employed in the present study. 

After confirming educational tourism, quality of research, and ICT are the significance 

threshold factors, the next stage of this study is to investigate the role of these threshold factors 

on the effect of educational tourism on economic growth. Table 3 report the estimate results of 

panel threshold regression models. Generally, we find that the control variables of capital 

(lnCAP��), exports (lnEX��), financial development (lnFD��), and population growth (ln(� +

� + �)��) are statistically significant at the 10 per cent level or better in most of the specified 

models. Additionally, we find that the signs of the estimated coefficients for the control variables 

are also corroborated with economic theory. More specifically, the results of Model 1 (which is 

the baseline linear model) indicates that lnICT�� and lnRQ�� are both have a significant positive 

effect on economic growth. However, our results show that the effect of educational tourism on 

economic growth is found to be insignificant in Model 1. The preliminary findings seem to 

suggest that educational tourism cannot be the engine of economic growth which is contradicted 

with the findings of Matahir and Tang (2017a, 2017b).  
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On the contrary, the results of threshold regression models (i.e. Model 2, Model 3 and 

Model 4) seem to shed some lights on the importance of educational tourism in invigorating 

economic growth but the effects on growth are contingent on the threshold of educational 

tourism, quality of research, and the development of ICT. Based on the results represented in 

Model 2, we find that educational tourism does not significantly affect economic growth before 

reaching its threshold level. However, above its threshold level, educational tourism starts to 

affect economic growth with the impact of approximately 0.07 per cent for every one per cent 

increases in educational tourism. For the sake of brevity, educational tourism does not affect 

economic growth at the lower threshold because the number of educational tourist arrivals are 

insufficient to provide a significant contribution to economic growth, whereas when the size of 

educational tourists become larger which is after the upper threshold, then its effects on 

economic growth become significant and positive.7  

Next, we extend the study to analyse the effect of educational tourism on economic 

growth contingent on the threshold of research output. With reference to this, our estimation 

results in Model 3 show that increase in research output can affect the contribution of 

educational tourism on economic growth but this can be materialised merely after the output of 

research is above its threshold level. More specifically, when research output is above its 

threshold level, educational tourism is found to affect economic growth by nearly 0.08 per cent 

for every one per cent increase in educational tourism. Apart from that, our empirical results in 

Model 4 also suggest that the effects of both educational tourism and research on economic 

growth are depending on the development of ICT. At the earlier stage of ICT development 

which is below its threshold value of 4.218, economic growth is significant and positively 

reacted only to research but not to educational tourism. Nevertheless, when ICT is above its 

threshold level, the effects of both research quality and educational tourism are positive and 

significant on economic growth. In terms of magnitude, when ICT fall below its threshold 

level, we find that a 1 per cent increases in research quality, on average, economic growth will 

increase by approximately 0.27 per cent, but the effect is moderated to merely 0.07 per cent 

after the ICT threshold level. Furthermore, our results demonstrate that economic growth is 

likely to increase by about 0.06 per cent for every one per cent increase in educational tourism, 

in particular above the threshold of ICT. In summary, these findings suggest that educational 

tourism is an important locomotive to economic growth especially when the number of 

educational tourists can be seriously enlarged. In addition, quality of research and ICT are two 

vital enablers or accelerating factors that effectively gear up or materialise the impact of 

educational tourism on economic growth.  

  

                                                 
7 This is an explanation raised in Tang and Tan (2013) where the size of international tourist arrivals must 

be large enough in order provide significant economic impact.  
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Table 3: Results of fixed effect panel threshold regressions 

 
Model 1 Model 2 Model 3 Model 4 

Threshold variables – lnETOUR�� lnRQ�� lnICT��  

     

Constant 1.856*** 

(0.000) 

1.678*** 

(0.000) 

1.426*** 

(0.000) 

1.618*** 

(0.000) 

lnCAP�� 0.423*** 

(0.000) 

0.418*** 

(0.000) 

0.445*** 

(0.000) 

0.416*** 

(0.000) 

lnEX�� 0.405*** 

(0.000) 

0.417*** 

(0.000) 

0.411*** 

(0.000) 

0.415*** 

(0.000) 

lnFD�� 0.061* 

(0.084) 

0.072** 

(0.041) 

0.060* 

(0.065) 

0.069* 

(0.053) 

ln(� + � + �)�� –0.048 

(0.103) 

–0.055* 

(0.061) 

–0.046 

(0.109) 

–0.065* 

(0.061) 

lnICT��  0.081* 

(0.068) 

0.067* 

(0.097) 

0.074* 

(0.072) 

0.072 

(0.083) 

lnRQ�� 0.072*** 

(0.002) 

0.070*** 

(0.002) 

0.128*** 

(0.000) 

– 

�� ≤ 4.916%  – – – 0.674*** 

(0.000) 

�� > 4.916%  – – – 0.068*** 

(0.004) 

lnETOUR�� 0.036 

(0.181) 

– – – 

�� ≤ 0.044%  – 0.041 

(0.224) 

– – 

�� > 0.044%  – 0.066** 

(0.022) 

– – 

     

�� ≤ 8.314%  – – 0.035 

(0.411) 

– 

�� > 8.314%  – – 0.082** 

(0.024) 

– 

     

�� ≤ 4.916%  – – – 0.162*** 

(0.000) 

�� > 4.916%  – – – 0.056* 

(0.053) 

R� 0.897 0.903 0.910 0.921 

F-statistics 99.38*** 86.47*** 159.94*** 96.76*** 

� × � 305 305 305 305 

Note: ***, **, * denote significant at the 1, 5 and 10 per cent levels, respectively. (.) 

indicates that p-values after taking the robust standard error procedure due to the presence of 

heteroskedasticity and serial correlation problems. This is the one-way fixed effect model as the 

deterministic trend is insignificant.   
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4. Conclusion and Policy Recommendations 

Unlike the earlier tourism-led growth studies, the present research attempts to advance 

knowledge in the field by assessing the threshold effect of educational tourism on economic 

growth using 5 years (2011-2015) balanced panel data over 61 countries in the world. In contrast 

to the findings of earlier studies (Matahir and Tang, 2017a, 2017b), this study finds that the 

effect of educational tourism on economic growth in the selected countries is non-monotonic. In 

addition, our empirical findings also demonstrate that its effect on growth is contingent on the 

volume of educational tourist arrivals, research, and the level of ICT development in the host 

countries. With reference to the computed statistics, we can surmise that educational tourism 

influence economic growth only when the size of educational tourist arrivals is greater than 

0.045 per cent of the population. Otherwise, the effect is likely to be insignificant. Therefore, 

tourism and education policies that can attract the arrivals of foreign students such as 

internationalisation of higher education, reduce the processing period and fees of student visa, 

etc. are the essential efforts to extract significant economic benefits from the segment of 

educational tourism. Besides, decision-makers such as the ministry of education and the 

stakeholders such as higher education institutions should encourage more research and 

publication related activities such as academic conferences and short-term academic programmes 

in order to strengthen research quality which eventually improves universities rankings and 

attract the enrolment of more international students. At the same time, the policymakers such as 

the ministry of communications should enlarge the coverage and speed of telecommunication 

related equipment including broadband and internet. With the advancement of information and 

communication technology, potential international students can easily access information before 

making a decision of where to visit.          
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Abstract: The increase in trade protection had a negative impact on Vietnam's trade in the 

past and is forecast to expand during the following decade. This research will not only focus on 

assessing the trend of trade protection at country-level and regional level but also analyze 

their impact on Vietnam’s trade, market and international integration at present and in the 

future. Moreover, this study provides some recommendations for the Vietnamese government to 

erode any adverse impact of this trend on Vietnam’s economy. 

Keywords: Trade protection, trade barrier. 

 

1. Introduction  

Since the global financial crisis in 2008, the world economy has experienced the increase 

in trade protection which seriously threaten the process of trade liberalization and economic 

integration. Some developed countries that had been at the forefront of trade liberalization, such 

as the United States and the EU, now become a threat to the stability of the multilateral trading 

system in particular and the global process. In details, the United States has withdrawn from the 

TPP and the United Kingdom of Great Britain and Northern Ireland after Brexit, etc. It 

would be possible to state that the world has never been set up barriers to free trade as much as it 

does today, which could trigger a new trade war and negatively affect the global economic 

growth. Due to this trend, Vietnam's economy which has made an effort in pursuing 

trade liberalization and economic integration with the world will encounter several challenges. 

Vietnam's deep integration to the world would lead to many challenges coinciding with 

increasing trade protections of trading partners. Hence, in order to take advantage of 

globalization, the Vietnamese government should pay attention and have solutions to avoid any 

adverse impact of trade protection. This study will shed additional light on trade protection in 

Vietnam by analyzing the trend of trade protectionism in the world, the negative impact on 

Vietnam and some recommendations for Vietnamese government regarding the strategic 

adjustment of economic integration. 
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2. Trade barrier and trends of trade protection in the world 

2.1. Trade barrier 

The term "trade barrier" or "trade protection" has been formally mentioned in the 

Agreement on Technical Barriers to Trade by World Trade Organization (WTO). However, in 

this Agreement, the concept of the barrier is not explicitly designated. In details, trade barrier 

could be considered as an agreement that "no country could be prevented from taking necessary 

actions to ensure goods quality, human health, the environment or to prevent illegal imported 

goods and services. However, these actions must be taken under the identical conditions between 

countries, or prevent any disguised restrictions on international trade,  or in other words, these 

actions must be followed provisions within this agreement”. 

There are several subjects of trade protection such as the service sector and the operation 

flow of resources or cross-border capital. Trade protection is also becoming more diversified and 

complex, with non-tariff trade barriers such as technical regulations, hygiene, and safety, 

environmental protection, rules on intellectual property, administrative measures, subsidies, 

origin, etc. The objectives of trade protection policies have also become more diverse, not only 

to protect the domestic industry but also political purposes or international economic relations 

(such as economic sanctions, embargoes, economic alliances, strategic partners, etc.). Thus, the 

concept of protectionist trade has become quite diverse, depending on the approach and 

analysis. However, trade protection always has two main characteristics: (i) discrimination 

against foreign economic activities; and (ii) trade barriers. 

2.2. The trend of trade protection in the world 

After the global financial crisis in 2008, there is a significant increase in trade protection, 

regardless of the level of national development, with a tendency to enhance in both frequency 

and scope. The Asia-Pacific region, which has been seen as a driving force in the development of 

the world economy over the last two decades, are subject to be victims of commercial protection. 

Indeed, China, Japan, Korea and Thailand could be considered as victims of trade protectionism, 

with the frequency of being implemented over 1050 times during the period since 2008. 

Vietnam, Indonesia, Australia and the Philippines, with the measure of protectionist 

implementation, ranged from 700 to 1049 times. Most of the trade protection implementations 

are followed by trade agreement at both the regional level and world level under the means of 

protecting the economy or trade. Thus, the impact of trade protection on the economy and trade 

of Asia- Pacific region is not apparent under the view of the economics and the business but only 

in the light of trade integration policy at country level (Ministry of Industry and Trade, 2018), 

and apparently the growth of the region has declined somewhat due to the influence of the trade-

protection policy around the world. 

Nevertheless, since the events of President Donald Trump imposing several policies to 

enhance nationalism and the Brexit event in the EU, the trend of trade protection has been clearly 

defined and is predicted to have a severe impact on the Asia-Pacific economy and trade. There 

have been some predictions about the vulnerability of these regional economies due to US 
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foreign trade policy based on the degree of dependence of these 

market. Accordingly, Malaysia, the 

most vulnerable economies in term of trade.

Figure   2.1. The vulnerability degree of Asia

caused by US trade protection
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1 Source: WTO, IMF, UN, Comtrade

foreign trade policy based on the degree of dependence of these local economies with the 

Accordingly, Malaysia, the Philippines, Japan, and Vietnam are forecasted to be the 

most vulnerable economies in term of trade. 
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for the 2001-2016 period. Specifically, in the 2008-2016 period, Vietnam was subjected to 12 

safeguard measures, doubling the 2001-2008 period. As for anti-subsidy measures, Vietnam was 

subjected to nine counteractions from 2008 until 2016. Before 2008, Vietnam has never been 

subject to anti-subsidy measures (Ministry of Industry and Trade, 2018). 

It can be seen that the frequency of trade remedies on Vietnam's exports since the global 

financial crisis has increased sharply in all measures. In the coming time, when trade 

protectionism is clearly defined, especially in the US, the trend of applying trade protection 

measures to Vietnamese goods will increase. This is not limited to non-tariff measures, trade 

defense instruments, but also tariff barriers. 

2.3.2. Impacts on Vietnamese trade turnover and export 

During the current stage, Vietnam is focusing on the implementation of signed FTAs , 

seeking measures to solutions to take advantages of opportunities and mitigate challenges from 

FTAs . At present, the number of enterprises utilizing preferential policies is increasing with 

80% of enterprises utilizing the benefits of the Vietnam-Korea FTA or over 60% regarding 

Vietnam-Chile FTA. The event of US withdrawal from TPP will have negative impact on 

Vietnamese economy as TPP expected to bring about several benefits to Vietnamese trade, and 

the implementation of some FTAs is not as effective as expected. 

 

Graph 1. Vietnamese export turnover from 2010 until 2017 

Source: Ministry of Industry and Trade (2018) 

However, after an initial period of integration with export growth as well as the trend of 

Vietnam's export growth during 2006-2016 is the period when Vietnam's commitments to be in 

implementation stage without tariff imposing. During this period, the trade balance of Vietnam is 

always in deficit. During certain years, Vietnam experience trade surplus but it is not impressive. 

The negative trade balance conducted within the main trading partners in Asia - Pacific region, 

while the trade surplus of Vietnam has primarily due to the trade with the US market. 
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Export market: Vietnam's export market is still concentrated in Asia with a turnover of 

more than 85.28 billion USD in 2016, accounting for 48.3% of the total export turnover. Of 

which, the Chinese market saw an increase of 21.97 billion US dollars, a growth rate of 28.4% 

over the same period last year, accounting for 12.4% of total export turnover in the 

country; Japan’s market is nearly $ 14.68 billion, a growth rate of 3.9% and accounting for 

8.3%; Korea market reached roughly $ 11.42 billion, up to 28% growth rate, accounting for 

6.5% of the total turnover;   ... 

(Unit: Million USD) 

 

Graph 2: Vietnamese export classified by markets during the 2011-2016 period  

Source: Ministry of Industry and Trade (2017) and author’s calculation. 

American market turnover reached more than $ 47.38 billion, accounting for 26.8% of the 

total export turnover. In particular, the United States is the largest export market of Vietnam with 

more than 38.46 billion USD;   increased by 14.9%, accounting for 21.78%;   The European 

market with nearly 37.84 billion, accounting for 21.4%. Of which, the EU market (28 countries) 

reached almost $ 33.97 billion, accounting for 19.2%, is the second largest export market of 

Vietnam after the United States. Oceania achieved a turnover of nearly $ 3.39 billion, accounting 

for 1.9%;   Africa reached 2.74%, accounting for 1.6%. 

Table 1: Vietnamese export in selected markets from 2011 until 2016 

Unit: million USD 

ID   2010 2011 2012 2013 2014 2015 2016 
Average  

growth rate (%) 
2011 - 2015 

I Asia 34,501 49,304 60,093 67,736 74,340 80,285 85,28 18.4 

II Europe 15,057 19,301 22,666 27,052 30,716 34,377 37,84 18.0 

III America 16,671 19,703 22,799 28,069 30,270 34,474 47,38 15.6 

IV Africa 1,144 2,670 1,563 2,000 2,205 2,474 2,74 16. 7 

V Oceania 2,827 2,753 3,425 3,909 4,270 4,660 3,39 10.5 

Source: Ministry of Industry and Trade (2017) and author’s calculation. 
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Thus, when the US implements trade protection policies, the trade balance of Vietnam is at 

risk of severe deficits in the coming time. Throughout its commercial cooperation, Vietnam has 

achieved a trade surplus regarding its relations with the United States. Vietnam's export value to 

this market has increased by 40 times in the 2000-2016 period. 

 

Graph 3. Vietnam-US trade balance during the 2000-2016 period  

Source: General Department of Customs (2017) 

In the short term, Vietnam is expected to suffer a significant loss due to the impact of 

shrinking export markets as trade protection policies and significant economic restructuring 

within several countries. The analysis shows that Vietnam's economy still needs government 

orientation for the export in the future because this is the period of gradual development that 

many nations have experienced before reaching the level of a healthy economy based on the 

domestic market. However, in the coming time, Vietnam still needs to focus more on local 

market development, considering it as a driving force for the economy to resist the fluctuations 

of the world economy. 

2.3.3. The impact of trade protection on the process of Vietnamese international economic 

integration 

Since joining the WTO, Vietnam has been involved in the process of global economic 

integration. With the negotiation and implementation of 16 FTAs after joining WTO, Vietnam's 

export markets have expanded to include 55 countries and territories. 

As one of the most dynamic economies in the region and the world, Vietnamese economy 

will be affected by the trade protection trend around the world. The most apparent negative 

influence that trade protection entails for Vietnam's international economic integration is two 

trade agreements that Vietnam has put in place, known as TPP (now CPTPP) and EVFTA. A 

non-US TPP is a scenario that Vietnam does not want. The United States represents the most 

substantial trade surplus for Vietnam in almost every aspect of its international economic 

integration. On the EU side, despite the end of the EVFTA negotiations, the EU is still thinking 
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ahead of a single EVFTA agreement without a TPP with US involvement. The third agreement 

that Vietnam participates in the RCEP negotiations is also in the perspective of endless. And it is 

clear that Vietnam needs to change its international economic integration orientation instead of 

focusing on integrating with other countries, Vietnam should focus on the local market. The 

policy of global economic integration needs to shift from width to depth. While the domestic 

market is losing its protective barriers, foreign market encounters a multitude of trade protection 

from trade partners, which is a huge concern for the Vietnamese government during the 

following period. 

Moreover, the tendency for world trade protection and the increasingly impoverished role 

of tariff barriers have forced Vietnam to reform the domestic legal system for trade remedies in 

order to enhance the process of international economic integration. Meanwhile, since the initial 

stage of integration with the world economy, Vietnam has only eight times utilizing trade 

defense tools, which in the first case in Vietnam did not use tools due to an insufficient legal 

basis. Vietnamese defense tools are not only limited in quantity but also limited in content. Of 

which, only three trade remedies permitted by the WTO, including anti-dumping, anti-subsidy 

and safeguard measures. The United States has used five times the safeguard measure, and never 

applied anti-subsidy measures. This is a modest figure compared to the total number of cases that 

Vietnam being subjected to trade remedies around the world. 

3. Some recommendations for Vietnamese policy 

Enhancing the market economy explanation 

The Vietnamese government needs to step up the exposition of the market economy in 

both technical and diplomatic terms so that other countries could quickly move towards in 

recognizing Vietnam as a country with economies of scale; in order to avoid the application of 

discriminatory rules (use of substitute country, substitution of a third country) in dumping and 

subsidies calculation in terms of protecting trade and to be treated more equitably in the 

international trading area. 

Early warning system 

To prevent anti-dumping, anti-subsidy and safeguard cases, the Vietnamese should carry 

out early warnings and provide information so that enterprises could have a proper export 

strategy. The Vietnamese government should focus on improving early warning system for anti-

dumping cases and major export industries. 

Participate in trade settlement of WTO, regional (ASEAN, ASEAN + ...) and bilateral 

settlement mechanisms (USA, EU ...) 

Vietnam may also use the settlement mechanisms provided for the bilateral and regional 

trade agreements which Vietnam participates in to protect the rights and interests of enterprises 

and give solutions to the commercial dispute. 

In addition to reforming the legal system on trade remedies, Vietnam should also pay 

attention to the use of international trade dispute resolution tools as a response to the current 
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trend of trade protectionism. The practice of dealing with international trade disputes illustrates 

that this tool is quite useful in responding to the barriers to trade protection of other countries. 

Develop a partnership mechanism, proposed principles, directions and procedures to deal 

with foreign trade disputes. 

Enterprises associations and government agencies need to have effective coordination 

mechanisms to achieve good results in the legitimate rights and interests of Vietnamese 

enterprises. The purpose of this is to find information, especially from the. The government 

should provide businesses with the necessary information on the procedures for appealing the 

case, introducing lawyers, reputable law firms and experienced lawyers in the country where the 

lawsuit is likely to support the provision of services and give legal advice for businesses. 

Prevent anti-dumping evasion 

Recently, there are more anti-dumping cases related to goods originating from other 

countries exporting to Vietnam, which affects Vietnamese manufacturing industry, especially 

legitimate businesses. Protecting the legal rights and interests of companies in these cases is very 

necessary, but also very difficult and complicated. Therefore, the government should establish a 

mechanism to control the issuance of certificates of origin (C/O), the establishment of enterprises 

with foreign direct investment capital, resolutely overcoming with phenomena or manifestations 

of tax evasion (mainly for export fraudulence origin). 
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Abstract: Managerial Accounting is applying on Business rapidly and widenly, besides 

Universities. Give the economics information, that help Managers make the decisions to control 

Business operation. Some management contents as indentify and classify costs, incomes, caculate 

service...Such necessity results from functions, roles and duties of management accounting as 

well as requirements for Universities in the current context of keen competition. Many theoretical 

issues deal with management accounting, but the question of how to apply management 

accounting at Universities has arisen. For this reason, the article deals with basic contents of 

management accounting and then proposes solutions to strengthening the application of 

management accounting to improve operational efficiency at Vietnamese Universities in the 

current period   

Keyword: management accounting, application of management accounting, strengthening 

the application, Vietnamese Universities 

 

1. Introduction 

Management accounting relates to all the provision of appropriate information for 

decision-making, cost control and performance evaluation. Management accounting turns data 

into information, knowledge and understanding about a business entity’s operation in general 

and about an University in particular. Despite those process are still well understood, they come 

with lack practice. Therefore in some Universities, operations are being run poorly or can not 

reach its full potential or are unable to meet the need of its owners (state agencies, investors…) 

The fact that there are numerous articles are available in discussing the roles of 

management accounting systems in universities indicates that management accounting plays an 

essential role and should be treated with careful consideration. But when a number of 

universities do not run with the same framework, those above-mentioned articles are unable to 

cover all the situations. Despite those facts, the application of management accounting in 

universities and education units mainly focus on cost and revenue accounting. The main task 

now is to determine an effective mode to utilize management accounting system in universities 

to improve their operational efficiency and also to reach each of their own goals. Specially, this 

paper discusses management accounting in universities in general and in Academy of Finance in 

particular. It generally summarize the two main factors that should be paid mostly concern that 
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are Cost and Revenue in an university: how to classify its cost, revenue, and various method to 

deal with those costs and how to recognize it, when and how we can use those methods.  

Also in this paper, we will take a look at the CVP, how it analysis looks to determine the 

breakeven point for different sales volumes and cost structures, which can be useful for 

managers making short-term economic decisions. Last but not least, the article will present a 

brief look at how to make a good budget and it will be an aid to coordinate what needs to be 

done to implement that plan 

2. Literature Review 

In his speech on AAA’s Committee on Cost Concepts, Robert Anthony (1956) believed 

that cost identification is a basic factor impacting on contents of management accounting and 

pointed out the importance of studying the impact of the relation between information exchange 

and cost calculation  

According to Vvudovets (2013), there are different methods of cost classification and  

recognition because of the complicatedness of the cost determination and allocation process, 

accountant’s ability and the application of modern technology. On the basis of his study on sugar 

industry enterprises, he proposed a solution to cost identification in each step in the production 

process. However, he only mentioned cost accounting including financial accounting and 

management accounting and did not study cost management accounting  

Mclellan and Moustafanawm (2010) carried out a study on production enterprises in the 

member states of the Gulf Cooperation Council, namely Saudi Arabia, Oman, bahrain, Kuwait, 

Qatar and the United Arab Emirates. The title of the study is “Management Accounting Practices 

in the Gulf Cooperative Countries. Cost management accounting practices most applied in these 

countries are traditional tools for cost planning and control such as budgeting, activity-based 

costing, and cost norm determination combined with change analysis  

Naughton–Trevers, Joseph P. (2009), Activity Based Costing: the new management tool, 

Behavioral health Management dealt with the method of activity-based costing. According to 

this method, cost allocation to product costs is based on the activity level and the contribution of 

each activity to the production and consumption processes. On such basis, product costs more 

exactly reflect real costs for each product unit  

John Blake, Pilar Solder Vila & Philip Wraith (2008) “The dimensions of and factors 

giving rise to, variations in national management accounting approaches”, European Business 

proposed three methods of costing: (i) Technical method, requiring cooperation with technical 

experts to study activity implementation duration and to quantify necessary materials and hours 

of labor for making products, (ii) Historical data analysis, considering costs and cost prices for 

the previous period and changes for the current period to establish cost norms for the next period, 

and (iii) Adjustment, adjusting standard costs according to future production and business 

conditions of enterprises  

The study by Garison, Norren, Brewer (2008) Managerial Accounting, Mc GrawHill, 

showed that, by using the standard costing method and analytical reports on cost variance, the 



2066 

manager can assess departments’ responsibility for cost control and find out causes of cost 

variance. From that point, the manager figures out systematic and proper solutions to cost 

reduction  

In his study entitled “Management accounting education at the Mellennium”, Michael W 

Maher (2000) pointed out the importance of modern management accounting education. He 

believed that management accounting orients cost control at enterprises and reached the 

conclusion that the three methods of cost classification may be used to control costs: (i) cost 

variance, (ii) cost absorption and (iii) responsibility cost. On such basis, he established a process 

of analyzing cost information through a cost analysis report and management responsibility 

assessment report. This is a basis for assessing operational efficiency of each department in the 

organization in relation to cost control. In addition, he thought that the development of modern 

management accounting is associated with the role of Mathematics. Nevertheless, the study only 

mentioned theoretical matters and its result was not put into practice at enterprises     

In their article entitled “Examining the Behavioural Aspects of Budgeting with particular 

emphasis on public sector/service budget”, Moolchand Raghunanda, Nerendra Ramgulam, 

Koshina Raghunanda, and Mohammed (2012) believed that budgeting at enterprises is a phase of 

management accounting, budgeting quality depends on not only the budgeting method but also 

behavior of the cost estimator and that cost estimating must be associated with the enterprise’s 

objectives. To achieve specific objectives of each department, it is necessary to strengthen 

cooperation among the enterprise’s departments. According to these authors, there are three 

budget estimation models: (i) bottom-up estimating, (ii) top-down estimating, and (iii) agreement 

model. Also, they affirmed that cost estimating helps control costs and assess performance of 

each department through the determination of difference between the actuality and the cost 

estimate for inspection. However, the study only mentioned cost estimating in the public sector 

and did not deal with cost estimating in industrial production sectors as well as flexible 

estimation       

According to Monden, Y and K. Hamada (1991), the cost management method used at a 

company must reflect the usefulness in the production step to meet customers’ needs at the 

lowest cost and to help reduce product costs by waste removal. To achieve this, companies 

should apply a cost management system including Target and Kaizen methods. The purpose of 

this study is to explain features of the cost management system at Japanese automobile 

companies: Target cost for the purpose of contributing to cost reduction when a new model is 

designed and developed, and Kaizen cost for the purpose of contributing to production cost 

reduction. For this reason, the modern cost management accounting method is efficiently applied 

at Japanese automobile production companies  

Sorinel Capusneanu–Artifex, Bucuresti, Rumani (2008) dealt with opportunities for 

application of green accounting to the activity-based costing method and clarified activity-based 

costing and differences between this method and traditional methods. According to the ABC 

method, direct costs are grouped and then indirect costs such as machine run, assembly, quality 

control, etc. are allocated to each product and service or allocated to objects creating such 
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activities. This explains why enterprises should apply the activity-based costing method and 

know what to implement. Green accounting follows the ABC method and mentions the role of 

environmental accounting and the application of environmental accounting to each specific 

activity. It also represents advantages and disadvantages of green accounting in an enterprise 

applying the ABC method. The ABC method permits an accountant to more exactly determine 

actual production costs and the impact of each activity on the environment in Romania     

Marjanovic, T.Riznic, Z.Ljutic (2013) dealt with the role of analyzing the cost-quantity-

profit relation and breakeven point, which are common and very important tools used to make 

short-term decision. The authors believed that the analysis of the cost-quantity-profit relation is 

based on accounting estimate in considering short-term costs according to activities, mainly 

variable cost. In a proper range, cost, income and quantity almost have the straight line relation, 

and costs are divided into variable cost and fixed cost. In case of a small proper range, total cost 

has a straight line equation. Therefore, the proposal of a hypothesis on the straight line relation 

of short-term cost results in some benefits: (i) quick determination of total cost at various activity 

levels and (ii) variable costs are equal for each unit of activity quantity. In addition, the study 

pointed out disadvantages of the analysis based on variable cost and disadvantages of 

information used to analyze the cost-quantity-profit relation. Nevertheless, the study only 

mentioned theoretical matters and the illustration model and did not deal with the analysis of 

actual application in a certain field or type of enterprise          

Barfield, Rainborn & Kinney (1998) studied the role of cost management accounting at 

enterprises. According to these authors, cost accounting should attach special importance to 

analysis and control functions rather than information presentation function. From this 

perspective, cost management accounting focuses mainly on how to make cost information more 

useful to the internal management system. As a result, the cost management accounting 

information system will attach special important to information supply to the internal 

management system and make light of information supply to preparation of financial statements. 

Also, cost accounting analyzes costs and profitability of projects and products with a view to 

maximizing profit and improving production and business efficiency     

Laudon J.P (2003) divided the enterprise’s information system into the management 

information system and the accounting information system. An important characteristic of the 

accounting information system is the control function because it helps keep track of asset 

turnover and helps discover and overcome shortcomings in the use of the enterprise’s resources  

Jonas Gerdin (2005) suggested a multi-situation model to examine effects of the 

combination of dependence among divisions and organizational structure within the design 

management system. This model was tested by actual data collected from a questionnaire which 

was sent to 160 production managers. The proportion of correspondence was 82.5%. These 

discoveries support the perspective that organizations adapt to their design of management 

accounting system with the situation controlling requirement, from which impacts of two internal 

factors on the organization of management accounting model are determined. Two internal 

factors are organizational structure and dependence among divisions  
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3. Results and Discussions 

3.1. Identifying and Classifying Costs 

In general, in some Universities, cost is defined as the monetary value of a resource 

consumed in organizations’ activities, in order to achieve a certain purpose. The essence of cost 

is to be given to exchange for a bound result. This result can be seen as tangible or intangible 

substance. Depending on the usage, cost will be classified into different criteria to supply 

information in various aspects to the decision-making of managers. Currently, costs in public 

universities in Vietnam are classified according to the budget index; this only meets the 

requirements of the management agencies and not meets those of the management in the 

universities. While the universities’ performance is always changing through the years, it is 

essential to point out the affection of costs on planning and making decisions and controlling. 

According to some research, costs incurred in universities include:  

Table 1. Identifying and Classifying Cost 

No Direct Services Costs Overhead Administrative Costs 

1 Wages and Salaries for lecturers  Wages and Salaries for non-lecturers, such as: 
employees, staffs... 

2 Class rooms (repair and maintenance, depreciation) Working space (repair and maintenance, 
depreciation...) 

3 Electricity  Electricity and Water 

4 Boards Servers 

5 Micros Air-conditioners 

6 Air-conditioners Fans 

7 Fans Wi-Fi 

8 Projectors Tables and Chairs 

9 Cameras Computers 

10 Tables and Chairs Printers 

11 Light Stationary 

12 Computers Cameras 

 ... ... 

Source: Author 

Table 2. Identifying and Classifying Costs based on Activities 

No Cost 
Based on Activities 

Fixed Cost Variable Cost Mixed Cost 

1 Wages and Salaries for lecturers   x 

2 Wages and Salaries for non-lecturers, such as: employees, staffs...   x 

3 Study rooms (repair and maintenance, depreciation)  x  

4 Working spaces (repair and maintenance, depreciation) x   

5 Electricity and Water x   
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No Cost 
Based on Activities 

Fixed Cost Variable Cost Mixed Cost 

6 Boards x   

7 Speakers x   

8 Lockers x   

9 Micros x   

10 Air-conditioners x   

11 Fans x   

12 Projectors x   

13 Televisions x   

14 Cameras x   

15 Tables and Chairs x   

16 Computers X   

17 Printers X   

18 Wi-Fi  x  

19 Light X   

20 Stationary    

 ...    

Source: Investigate by author 

Universities is kind of a Service Enterprises, so not like other kind of Enterprises (such as 

Production company), it just has two cost areas, such as Administrative costs and Service costs. 

Administrative costs have two kinds of cost, they are Fixed costs and Variable costs. About 

Service costs, we divided it into three types: Material costs, Labour costs and Overheads cost, 

not like two types of the administrative costs. Because, the Service costs are participated mainly 

in providing educational services for the student so it is more complex in classification than the 

Administrative costs, Table 3 

Table 3. Component of Direct Services Costs 

List of Cost 
Direct Services Costs 

Material Labour Overheads (Mixed Costs) 

Wages and Salaries for Lecturers   x  

Study rooms (repair and maintenance, depreciation)   x 

Electricity and Water   x 

Boards   x 

Speakers   x 

Micros   x 

Air-conditioners   x 

Fans   x 

Projectors   x 

Cameras   x 
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List of Cost 
Direct Services Costs 

Material Labour Overheads (Mixed Costs) 

Tables and Chairs x   

Light   x 

Computers x   

Wi-Fi   x 

…    

(Source: Investigate by author 

In one hand, Service costs make sure that the teaching progress goes smoothly. In another 

hand, Administrative and Selling costs assure non-teaching activities to run normally, then create 

basis for teaching activities 

3.2. Solution for Mixed Cost  

First, High-Low Method 

The formula for the mixed cost equation is y = (ax+ A), with x: unit cost variable, a: 

activity volume, A: fixed cost 

In order to squeeze charges and charge out of mixed costs, we can proceed as follows: 

+ Determine the unit cost variable (a) first, then determine the total variable cost (ax), then 

define the variable cost (A = y - ax)   or 

+ Determine the Fix cost (A), then determine the variable cost (ax = y - A) 

The high-low method is carried out in the first way: determine the unit cost variable first, 

then determine the total variable cost (ax), then define the Fixed cost (A = y - ax) 

 

       Cost         y = ax + A 

                                      A 

 

 

 

                                               0             Volume of Activity                 

Figure 1. High - low method 

Second, Scatter Graph Method 

In this method, the line representing the mixed cost is the straight line passing through at 

least one point and dividing the remaining points to the sides of the coordinate plane divided by 

this line. The curve on the cut axis at any point, the coordinates of the sign is the cost. From there 

ax 
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we can determine the total variable cost and unit cost variable from the coordinates of the point 

on the mixed cost curve we have defined. Distributed graphing methods, however, overcome the 

disadvantages of the high-low method, but the result of this method is inconsistent. Due to the 

mixed cost curve, the above conditions can be met. The least squares method can overcome the 

disadvantage of the scatter graph method 

Third, the least squares Method 

In this method, the mixed cost curve is the only line so that the squared difference between 

the actual and estimated mix costs is minimal. Figure 2 illustrates the deviation of the actual and 

estimated mix. 

0  
Volume of activity 

Figure 2. Least - Square Method 

The equation of the line representing the mixed cost is of the form (y = ax + A) 

According to statistical theory, a and A are defined by the system of equations: 

 

Solve the equation above:  

 

3.3. Identifying of Incomes 

The objectives Universities differ from those of Enterprises for profit is the primary motive 

in that Universities seek to provide educational services within the existing levels of revenues 

Y 

X 
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available, although a slight level of excess revenue may be desired by government. A balanced 

budget where expenditures remain within available revenues is always expected of a financially 

responsible University. Most private Universities depend heavily on student tuition as the major 

source of revenue, while public Universities receive a mixture of state appropriations and student 

tuition. such as:  

Table 4. Identifying of Incomes 

Revenues 
Under the adjustment of 

Management Accounting 

Students’ Tuition and Fees x 

Budget’s grants x 

Vehicles parking fees x 

Service canteen x 

Other income x 

Source: Investigate by author 

3.4. How calculating of Cost 

Case 1, the management of each cost area is easy to calculate and find out incurred 

problems in cost areas. In Case 1, the service costs are important and need managing carefully, 

because they are direct costs making up the service, which influence directly the increase of 

costs. Therefore, concentrating on service costs affects the administrative costs and these costs 

are going to become the period cost 

The advantage of Case 1 is same with the advantage of Absorption Costing, which is 

helpful for Universities management in evaluating profitability and determining tuitions of 

students. Universities is a service company, which doesn’t have the beginning and closing 

inventory, so it will be hard in determining the increase of profit when allocated the fixed costs. 

However, in some cases, we still can determine it. For example, when some students maintain 

the status of student for sickness or other reasons which prevents them from studying in the 

university, they become so-called ‘inventory’. They paid enough fees but for some reasons they 

can’t study in this period. This is a special example, we will mention and explain in the 

following sections. 

Case 2, the depreciation of costs in Administrative costs doesn’t change much and the 

target number of students is a constant amount, which is determined. So, Fixed Costs in 

Administrative Costs and Overheads in Service Costs are defined value, this is reason to choose 

Case 2. In the Universities, the advantage of marginal costing look to determine profit or loss, 

and the result will be used for making CVP analysis and finding out the break-even point. Then, 

it helps to build the budgets for the next period. 

Case 3, The different with Case 1 and Case 2, this case is not quite so complex as them, it 

just cares about Target Profit/Cost. One of the manager’s purpose when having an idea about 

reducing the cost and increasing the profit is finding a suitable Target Profit/Cost before a period  
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Target Cost = Selling Price – Target Profit 

Follow the above formula, Selling Price (known as Total Cost) is a fixed amount and 

Target Cost is inversely proportional to Target Profit. So if want to increase the profit, just 

decrease the cost. 

The Manager can gather the costs to calculate the total cost only (which means it doesn’t 

have the profit factor in formula) as: Variable Costs + Fixed Overheads + Fixed Administrative 

Costs. Fixed Administrative Costs are fixed amount and hard to be changed before a period. 

Actually, they don’t have any influence on Service quality. For having a desired profit, we can 

reduce Fixed Overheads as a part that join into the procedure creating the service’s quality. Now 

let take a look again in Table 3, we choose Air-conditioner for giving an example about the 

solution to reduce the cost. The cost of electricity that the air-conditioner consumes every hour is 

a fixed overhead, so for reducing the consumption, we will choose another air-conditioner which 

can save electricity. 

Case 4, As Case 3, the Manager still aims to get higher profit and lower cost after 

calculating the total cost before a period. But in this case, total cost only is counted as: Fixed 

Costs + Variable Overheads + Variable Administrative Costs. Variable Administrative Costs 

base on the number of works in the university, which means if they change, the costs change. 

However, before a period, the number of works always is defined correctly, the manager won’t 

concentrate too much on Variable Administrative Costs, and of course, these costs don’t effect to 

Service target – education for the students. In Case 3, we adjust Fixed Overheads, but in Case 4, 

due to gather the fixed costs together, so we should adjust Variable Overheads 

3.5. Cost Volume Profit Analysis (CVP) 

In Vietnam, education system is upgrading comprehensive in all level. Upgrading 

Universities system is lead for this evolution, but this process need a huge amount of capital. 

However, almost public university use budget of government for activities but this budget is not 

enough, especially the ministry of education decide almost public Universities must be 

independence about financial or budget activities. In this situation, management accounting and 

cost volume profit analysis, which is a management accounting technique that analysis at the 

effect that changing levels of production cost and sales volume have on operating profit, is 

important for controlling financial and profit with losses in universities. 

Cost-Volume-Profit (CVP) analysis looks to determine the breakeven point for different 

sales volumes and cost structures, which can be useful for managers making short-term 

economic decisions.  

CVP analysis makes several assumptions in order to be relevant, including: 

+ Fixed costs do not change 

+ Managers can classify each cost as variable, fixed, or mixed 
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+ The price per student does not change as volume changes 

+ The only factor that affects total costs is change in volume, which increases variable and 

mixed costs. 

Then plotting them out on an economic graph, Figure 3 

 

Figure 3. Cost Volume Profit Analysis Graph 

Equation approach: In the breakeven point, net revenue = total cost. The equation for net 

revenue equation is Px and total cost equation or mixed equation is (y + A), with: P –selling 

price; x – activity volume; A – fixed cost;  

y = ax – total variable cost, with a – variable cost per unit. 

In order to determine breakeven point or target profit = 0, we can proceed as follow:  

+ Determine the variable cost per unit (a), after that determine the total variable cost (ax or y)  

+ Determine the selling price (P)  

+ Use net revenue equation minus mixed equation, then we have new equation:  

 Px – ax - A = 0 

 (P – a)x = A  

Because fixed cost no change, A is available in one scope sales volume. 

 � =  
�

(���)
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fixed cost

sales revenue
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Contribution margin approach: 

per unit = P – a 

Then, we have equation:  

Required sales in unit = 
(�����

������������

Contribution margin ratio approach:

Contribution margin ratio = 

Required sales in dollar = 
(�����

������������

Then, assumes this result of 3 approach, we have analysis about loss and profit:

- If x <
�

(���)
 , it is losses  

- If x =
�

(���)
, no losses no profit

- If x >
�

(���)
 , it is profit  

After that, we think should CVP analysis in Universities but this have some assumes or 

data about fixed costs and scope number student, in which The fixed costs don’t change. Because 

fixed costs in the actual is not 1 line:

Then, if apply CVP analysis to Universities

number of student, in which fixed costs was accepted and don’t change, in actual)

x – number student in breakeven point

Figure 4.

- If 
�

(���)
< x < d, Universities will h

- If x <
�

(���)
 , Universities will have loss 

Contribution margin approach: In breakeven point, target profit = 0; Contribution margin 

����� ������������ ������)

������������ � ����� ��� ����
 = 

(���)

(���)
=

�

(���)
 

Contribution margin ratio approach: 

Contribution margin ratio = 
(���)

�
× 100% ; Then, we have equation: 

����� ������������ ������)

������������ � ����� �����
 = 

(���)×�

(���)
 = 

�×�

(���)
 = P

Then, assumes this result of 3 approach, we have analysis about loss and profit:

, no losses no profit 

we think should CVP analysis in Universities but this have some assumes or 

data about fixed costs and scope number student, in which The fixed costs don’t change. Because 

fixed costs in the actual is not 1 line: 

Then, if apply CVP analysis to Universities and number of student between c and d (c,d 

number of student, in which fixed costs was accepted and don’t change, in actual)

number student in breakeven point. So, we have: 

 

Figure 4. The graph of Fixed Cost 

< x < d, Universities will have profit  

, Universities will have loss  
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In breakeven point, target profit = 0; Contribution margin 

= P× � 

Then, assumes this result of 3 approach, we have analysis about loss and profit: 

we think should CVP analysis in Universities but this have some assumes or 

data about fixed costs and scope number student, in which The fixed costs don’t change. Because 

and number of student between c and d (c,d 

number of student, in which fixed costs was accepted and don’t change, in actual) 



2076 

- If x = 
�

(���)
 , Universities don’t have loss and don’t have profit  

After this result, we can find easily revenue, capacity, time in breakeven point : 

 Revenue in breakeven point = P × � = P ×  
�

(���)
 

In my assume, maximum number student is d. 

 Capacity in breakeven point = 
�

�
 = 

�

(���)×�
 % 

So, this result use in 1 year and we have revenue per month: Assumption the number 

student in this year is e  

 Time in breakeven point = 
��� ��� ������� �� ��������� �����

��� ��� ������� �� ���� ����
 × 12 = 

��×�

(���)× �
 (month) 

4. Recommendations and Remarks 

4.1. Universities should be applied Management Accounting 

With the new financial mechanism nowadays, in order to accommodate the Managers of 

the unit, it is also necessary to look at the Management of the Universities as an Enterprises. 

Although in reality Universities education is not yet recognized as a business. For good 

management, administrators need a variety of tools and a variety of information channels, in 

which the information provided by the Management Accountant is very useful. It helps the 

Manager to see the important role of budget estimation, as well as control of revenue and 

expenditure performance against the established budget to find out the cause and take corrective 

measures time if wrong. It also provides information to assist Managers in making timely and 

accurate decisions. Therefore, the use of management accounting in financial management for 

the Univerities in particular in general is inevitable. It helps the financial management unit to 

better fulfill its mission in training 

4.2. Directed completion of Accounting at Universities 

Develop a budgeting model at the unit: from the analysis, the unit cost collection will 

proceed to estimate the total revenue and expenditure according to the information model 1 up, 1 

down. According to this model, estimates are drawn from the lowest level of management to the 

highest level of management. Estimates of which level are submitted by the manager of that 

level to the superiors. Each year, at the training sections, based on their capabilities, conditions 

and tasks, they shall make detailed cost estimates for intermediate levels (functional management 

sections). On the basis of summing up the cost norms, the functional sections are submitted to 

the leaders. Leadership review of the cost norms, together with the advice of the functional 

departments, combined with a general vision of the entire operation of the unit will review and 

approve the estimate. In the cost estimation process, components need to be coordinated with 

each other. As a result, all levels are involved in the estimation process, attracting the wisdom 

and experience of all levels involved in the estimation process to create estimates that are 

accurate, highly feasible. 
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Estimates of expenditures distributed over time: the unit needs to make an estimate of 

expenditures distributed over time (months or quarterly) to help units take the initiative in the 

spending process and make timely adjustments to expenditures in excess of the estimated budget, 

avoiding the fact that the months (first quarter) spend more and the months (quarter) end of the 

year are out of funds and vice versa. 

Analyze the relationship between Cost-Volume-Profits: to determine the content of variable 

costs, fixed costs, target surplus and target balance, we will analyze the cost-volume-profit 

relationship (CVP) model. In Enterprises, CVP analysis is a useful way of choosing decisions 

related to costs and volume of products to ensure a desired return. At a public Universities, 

although it is not a profit, it is possible to use this model to serve the decision-making of 

executives, which is the analysis of the relationship between benefits and the cost is the basis for 

choosing different options for the purpose of achieving the desired training effect. 

Boundary Analysis: we have emphasized the usefulness of break-even analysis in planning. 

But a similar analysis would not be applicable to short-term decisions. The marginal cost (or 

marginal revenue) is the cost (or turnover) that a unit of activity determines to increase (or 

generate). Marginal analysis is the comparison between marginal cost and marginal profit as a 

fundamental approach to short-term decision making, where planning considerations are no 

longer appropriate 

4.3. How use of Management Accounting at Universities 

Develop a model of accounting system combining financial accounting and management 

accounting: In order to be able to apply and promote the management accounting in the unit of 

work, a scientific accounting apparatus is required first. On the basis of the existing number and 

level of accounting staff, the units shall organize and rearrange the accounting apparatuses in the 

unit in the direction of combining financial accounting and management accounting. 

Applying accounting accounts, accounting books and gathering expenses and reflecting 

turnover: In order to meet the requirements of reconciling detailed information between 

management accounting and general financial accounting information, the unit requirements 

need to be identical using the accounting account system. This will bring about accurate and 

effective information. On the basis of the revenue and expense data of the accounts on the unit, 

can output the necessary data for the accounting book as well as the reports provide information 

for the cost estimation, cost analysis report, cost analysis report, etc. to provide timely 

information to the unit managers 

Management accounting has an active role in managing, operating and controlling 

financial and economic activities. The authors have pointed out that the content of 

management accounting can be used to: complete the estimation; cost analysis, cost norms.In 

addition, there should be supportive measures from the Government and relevant agencies as 

well as applicable units 
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5. Conclusions 

The solutions mentioned in the article has presented the contents and proposals of how to 

apply Management accounting into the practice of Vietnamese Universities under current 

conditions. When the management accounting is applied, it will ensure more effective 

management and control Universities. The organization of the accounting apparatus meets the 

requirements of recording, reflecting and providing diversified information as required for the 

process of operation and management of Universities. In terms of cost classification, 

development of norms system, cost estimate system, management accounting reporting and 

analysis...the management of these information will be more tightly performed, planned and 

controlled operation of Universities  
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Abstract: By calculating the trade indexes (TII, RCA and IIT), mainly in the period 2001-

2017, the article analyzes current situation of the dependent relationship and ability to 

complement each other on trade between Vietnam and China. The results show that Vietnam and 

China are increasingly becoming important trade partners of each other; Vietnam and China 

have a particular advantage in the export structure of its exports, showing the trade relations 

between the two countries are complementary to each other; and the level of intra-industry trade 

between Vietnam and China is quite high. The US - China trade war broke out will cause the  

reversal of the global trade environment. However, in short term, the trade context of the 

Vietnam - China less affected by this tension. But in the long term, the sanctions are expanded to 

different sectors will can have unpredictable effects. 

Key words: Trade war, comparative advantage, intra-industry trade, trade intensity index, 

trade relations. 

  

1. Introduction 

Since the normalization of relations in 1991, the friendship between Vietnam and China 

has grown rapidly and deeply in all fields. In particular, the economic and trade relations 

between Vietnam and China have been restored and developed rapidly. China has become one of 

the largest trading partners of Vietnam since the early 2000s. The benefits that bilateral trade 

brings to the two countries are easy to see. 

Over the past decade, bilateral trade between Vietnam and China has 

increased almost thirty times, from about 3 billion USD in the year 2000 up close 88 billion USD 

in 2017 (According to the IMF figures). At the same time, China was consistently one of the 

largest trading partners of Vietnam. In terms of trade balance, Vietnam has always been a net 

importer from China. However, Vietnam's bilateral trade balance with China has improved over 

the last two years. 

However, trade relations between Vietnam and China may be affected by the trade war 

between the US and China officially began in July 2018. The widespread retaliation 

of two major trading partners could be a bleak future for weaker countries. If these tensions are 

not resolved, the production chain can be adjusted to adapt to the new barrier. This will cause 

many countries to lose benefits even if they are not listed on the list of countries subject to 

sanctions imposed by the US and China, of course, Vietnam is no exception to that list. 
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This article will analyze the situation of dependency relationships and the ability to 

complement each other on trade between Vietnam and China. Besides that, give some analysis 

on the impact of US-China trade war on trade relations between Vietnam and China in the 

coming time. 

2. Research methodology and sources of data 

To assess the current situation and prospects in trade relations between Vietnam and China, 

besides statistical synthesis methods, we mainly use the following indicators: 

2.1. The Trade Intensity Index (TII) 

The Trade Intensity Index used to assess the level of trade relations between two countries, 

specifically in this research is between Vietnam and China. The TII index also indicates the 

change in trade relations between two countries. According to the Asian Development Bank 

(ADB), this index is calculated according to the formula: 

wj

iij

ij
/TT

/TT
TII                                                                                 (1) 

Where: TIIij is the measure of the concentration of trade between country i and country 

j; Tij is the trade value between the two countries; Ti is the total trade value of country i; Tj is the 

total trade value of country j; Tw is the total trade turnover of the world. Thus, in formula (1), the 

numerator reflects the trade proportion of country j with country i, the denominator reflects the 

trade proportion of country j with the world. Therefore, if TIIij > 1 means that country i is an 

important trading partner for country j rather than the world and vice versa. 

2.2. The Revealed Comparative Advantage (RCA) 

Balassa (1965) gave the formula for determining the comparative advantage of 

RCA. Formulas are used quite commonly in determining the comparative advantage of each 

particular commodity in a given period of time. This formula is one of the tools used to build a 

database on comparative advantage of members of the World Trade Organization.   

wiw

jij

ij
/XX

/XX
RCA                                                              (2) 

Where: RCAij is the comparative advantage index of commodity i of country j in a given 

period. Xij is the export turnover of commodity i of country j in the corresponding period, Xj is 

the total export turnover of country j, Xiw is the export value of commodity i of the world, Xw is 

the total export turnover of the world. If RCA > 1, that country is considered to have a 

comparative advantage in that good (or industry). If RCA < 1, that country is considered to be 

disadvantageous in that good (or industry). 

2.3. Measure the level of Intra-Industry Trade (IIT) 

Intra-industry trade is the purchase and sale of goods in the same industry. Increasing 

levels of intra-industry trade will help countries to increase economies of scale, reduce 

production costs, and bring more options and benefits to consumers. (Nguyen Van Tuan & Tran 

Hoe, 2008, pp. 99-100). 
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The most used method of measuring intra-industry trade is the Grubel & Lloyd index 

(1975). This indicator is considered to be the most appropriate method of assessing the structure 

of trade at a given time. This index is calculated by the following formula: 

ijkijk

ijkijk

ijk
MX

MX
1IIT




                                                                       (3) 

Where: IITijk is the index of intra-industry trade of commodity i between two countries j 

and k, Xijk is the exports value of commodity i of country j to country k, and Mijk is 

the imports value of commodity i of country j from country k. The IIT has a value of 0 to1, IIT = 

0 represents no intra-industry trade for commodity i between country j and country k, it means 

only exports or imports; IIT = 1, it means exports equal to imports, represents trade between 

country j and country k is purely intra-industry trade for commodity i. 

The level of intra-industry trade is often high for processed goods, for countries with high 

levels of trade, countries with similar income levels, and countries with trade balances. The 

equilibrium with trade partners, and countries with large trade openings 

... (Van Marrewijk, 2008; Vo Thy Trang, 2014; Nguyen Quang Hiep, 2016). 

2.4. Data source 

Data in the paper were collected mainly from Direction Of Trade  Statistics (DOTS) of the 

International Monetary Fund (IMF), and TRADE MAP in the period of 2001 - 2017. 

3. Research results 

3.1. Overview of Vietnam - China trade relations 

 

Figure 1. Vietnam's import-export turnover and trade balance 

for the Chinese market (million USD) 

Source: The author calculated according to the data of IMF 
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Vietnam and China are two neighboring countries sharing the border, quite similar in terms 

of political, economic and cultural institutions. These characteristics have created 

great advantages for trade relations between the two countries. Accordingly, the value of two-

way trade Vietnam - China has grown rapidly and continuously over the years. Over the 

past decade, bilateral trade between Vietnam and China has increased almost thirty times, 

from about 3 billion USD in the year 2000 upclose 88 billion USD in 2017 (According to 

the IMF figures). At the same time, China was consistently one of the largest trading partners of 

Vietnam, two-way trade between Vietnam and China on total trade flows of Vietnam in the years 

2000, 2010 and 2017 were 9.8%, 17.8% and 20.4% respectively. In 2017, China imported about 

14.6% of the total export value of Vietnam, while Vietnam's imports from China have increased 

by about 40.7 times since 2000, from 1.4 billion USD to 57 billion USD, accounting for about 

22% total import value of Vietnam. In terms of trade balance, the trade deficit of Vietnam from 

China has decreased in the last 2 years, but still in the trend of increasing. The trade 

deficit of Vietnam with China was 0.19 billion USD in 2001, 12.7 billion USD in 2010, 32.9 

billion USD in 2015 and 26.3 billion in 2017. 

Table 1. Proportion of import and export commodities mainly 

between Vietnam and China (%) 

HS 
code1 

Vietnam imports from China HS 
code 

Vietnam exports to China 

2001 2005 2010 2015 2017 2001 2005 2010 2015 2017 

27 13.3 16.4 8.0 2.5 1.7 07 1,3 2.0 3.0 1.3 0.5 

31 4.6 4.2 2.0 1.0 0.6 08 4,9 2.3 4,6 3.1 1.4 

52 1.2 3.7 5.1 3.0 2.3 26 1.7 4.8 4.5 0.5 0.6 

55 1.3 2.5 1.8 4.2 2.8 27 73.0 65.2 25.5 3.3 2.1 

60 0.4 2.4 3.2 3.5 4,2 40 5.3 6.7 7.5 2.6 3.0 

61 0.5 0,8 3.4 3.7 1.5 44 0.6 2.8 5.8 2.9 2.0 

72 6.6 13.5 7.1 6.3 6.0 52 0.3 0.3 4,8 4.9 4.2 

84 14.5 12.4 14.7 10.3 10.4 64 0.5 1.7 3.1 3.3 3,0 

85 3.0 6.6 15.6 19.0 26.8 84 0.9 2.1 9.2 3.7 2.7 

87 26.6 3.6 2.7 4.0 2.2 85 1.1 4.0 16.7 38.6 44.6 

Source: The author calculated according to the data of TRADE MAP 

Regarding the structure of export and import goods, Table 1 shows that in the structure of 

goods of Vietnam exports to China, the major product groups are: Electrical machinery and 

equipment and parts thereof, sound recorders and reproducers, television... (HS85); Mineral 

fuels, mineral oils and products of their distillation, bituminous substances, 

mineral... (HS27); Wood and articles of wood, wood charcoal (HS44); Edible fruit and nuts, peel 

of citrus fruit or melons (HS08)... Vietnam imports from China mainly product groups: Electrical 

machinery and equipment and parts thereof, sound recorders and reproducers, television...  

(HS85); Machinery, mechanical appliances, nuclear reactors, boilers, parts thereof 

(HS84); Mineral fuels, mineral oils and products of their distillation, bituminous substances, 
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mineral... (HS27); Iron and steel (HS72); Vehicles other than railway or tramway components, 

parts and accessories thereof (HS87); Man-made staple fibres (HS55). 

3.2. Trade intensity index 

The trade intensity index between Vietnam and China and some countries of ASEAN+3 is 

presented in Table 2. The results show that the trade intensity index between Vietnam 

and China tends to increase in recent years after a period of decline in 2007-2011, and always 

worth more than 1. This reflects that Vietnam and China are becoming increasingly important 

trading partners of each other. However, compared to some ASEAN+3 partners, the index 

reflects the level of trade intensity between Vietnam and China is low. This is understandable 

because China has a very large international trade size, so the proportion of the trade between the 

two countries relative to China's total trade volume is very modest. Average in the period of 

2010-2017, the total trade value of China has a size of about 3,833.4 billion USD, while trade 

between Vietnam and China in the same period only reached an average of 72.7 billion USD, 

accounting for about 1.9 % of China's total trade turnover. 

Table 2. TII index between Vietnam and China, and some countries in the region 

Year China Thailand Japan Korea Laos Malaysia 

2000 2.74 2.75 2.47 4.23 90.48 1.90 

2001 2.26 2.36 2.35 3.62 103.29 1.72 

2002 2.30 3.05 2.37 3.29 21.85 1.59 

2003 2.03 4.42 2.44 3.62 104.28 2.06 

2004 1.80 3.63 2.44 3.19 139.93 2.08 

2005 2.24 3.84 2.31 2.60 46.60 2.22 

2006 2.20 3.53 2.33 2.90 53.39 1.96 

2007 1.88 3.18 2.21 3.08 45.69 2.05 

2008 1.82 3.44 2.24 2.76 34.36 2.13 

2009 1.85 3.85 2.19 2.61 32.62 2.37 

2010 1.76 4.33 2.24 2.31 28.77 2.62 

2011 1.63 4.41 2.23 2.20 28.57 3.14 

2012 1.76 4.22 2.23 2.48 25.98 3.26 

2013 1.73 4.10 2.49 2.61 24.44 3.04 

2014 1.88 4.17 2.35 2.73 20.23 3.09 

2015 2.00 3.79 2.21 2.88 17.95 3.35 

2016 2.02 3.67 2.31 3.16 18.32 3.17 

2017 2.13 3.22 2.50 3.31 15.45 3.47 

Source: The author calculated according to the data of IMF 

3.3. Comparative advantages of Vietnam and China 

The RCA is widely used in determining the comparative advantage of countries for a 

particular commodity in a given period of time. RCA index of Vietnam and China in the period 
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2001-2017 is relatively clear. Table 3 only shows the products of Vietnam and China have the 

highest comparative advantage by 2017. 

Table 3 shows the group of commodities such as: Footwear, gaiters and the like, parts of 

such articles (HS64); Manufactures of straw, of esparto or of other plaiting materials, basketware 

and wickerwork (HS46); Coffee, tea, maté and spices (HS09); Articles of apparel and clothing 

accessories, not knitted or crocheted (HS62); Articles of apparel and clothing accessories, knitted 

or crocheted (HS61); Fish and crustaceans, molluscs and other aquatic invertebrates (HS03)... 

are the groups that Vietnam has high comparative advantages over the years. 

Table 3. Group items that Vietnam and China  

has the highest comparative advantage under the RCA index 

HS code 
Vietnam 

HS code 
China 

2001 2005 2010 2015 2017 2001 2005 2010 2015 2017 

64 14.1 14.8 11.3 9.5 9.8 66 10.4 8.0 7.2 5.8 5.9 

46 27.6 25.2 14.3 8.5 7.0 67 8.8 6.2 6.2 5.6 5.7 

09 19.1 16.9 14.3 8.4 6.3 46 11.6 8.3 6.7 5.0 5.0 

62 6.0 6.2 6.5 5.3 4.2 50 8.5 5.6 4.8 3.9 4.2 

61 1.5 4.4 5.7 4.7 4.0 95 4.8 4.2 3.3 3.2 3.7 

42 3.3 3.3 3.5 3.7 3.5 60 2.1 2.5 3.1 3.2 3.7 

65 3.8 7.1 5.3 3.4 3.2 65 4.9 4.5 4.4 3.9 3.6 

52 0.4 0.3 2.4 3.1 3.2 63 4.5 4.2 3.9 3.2 3.2 

03 16.8 13.5 10.5 4.9 2.9 43 2.8 4.5 2.3 2.2 3.1 

16 1.8 3.9 5.1 3.9 2.8 54 1.3 2.1 2.3 2.5 3.0 

Source: The author calculated according to the data of TRADE MAP 

Meanwhile, China has a high comparative advantage for groups such as: Umbrellas, sun 

umbrellas, walking sticks, seat-sticks, whips, riding-crops and parts thereof (HS66 ); Prepared 

feathers and down and articles made of feathers or of down, artificial flowers, articles 

... (HS67); Manufactures of straw, of esparto or of other plaiting materials, basketware and 

wickerwork (HS46); Silk (HS50 ); Headgear and parts thereof (HS65 ); Toys, games and sports 

requisites, parts and accessories thereof (HS95 ); ... 

Assess about the shift of the comparative advantage structure, table 4 shows that, in the 

period 2001-2010, Vietnam's comparative advantage is relatively positive. Comparative 

advantage structure has shifted from raw and pre-processing products into processed products. In 

the structure of processed products, the proportion of processed products with added value and 

high technology content has gradually increased. However, the comparative advantage 

structure of Vietnam is still largely based on agricultural products and low-end products such as 

textiles, footwear, wood and wood products…, since 2011 more new products have been added, 

such as higher processing phones, computers and components. For China, the total number of 



2086 

commodities with comparative advantage in 2001 was 46, then dropped to 44 in the 2010 and 

2017; comparative advantage is mainly based on the mix processed products, machinery and 

means of transport, and the structure of comparative advantage still have quite a 

positive shift from the raw products into semi-processed and processed products. 

Thus, it can be seen that Vietnam and China both have their own comparative advantage in 

the structure of their exports, showing that the trade relations between the two countries are 

complementary. Comparative advantages of the two countries are mostly labor-intensive and low 

value added goods. However, China has a higher proportion of manufactured goods in the 

comparative advantage structure than in Vietnam. 
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Table 4. Comparative advantages of Vietnam and China 

Group of 
goods 

Vietnam China 

2001 2010 2017 2001 2010 2017 

Number 
of item 
codes 

Structure 
(%) 

Number 
of item 
codes 

Structure 
(%) 

Number 
of item 
codes 

Structure 
(%) 

Number 
of item 
codes 

Structure 
(%) 

Number 
of item 
codes 

Structure 
(%) 

Number 
of item 
codes 

Structure 
(%) 

Live animals 
and animals; 
animal fat/ 
vegetable oil; 
Processed 
food and 
beverages 
(From HS01-
HS24) 

16 47.1 10 28.6 7 25.0 8 17.4 6 13.6 5 11.4 

Minerals 
(HS25-HS27) 

1 2.9 1 2.9 1 3.6 1 2.2 0 0.0 0 0.0 

Chemicals 
(From HS28-
HS40) 

2 5.9 2 5.7 1 3.6 2 4.3 first 2.3 3 6.8 

Mixed 
processed 
products 
(HS41-HS83) 

13 38.2 20 57.1 15 53.6 28 60.9 28 63.6 28 63.6 

Machinery, 
means of 
transport 
(HS84-HS93) 

0 0.0 0 0.0 1 3.6 4 8.7 6 13.6 5 11.4 

Others (From 
HS94-HS99) 

2 5.9 2 5.7 3 10.7 3 6.5 3 6.8 3 6.8 

Total number 
of goods have 
comparative 
advantage 

34 100 35 100 28 100 46 100 44 100 44 100 

Source: The author calculated according to the data of TRADE MAP 
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3.4. The level of intra-industry trade between Vietnam and China 

Intra-industry trade is the simultaneous export and import of products in the same industry. Intra-industry trade creates more gains from 

international trade, economies of scale, and increased choice. By engaging in intra-industry trade, a country can reduce the number of products 

it produces at the same time and increase the diversity of its consumer goods in the domestic market. 

The Intra-industry trade (IIT) between Vietnam and China are presented in Table 5, which only includes a number of commodity groups 

with high intra-industry trade index in 2017 (including 25 groups of goods have the highest intra-industry trade index). Some of the groups with 

high IIT index are: Raw hides and skins (other than furskins) and leather (HS41); Optical, photographic, cinematographic, measuring, checking, 

precision, medical or surgical ... (HS 90); Electrical machinery and equipment and parts thereof, sound recorders and reproducers, television... 

(HS85); Footwear, gaiters and the like, parts of such articles (HS64); Edible fruit and nuts, peel of citrus fruit or melons (HS08); Beverages, 

spirits and vinegar (HS22); Coffee, tea, maté and spices (HS09); Mineral fuels, mineral oils and products of their distillation, bituminous 

substances, mineral ... (HS27); Salt, sulphur, earths and stone, plastering materials, lime and cement (HS25);... Including The 13 ITT categories 

are larger than 0.8, accounting for 47.2 % of total trade between Vietnam and China. In general, the level of intra-industry trade between 

Vietnam and China is quite high, reflected in the proportion of the number of groups with high intra-industry trade in total trade turnover 

between the two countries. The proportion of the commodity groups of intra-industry trade index equal to or greater than 0.5 in 2017 accounts 

for about 51.6% of total trade between Vietnam and China. 

Table 5. Group of items have high IIT 

HS code 
2001 2005 2010 2015 2017 

IIT Proportion2 (%) IIT Proportion (%) IIT Proportion (%) IIT Proportion (%) IIT Proportion (%) 

41 0.228 0.388 0.086 0.783 0.473 0.377 0.713 0.351 0.993 0.277 

90 0.043 0.310 0.228 0.472 0.280 1.257 0.313 2.583 0.960 3.202 

23 0.182 0.338 0.261 0.156 0.388 0.363 0.785 0.315 0.945 0.290 

27 0.489 34.782 0.716 31.607 0.981 12.062 0.745 2.759 0.936 1.864 

85 0.344 2.342 0.435 5.768 0.489 15.843 0.956 25.118 0.924 34.094 

15 0.003 0.677 0.136 0.048 0.850 0.074 0.683 0.021 0.924 0.016 

52 0.203 0.890 0.076 2.665 0.449 5.001 0.843 3.606 0.880 3.072 

06 0.683 0.006 0.000 0.003 0.602 0.009 0.318 0.011 0.870 0.008 
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HS code 
2001 2005 2010 2015 2017 

IIT Proportion2 (%) IIT Proportion (%) IIT Proportion (%) IIT Proportion (%) IIT Proportion (%) 

25 0.154 0.242 0.160 0.275 0.972 0.236 0.953 0.091 0.864 0.105 

21 0.038 0.104 0.102 0.052 0.219 0.086 0.996 0.186 0.852 0.273 

64 0.438 0.743 0.976 1.063 0.764 1.164 0.977 2.018 0.824 2.084 

42 0.896 0.061 0.834 0.117 0.487 0.227 0.861 0.320 0.815 0.490 

08 0.230 1.992 0.863 1.641 0.900 1.922 0.942 1.823 0.803 1.432 

43 0.000 0.008 0.005 0.095 0.008 0.088 0.592 0.296 0.746 0.181 

71 0.000 0.006 0.319 0.005 0.002 0.136 0.280 0.071 0.728 0.041 

09 0.812 0.456 0.370 0.114 0.457 0.167 0.992 0.175 0.724 0.358 

03 0.044 0.323 0.571 0.448 0.769 0.281 0.900 0.152 0.655 0.278 

78 0.017 0.038 0.000 0.030 0.122 0.109 0.075 0.056 0.654 0.015 

61 0.057 0.302 0.194 0.597 0.057 2.688 0.249 2.909 0.628 1.295 

19 0.414 0.038 0.234 0.061 0.631 0.019 0.771 0.029 0.627 0.032 

22 0.001 0.075 0.002 0.021 0.078 0.008 0.945 0.028 0.625 0.022 

28 0.012 2.024 0.003 1.532 0.014 0.807 0.671 0.602 0.607 0.571 

97 0.000 0.000 0.136 0.001 0.081 0.001 0.024 0.001 0.604 0.000 

20 0.635 0.031 0.177 0.042 0.325 0.061 0.258 0.174 0.579 0.153 

01 0.114 0.002 0.000 0.002 0.415 0.002 0.401 0.002 0.564 0.007 

Source: The author calculated according to the data of TRADE MAP 
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3.5. Assess the effects of the US -China trade war on trade relations of the two countries 

The US-China trade war started officially when the US imposed import tariffs of 25% on 

goods from China on June 07, 2018, of which 90% is in material goods production. Immediately, 

Beijing announced the imposition of similar taxes on 545 items imported from the US, including 

agricultural products, vehicles and seafood. The total value of imports of these commodities 

from the US to China annually is 34 billion USD (An Huy, 2018). 

The widespread retaliation of two major trading partners could be a bleak future for weaker 

countries. With the overall growth of the world economy, the reversal of the global trading 

environment will have a direct impact on the economic growth of all nations. In 2017, according 

to the World Trade Organization (WTO), global trade growth is expected to reach 4.7%, but by 

2018, this growth may be less predictable. 

If these tensions are not resolved, the production chain can be adjusted to adapt to the new 

barrier. This will cause many countries to lose benefits even if they are not listed on the list of 

countries subject to sanctions imposed by the United States and China, of course, Vietnam is no 

exception to that list. However, in the short-term Vietnam is less affected by this tension because 

the sectors that the United States punished China are not the main export sectors that 

Vietnam exports to China. Vietnam is also at the bottom of the global production chain, so the 

US-China trade tension will hardly change the trade relations between China and Vietnam in the 

short term. 

However, in the long run, the imposition of sanctions on other sectors will have 

unpredictable consequences. The trade war could spur the influx of Chinese goods into Vietnam 

after the devaluation of the Yuan and Chinese goods could not export to the United States as 

much as before. If China wants to maintain its capacity and growth, it must find new 

markets. One of the potential markets for this country may be Vietnam. In the opposite direction, 

China will also focus more on the domestic market, causing the demand for imports from 

countries, including Vietnam, is reduced. This is a big challenge for Vietnam when our export 

size is equivalent to 93% of GDP in 2017, of which China is Vietnam's third largest export 

market. 

4. Conclude 

The economic and trade relations between Vietnam and China have been restored and 

developed rapidly. China has become one of the biggest trading partners of Vietnam since the 

early 2000s. Through the analysis of current status and calculation of trade indicators (TII, RCA 

and IIT), the results show that: 

First, Vietnam and China increasingly become important trade partners of each other. This 

is reflected in the trade intensity index between Vietnam and China tended to increase over the 

years. 

Second, Vietnam and China have their own comparative advantage in the structure of their 

exports, showing that the trade relations between the two countries are complementary. 
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Comparative advantages of the two countries are mostly labor-intensive and low value added 

goods. However, China has a higher proportion of manufactured goods in the comparative 

advantage structure than Vietnam. 

Third, the level of intra-industry trade between Vietnam and China is quite high, reflecting 

the high proportion of intra-industry trade in total trade volume between the two 

countries. However, the proportion of processed products in the structure of exports from 

Vietnam to China is not high, the trade balance between the two countries is unbalanced… 

The US-China trade war will trigger a reversal of the global trade environment. However, 

in short term, the trade context of the Vietnam - China less affected by this tension. But in 

the long term, the sanctions are expanded to different sectors will can have unpredictable effects. 

Endnotes 

1. HS code (Harmonized System) is a harmonized list of goods (Ministry of Finance, 

2011). 

2. Proportion in total trade between Vietnam and China 
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Abstract: This study is conducted to evaluate the differences of the accounting standard 

“Earnings Per Share” and “Interim Financial Reporting” about financial statement 

presentation of FDI firms under Vietnamese Accounting and International Accounting 

(IAS/IFRS). We carried out descriptive statistics, Cronbach's Alpha, Independent T-test to 

evaluate and measure the differences of the two standards accounting about financial statement 

presentation. Research results show that those who were surveyed judged that the differences of 

financial statement presentation for “Earnings Per Share” and “Interim Financial Reporting” 

accounting standard achieved an average of 3.87 / 5; Cronbach's Alpha factor is greater than 

0.6; the results of the evaluation of the differences of financial statement presentation of male 

with female is not different. Based on the findings, the authors propose some suggestions about 

financial statement for FDI firms.  

Keywords: financial statement presentation, Vietnamese Accounting, International 

Accounting (IAS/IFRS). 

 

1. Introduction 

There were 13,724 FDI firms in Vietnam as at 31 December 2016, in which 11,736 firms 

are 100% foreign owned firms, making up 85.5% (general statistics office, 2016). In FDI firms, 

there are many multinational Corporations in Vietnam with good business results, which attract a 

large number of employees such as Unilever, P&G, Pepsico Foods. Currently, FDI firms form 

two sets of financial statements, one complying with Vietnamese Accounting Standards and one 

complying with IFRS or requirements from holding companies (Tran, 2016). The differences of 

financial statements under Vietnamese accounting standard and IAS/IFRS in FDI firms result in 

many problems such as the compatibleness of financial statements under Vietnamese accounting 
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standard and increasing the fees for converting financial statements from Vietnamese accounting 

standard into IAS/IFFRS.  

There are many researchs have referenced to the differences of financial statement in FDI 

firms under Vietnamese Accounting and International Accounting (IAS/IFRS): According to Le 

(2007), the difference under VAS 15 and IAS 11 in the construction contracts is derived from the 

characteristics of the Vietnamese economy, the market economy managed by the State with the 

large influence of tax on accounting. Le (2011) suggests two reasons for the differences under 

VAS and IAS: (i) The direct reason: VAS was edited based on the corresponding IAS/IFRS; (ii) 

the reason of accounting environment: The author's view is that the young capital market of 

Vietnam was established and has been operated over 10 years is one of the most influential 

economic factors. Doan (2013) studied the application of IAS 19 to accounting recognition for 

pensions of current conditions in Vietnam, clarify the difference in accounting records related to 

pension funds between Vietnam and other countries in the world, propose some guidelines to 

apply this standard in real situation in Vietnam in the future. Deloitte (2016) pointed the 

differences between Vietnamese accounting and international accounting into two aspects, i.e. 

differences in presentation of financial statements and differences in chart of accounts. Nguyen 

(2017) found that recording economic events had effects on presentation of financial statements. 

However, there are deviations between two accounting frameworks because IFRS is designed on 

principle-based accounting whereas Vietnamese accounting basically is designed on rule based 

accounting and in the orientation of principle based accounting in the future… 

From the above reasons, the research about the differences of the accounting standard 

“Earnings Per Share” and “Interim Financial Reporting” about financial statement presentation 

of FDI firms under Vietnamese Accounting and International Accounting (IAS/IFRS) are 

necessary.  

2. Vietnamese Acounting and IASs of “Earnings Per Share” and “Interim Financial 

Reporting” 

2.1. Vietnamese Acounting of “Earnings Per Share” and “Interim Financial Reporting  

Vietnam Accounting Standard (VAS) and Circular No. 200/2014 (Ministry of Finance, 

2014) have conducted the enterprise accounting system, have stated contents of two standards as 

below: 

VAS 30 “Earnings Per Share” presents principles and methods accounting in determining 

and presenting Earnings Per Share for comparing the performance between joint stock company 

in the jointly reporting period and the performance of the firms in reporting periods.        

The contents of VAS 30 include: (i) Earnings Per Share, (ii) Profit or loss to calculate 

Earnings Per Share, (iii) Quantity shares to calculate Earnings Per Share, (iv) Impairment of 

share interest, (v) Profit or loss to calculate Impairment of share interest, (vi) Quantity shares to 

calculate Impairment of share interest, (vii) impairment loss of potential common shares, (viii) 

retrospective adjustments, (ix) financial statements presentation and (x) Notes of financial 

statements presentation. 
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Besides, Earnings Per Share were mentioned by Circular No. 200/2014 about transaction 

Business Cooperation Contract accounting, set up and income statement presentation. 

VAS 27 “Interim Financial Reporting” states regulation the minimum content of Interim 

abstract financial reporting, the record and evaluation principles have to administrate to set up 

and Interim Financial Reporting presentation. Interim Financial Reporting is update and reliable 

can help investors, creditors and others about the ability to generate revenue the more 

understand, cash flow, finance and the faculty of firms. 

The contents of VAS 27 include: content of Interim Financial Reporting, content of Interim 

abstracts Financial Reporting, form and content of Interim Financial Reporting, presentation to 

conform to VAS and system Vietnam accounting and others. 

Besides Interim Financial Reporting were mentioned by Circular No. 200/2014: The period 

of presenting financial statement includes the quarterly financial statement (include 4 quarters) 

and financial statement semester; the subject was presented Interim Financial Reporting, Interim 

Financial Reporting is the one of financial statement in firms, Interim Financial Reporting 

include Interim full Financial Reporting and abstract, the principle and presentation Cash flow 

statement,  the principle and presentation Note of finance statement.  

2.2. IAS for “Earnings Per Share” and “Interim Financial Reporting”  

IAS 33-Earnings Per Share’ sets out how to calculate both basic earnings per share and 

diluted earnings per share. IAS 33 applies to all of units that shares publicly transaction or to 

issue shares to the public on stock market history and other units have the choice to announce 

earnings per share. IAS 33 states accounting method, presentation and disclosure. 

(i) Accounting method: Basic EPS is calculated by dividing profit or loss attributable to 

ordinary equity holders of the parent entity (the numerator) by the weighted average number of 

ordinary shares outstanding (the denominator) during the period. Diluted EPS is calculated by 

adjusting the earnings and number of shares for the effects of dilutive options and other dilutive 

potential ordinary shares. The effects of anti-dilutive potential ordinary shares are ignored in 

calculating diluted EPS. 

(ii) Presentation and Disclosure 

Presentation: Basic ESP and Diluted ESP were presented on income statements salient the 

same for the kind of often shares with acting other. Even basic loss per share and Diluted loss per 

share was reported, too. 

Disclosure: If EPS is presented, the following disclosures are required: 

The amounts used as the numerators in calculating basic and diluted EPS, and a 

reconciliation of those amounts to profit or loss attributable to the parent entity for the period. 

The weighted average number of ordinary shares used as the denominator in calculating 

basic and diluted EPS, and a reconciliation of these denominators to each other. 
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Instruments (including contingently issuable shares) that could potentially dilute basic EPS 

in the future, but were not included in the calculation of diluted EPS because they are antidilutive 

for the period(s) presented. 

A description of those ordinary share transactions or potential ordinary share transactions 

that occur after the balance sheet date and that would have changed significantly the number of 

ordinary shares or potential ordinary shares outstanding at the end of the period if those 

transactions had occurred before the end of the reporting period. Examples include issues and 

redemptions of ordinary shares issued for cash, warrants and options, conversions, and exercises. 

The contents of IAS 34 - Interim Financial Reporting include: IAS 34 allows Interim 

Financial Reporting with minimum content and record and calculation principle, (ii) the scope, 

(iii) accounting method, (iv) disclosure: Interim Financial Reporting, financial statements. 

3. Theories and Methodology 

3.1. Theories 

Scientific theories is the gathers concepts, definition and hyppothesis, systematic 

presentation to pass connections between concepts with explaination aim and forecast scientific 

phenomenon (Nguyen and Nguyen, 2011). 

Using Scientific theories concepts, this study had searched Scientific theories often to use 

for the study of accounting foundation: (i) Contingency Theory; (ii) Theory of Accounting and 

Control. We choose two theories because both of them have used for personal and organization. 

Personal is the accountant in FDI firms, auditor; the organization are FDI firms. 

3.1.1. Contingency Theory 

Contingency Theory was analysed and conclusion by Otley (1980); Ferreira and Otley 

(2005): there is not only effect management system is accord for all organizations and all 

circumstances because the special characteristics of the system and the effect of it will be depend 

on the special particular of organization and agents belong to contextual. In field of accounting, 

this theory was used by studies to explain the connection between factors as the size of 

enterprise, the effect of internal control system, the independence audit, the level of staff to the 

effect of accounting mission in firms (Ahmad & Mohamed Zabri, 2015). 

Using the theory for this study  

The theory help us to make ideas about the influence of factor as economic, politics, 

culture, legal ... to the differences of financial statements under VAS and IAS/IFRS, to set up the 

contents for interview history, surveys.    

There are specific characteristics about the territory, economic, politics, culture, legal ... in 

the each country. There are factors to influence the differences of financial statements and 

accounting of the country and the world. 
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3.1.2. Theory of Accounting and Control  

Theory of Accounting and Control was proposed by Sunder (1997). Base on the 

organization theory of Simon (1945) to develop, Sunder had approached the contract with 

company theory – this theory was disseminated in the science organizations and micro 

economic. His opinion, the company is to gather contracts between agency. He classified the 

agency became six other group base on the desired features and benefits, include: Customers, 

staffs, auditors, creditors, shareholders and Government.  

The manager's job is to use resources to maintain the balance through the distribution of  

benefits. In order to allocate benefits, the company relies on criteria such as measuring the 

contribution of each agent through negotiation. However, the information of the cost will not be 

shared to all agents in detail,  on the other hands, the information disparity, especially as this 

information is reflected in the financial statements, the agents' limitation of knowledge is not 

fully understood ;therefore, the agent has no basis to trust the information provided. 

To resolve the imbalance of information, all the agents expect the standardization during 

the company's implementation so as to create reliability from the company's source of 

information. 

Using the theory for this study  

A company will contract with agents such as investors, suppliers, shareholders, and 

customers ... The others who are involved have a financial interest in the company; they use the 

company's financial statements as a common source of information to predict the time, quantity 

as well as the level of benefits they can earn from the company. However, the difference of 

financial statements under VAS and IAS/IFRS will cause the imbalance of information among 

the involved and the government budget management agencies. Therefore, it is necessary to 

reduce the difference between VAS and the IAS/IFRS on Financial Statements in order to 

improve the comparability of the Financial Statements in accordance with the International 

Monetary Fund standards and to ensure the Government's revenue from the companies. 

3.2. Research Methodology 

We used a qualitative research methodology basing on in-depth interviews with 3 

lecturers with extensive experiences in accounting in FDI firms of the National Economics 

University, University of Labor and Social Affairs and Trade Union University in Vietnam. At 

the same time, we interviewed 4 experts working as chief accountants in FDI Vietnam 

corporations, 3 experts working as auditors in independent auditing company. The results of 

the interviews includes the differences of accounting standard “Earnings Per Share” and 

“Interim Financial Reporting” about financial statement presentation between Vietnamese 

Accounting and International Accounting (IAS/IFRS).  Based on the results of qualitative 

research and the inheritance of previous studies, we design the model. Based on the results of 

qualitative, we adjust, complete attributes in the survey questionnaire to perform the 

quantitative method.. 
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Inheriting the results conducted by Tran (2013), Tran and Do (2017), we identify the 

differences of accounting standard “Earnings Per Share” and “Interim Financial Reporting” 

about financial statement presentation between Vietnamese Accounting and IAS/IFRS (KB) 

including four attributes as: 

(i) KB1: Presentation, disclosure Interim Financial Reporting 

(ii) KB2: To record content Earnings Per Share 

(iii) KB3: Evaluation content Earnings Per Share 

(iv) KB4: Presentation, disclosure Earnings Per Share 

Then, we conducted a questionnaire consisting of four variables with a 

5-point Likert scale, from 1 “not different” to 5 “very different”. The method of data collection 

was done through the survey and subjects are chief accountants, general Accountant in FDI firm 

and auditors doing in independent auditing company in Vietnam. 

We sent 250 questionnaires and received the feedback of 225. After checking the 

information on the votes, there are 205 questionnaires with full information for data entry and 

analysis, the size of this sample is consistent with study of Gorsuch (1983).  

We used both qualitative and quantitative approaches for analysis data. SPSS is a tool to 

support us to have descriptive statistics, Cronbach's Alpha, Independent T-test for evaluating and 

measuring the differences of accounting standard “Earnings Per Share” and “Interim Financial 

Reporting” about financial statement presentation between Vietnamese Accounting and 

International Accounting (IAS/IFRS). 

Based on above analysis and discussion with experts in accounting and auditing, we 

proposed research model as below: 

 

Figure 1: Differences of Financial Statement Presentation under Two Perspectives 

Accountants including general accountant, chief accountants had used Vietnamese 

Accounting and IAS/IFRS to set up financial statement under Vietnamese Accounting and 

IAS/IFRS.  

Auditors and auditing assistant doing in independent auditing company in Vietnam who 

had full professional knowledge, professionally proficient for the subject research. There are FDI 

firms that had signed the contract with the independent auditing company to rent to set up 

Evaluation of accountant in 
FDI firms The differences of 

financial statement 
presentation between 

Vietnamese Accounting 
and IAS/IFRS 

Evaluation of auditors 
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financial statement under IAS/IFRS; auditors doing in independent auditing company are person 

of great learning about financial statement under Vietnamese Accounting and IAS/IFRS. In 

addition, they had used Vietnamese Accounting and IAS/IFRS to audit the financial statement. 

Besides they had constructed, perfected VAS. 

4. Results and Discussions 

4.1. Results 

Descriptive statistics  

Information of data collected is shown in Table 1 as below: 

Table 1: Respondents by Gender and jobs 

  Frequency Percent Valid Percent Cumulative Percent 

Valid Male 55 26.8 26.8 26.8 

Female 150 73.2 73.2 100.0 

Total 205 100,0 100.0  

Valid Accountant in FDI firm 150 73.2 73.2 73.2 

Auditor 55 26.8 26.8 100.0 

 Total 205 100.0 100.0  

Data in Table 1 show that among the 205 respondents, male accounted for 26.8%, while 

the remaining 150 were female, accounted for 73.2%. Of these, 150 respondents from the 

accountant in FDI firms accounted for 73.2%; 55 worked as auditors in independent auditing 

company accounted for 26.8%. 

Table 2: Descriptive Analysis of Attributes of the differences of financial  

statement presentation between Vietnamese Accounting and IAS/IFRS 

 N Minimum Maximum Mean Std. Deviation 

KB1 205 1 5 3.82 .923 

KB2 205 1 5 3.78 .907 

KB3 205 1 5 3.83 .799 

KB4 205 1 5 4.04 .772 

Valid N (listwise) 205   3.87  

Data in Table 2 illustrate that the respondents agree with the dependent variables of "the 

differences of financial statement presentation between Vietnamese Accounting and IAS/IFRS" 

including four attributes are quite high, there is an average of 3.87 compared to the highest of the 

Likerts 5-point scale. All 4 attributes are rated at an average of 3.78 or higher.  

Analysis Cronbach’s Alpha 

The differences of financial statement presentation between Vietnamese Accounting and 

IAS/IFRS is measured by the Cronbach's Alpha with coefficient of 0.810. Results of testing 

Cronbach’s alpha of attributes are presented in Table 3 as below: 
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Table 3: Results of Cronbach’s Alpha Analysis of Attributes 

 
Scale Mean if Item 

Deleted 
Scale Variance if Item 

Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if 

Item Deleted 

KB1 11.65 3.964 .705 .721 

KB2 11.70 3.977 .721 .713 

KB3 11.64 4.359 .722 .719 

KB4 11.43 5.423 .386 .806 

Data above show that attributes of the dependent variables have a Cronbach's Alpha 

coefficient greater than 0.6 and are less than the common Cronbach's Alpha coefficient; the 

correlation coefficient of all attributes is greater than 0.3, so all the attributes of the dependent 

variables are statistically significant (Hoang and Chu, 2008). 

Independent T-test 

Comparing the results of the differences of financial statement presentation between 

Vietnamese Accounting and IAS/IFRS between men and women is shown in table 4 as below:  

Table 4: Differences of the differences of financial statement presentation  

between Men and Women - Independent Samples Test 

 

Levene's Test 
for Equality 
of Variances 

t-test for Equality of Means 

 

F Sig. t df 
Sig. (2-
tailed) 

Mean 
Difference 

Std. Error 
Difference 

95% Confidence 
Interval of the 

Difference 

Lower Upper 

KB Equal variances 
assumed 

1.421 .235 -.290 203 .772 -.03121 .10750 -.24317 .18074 

Equal variances 
not assumed 

  -.263 81.276 .793 -.03121 .11857 -.26712 .20469 

Results of Table 4 show that (i) Sig Levene's Test = 0.235 more than 0.05; the variance 

between the two groups is not different; and (ii) Sig value T-Test = 0.772> 0.05 There is no 

statistically significant difference in the level of the different of financial statement presentation 

between Vietnamese Accounting and IAS/IFRS of accountants and auditors by workers who 

have different genders (Hoang and Chu, 2008). 

Comparison of the results of the differences of financial statement presentation between 

Vietnamese Accounting and IAS/IFRS of accountants in FDI firms and auditors is presented in 

Table 5 as below: 
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Table 5: The differences of financial statement presentation  

between Vietnamese Accounting and IAS/IFRS among Evaluation of Accountants  

in FDI firms & Auditors – Independent Test 

 

Levene's Test for 
Equality of 
Variances 

t-test for Equality of Means 

F Sig. t df 
Sig. (2-
tailed) 

Mean 
Difference 

Std. Error 
Difference 

95% Confidence 
Interval of the 

Difference 

Lower Upper 

KB Equal variances 
assumed 

8.426 .004 .290 203 .772 .03121 .10750 -.18074 .24317 

Equal variances 
not assumed 

  .249 75.043 .804 .03121 .12530 -.21840 .28083 

Table 5 results show that (i) Sig Levene's Test = 0.004 less than 0.05; the variance between 

the two objects in the accountants section and the auditors is different; (ii) Sig value T-Test = 

0.804 > 0.05; therefore, there is not statistically significant difference in the level of the 

differences of financial statement presentation between Vietnamese Accounting and IAS/IFRS 

of accountants by surveyors in FDI firms section and auditors (Hoang and Chu, 2008). 

4.2. Discussions 

Earnings Per Share 

In joint stock firm, earnings per share is an item related to shares. It is the compulsory 

norm in joint stock firm. Earnings per share is an important index to financial analysis in joint 

stock company and it is reflected the financial situation of a company. In addition, earnings per 

share is financial index to serve the manager division, State management agencies, credit 

institutions … so to help they make an accurate and exactly decision. Earnings per share 

influenced on the information that accountants provided as well as the subjects using the relevant 

information. This norm is presented on the balance sheet (the norm of number 339, 340, 411, 

413); on the income statements (the norm of number 70, 71), on the note of financial statements 

(the norm of number 21), cash flow in cash flow statement… 

Using VAS 30, organizations and personals are interested in the operation of enterprises 

who used the unanimous and confidence method to determine earnings per share, so to evaluate 

the real talent and the faculty of profitable in enterprises. 
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Interim Financial Reporting 

Contents IAS/IFRS Vietnamese Accounting 

IAS 34 and VAS 27- Interim Financial Reporting 

Purpose The purposes of this accounting standard to assign minimum contents, record principles and value 
determine in Interim Financial Reporting.  

Subject have to 
publish Interim 
Financial Reporting 

IAS 34’s request the contents of Interim 
Financial Reporting set up to IFRSs. 
However, IAS 34  

don’t require organizations have to make 
Interim Financial Reporting, as well as no 
regular stipulation to set up Interim 
Financial Reporting and the time 

to complete the preparation Interim 
Financial Reporting. 

To apply VAS27 for enterprises have to set up 
quarter-report according to the law in force. 

 

In the prescribed Circular No. 200/2014: The 
business that the state owns 100% charter capital or 
dominant stock holdings, organizations have the 
public interest have to set up Interim Financial 
Reporting; other business not belong to above 
content are encouraged 

to set up Interim Financial Reporting (not compel). 
Interim Financial Reporting can set up abstracts or 
full form. Owner business decided to choice abstracts 
or full form of Interim Financial Reporting, if not left 
with the rule of the law rule that the object position is 
applied. 

Time to request to 
publish Interim 
Financial Reporting 

Not mention this content. State business: Within 45 days of the end of the 
interim period. 

Other business: Within 20 days of the end of the 
interim period. 

The contents of 
Interim Financial 
Reporting 

The minimum content of the Interim 
Financial Reporting including: The 
abstracts balance sheet, the abstracts income 
statements, the abstracts statement of owned 
equity, the abstracts cash flow statement 
and the select note of finance statement. 

The same is IFRS, apart from statement of owned 
equity is presented in note of finance statement. 

Deloitte (2016): Reference Manual for Auditing 

5. Conclusions and Recommendations 

Based on the result, we confirmed that the large differences for accounting standard 

“Earnings Per Share” and “Interim Financial Reporting” of financial statement presentation 

between Vietnamese Accounting and IAS/IFRS. The differences are measured by four attributes 

(variables) including: (i) KB1: Presentation, disclosure Interim Financial Reporting; (ii) KB2: To 

record content Earnings Per Share; (iii) KB3: Evaluation content Earnings Per Share; (iv) KB4: 

Presentation, disclosure Earnings Per Share. 

Recommendations 

FDI firms should take specific measures in the direction of what to do and how to reduce 

the differences of financial statements under VAS and IAS/IFRS.   

FDI firms need to develop and improve their corporate culture. The rules and regulations 

of enterprises should be built in the direction that is identical with the FDI firms in the industry, 

both have characteristics and fit the business production process of the enterprises and the 

business objectives. 
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FDI firms need to develop accounting resources in both quantity and quality: 

(i) Provide financial support for the training and retraining of accounting staff to work 

according to the characteristics of the enterprise, facilitate advanced study accounting in the 

country and even abroad to gain a deeper knowledge of business in Vietnam's international 

integration process. This must be done regularly for accountants in FDI firms to keep up with 

changes in the management mechanism. 

(ii) Regularly examine and assess knowledge of law and accounting, dealing with practical 

experience of transactions arising in the enterprise from time to time to ensure that enterprise 

accountants must always have strong professional work efficiency to avoid material 

misstatements. 

(iii) FDI firrms need to develop and carry out a plan on investment in information 

technology equipment in order to improve the capability of applying information technology in 

enterprises, thus overcoming the effect of the " information technology is limited". 

(iv) In addition, carry out the preferential regime for specialists, accountants who are 

qualified and experienced in the field of accounting at FDI firms. 
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Summary: In the context of globalization and the trend of the economic 

internationalization  going strong now, the factor of sustainable development is the national 

interest and priority. Over 30 years of innovation and development, Vietnam's agriculture has 

gradually achieved remarkable results in terms of production, poverty reduction, food security 

and export to overseas markets... but still backward, weak, not guarantee economic growth; The 

poverty rate remains high; Unregulated natural resources lead to ecosystem imbalances, 

droughts, floods and disease occurring more frequently; The industrial revolution 4.0 which is 

taking place rapidly in the world is having a profound impact on our agriculture. Therefore, 

developing a sustainable and modern agriculture with great economic value is an important 

objective that has been identified in the economic development of the Party and State. 

Keywords: industrial revolution 4.0; sustainable agricultural development; Vietnam. 

 

1. Introduction 

Mankind enters the 21st century at the same time as the industrial revolution 4.0 begins to 

emerge as a driving force for in-depth development, which will create new technologies that will 

motivate the development of production. In particular, the industrial revolution 4.0 has had many 

impacts on social life in many sectors, including the agricultural sector. Within the framework of 

this paper, the author studies and analyzes the impact of the industrial revolution 4.0 on 

agriculture; experience in a number of countries and the need for sustainable agricultural 

development in Vietnam, thereby providing appropriate development objectives, contents and 

solutions. 

2. Overview of the industrial revolution 4.0 and agriculture 4.0 

The world starts to embrace the industrial revolution 4.0, a new production revolution 

associated with unprecedented breakthroughs in technology, related to internet connectivity, 

cloud computing, 3D printing, sensor technology, virtual reality... This new production 

revolution is expected to have a powerful impact on all nations, governments, businesses and 

citizens around the globe, as well as fundamentally change the way we live, work and produce. 
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The essence of the industrial revolution 4.0 is based on the digital technology platform and 

integrates all the smart technologies to optimize the manufacturing method and process. The new 

era of investment, productivity and raising living standards is thanks to human creativity and will 

have a profound impact on the political, social and economic systems of the world. The 

industrial revolution 4.0 has the following characteristics: 

Firstly, thanks to the ability to connect through mobile devices and access to large 

databases, information processing capabilities will be multiplied by technological breakthroughs 

in many areas. 

Secondly, the speed of the industrial revolution 4.0 is unprecedented in history. While 

previous industrial revolutions took place at linear rates, the pace of development of the 

industrial revolution 4.0 now is exponential. 

Thirdly, this revolution has fundamentally changed the way people create products, thereby 

creating "revolution" in the organization of production chains - values. The breadth and depth of 

these changes signal the dramatic transformation of the whole system of production, 

management and governance of human society. 

As in other industries, the industrial revolution 4.0 has been occurring in agriculture. The 

concept of the European Agricultural Machinery (2017). 

Agriculture 1.0 appeared in the early 20th century, operating with the labor-intensive, low-

productivity system. This agriculture was capable of feeding the population but required large 

numbers of small farmer household and one third of the population involved in the production of 

raw materials. 

Agriculture 2.0, which was a green revolution, began in the 1950s, beginning with the 

improved dwarf wheat variety, but relied heavily on nitrogen fertilization, the use of pesticides, 

and synthetic chemical fertilizers. With specialized machines, it is possible to lower the cost and 

increase the productivity, then increase profits for all parties involved. 

Agriculture 3.0, from the improvement of efficiency, raised profits thanks to the initiative 

and innovation to reduce costs, improve quality, introduce different products. It started when the 

global positioning system (GPS) was used to locate and navigate for the first time. The second is 

the automatic control and sensor for temperature, humidity, light, nutrition, since the 1990s, the 

combine harvester is fitted with a display of productivity based on positioning GPS. The third is 

technological advancement using wireless devices (Telematics). 

Agriculture 4.0, the term was used in Germany for the first time. 

Similar to "Industry 4.0", "Agriculture 4.0" in Europe means farming and breeding 

activities linked internally and externally (can be broadly understood including aquaculture, 

forestry). This means  that  information  in  digital  form  exists  for  all  farm  sectors  and  

processes; communication with external partners such as suppliers and end customers is  

likewise carried out electronically and data transmission, processing, and analysis are automated. 

Using internet devices can facilitate the management of large amounts of data and internal 
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connections with external partners. Other terms commonly used are "Intelligent Agriculture" and 

"Digital Cultivation", based on the introduction of intelligent agricultural devices. Intelligent 

devices include sensors, automatic regulators, technology that can be calculated as digital brain 

and communication. Agriculture  4.0  paves  the way  for  the  next  evolution,  including  the  

present operation without direct human and system-based devices that can make decisions 

automatically.   

Agriculture 4.0 covers the whole of farming and animal breeding (more broadly 

understood both for aquaculture, forestry) in research, transfer and production. Modern 

agriculture is concerned with sustainability and safety solutions. Farming is the practice of soil 

preparation, cultivating, pruning, crop rotation, care and harvesting, with a view to achieving 

higher productivity, better environmental protection, based on advances in digital technology. 

The term ‘Farming 4.0’ was used in 2010. This is dynamic and efficient farming. 

Precision agriculture is also known as the agriculture that can feed the entire world 

population, forecasting 10 billion people by 2050. Precision agriculture means that agriculture 

uses sensors and intelligent algorithms to distribute water, fertilizer and pesticide, to feed the tree 

when the tree really needs, to ensure profitability, sustainability and environmental protection. 

Farmers can decide when to really irrigate and avoid the abuse of pesticides, then they will be 

able to save costs and improve yields. 

Basic features of Agriculture 4.0 are digitization of business activities from farm to 

processing, marketing and consumption through the Internet connection system, combining the 

centralized operating systems, automation and automation between the physical technology, 

biotechnology and operating technology to ensure the production and business process in 

continuous, effective and sustainable manner. 

Agriculture 4.0 has the advantage of: create high quality and productivity agricultural 

products, even in unfavorable conditions; The working conditions of the workers are better, 

through the mobile connection, sitting at home that farmers are still able to know the changes in 

the plot of plants in the field and each poultry box, each animal on order to make right, effective 

decisions; connect efficiently between production, processing, distribution with customers and 

better meet the needs of the market; Save resources and reduce costs; Create more job 

opportunities for skilled workers; Help to restructure the economic sectors; Change the strategy 

of growth from resource-based to innovation and creativeness. 

3. Some issues of sustainable agricultural development in Vietnam 

3.1. The concept of sustainable agricultural development 

The term "sustainable development" was first used in 1980 in the World Conservation 

Strategy (published by the International Union for Conservation of Nature and Natural 

Resources (IUCN)) with a very simple content "Human development does not only focus on 

economic development but also respects the inevitable needs of society and the impact on the 

ecological environment." This concept was widely disseminated in 1987 by the World 

Development and Environment Commission's Brundtland Report (now the Brundtland 
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Commission). The report clearly stated "Sustainable development is a development that meets 

current needs without compromising the ability of future generations to meet the needs of the 

future"1. Together with the concept of "sustainable development", the concept of sustainable 

agricultural development is studied by researchers from different fields and gradually improved. 

In the last decades of the twentieth century, the major problems of agricultural production 

were: protection of the soil environment, water resources and conditions for sustainable farming. 

The goal of sustainable agricultural development is to create an ecologically sustainable system 

that is economically viable and capable of satisfying human needs without destroying land 

without environmental pollution.  Due to the importance of agriculture in the development of 

each country, the development of agriculture in general and the development of sustainable 

agriculture in particular always receive the deep concern of the social community. 

The Food and Agriculture Organization (FAO) of the United Nations discussed the 

sustainable agricultural development (in 1992) and defined: Sustainable agricultural 

development is management and conservation, organizational and technology changes to meet 

the increasing demands of the human being both now and in the future. Such development of 

agriculture will ensure no harm to the environment, no degradation of resources, technical and 

technological relevance, economic efficiency and social acceptance. 

According to the FAO Technical Committee, sustainable agriculture includes the efficient 

management of resources to meet the increasing needs of people while maintaining or enhancing 

the quality of the environment and the preservation of the nature2.  

The World Organization of ecology and environment (WOED) also defines sustainable 

agricultural development as follows: Sustainable agriculture is an agriculture that satisfies the 

needs of the present generation without doing reduce that ability for future generations. 

From the above-mentioned points of view, many points are in line with the reality of 

Vietnam. It can be understood that sustainable agricultural development is a process of rational 

use of natural resources, that the aim is to create a system of socio-economic and environmental 

sustainability to meet current agricultural development needs without compromising the ability 

to meet the needs of future development and socially acceptable. 

For each locality, depending on the natural, economic, social and specific conditions of its 

agricultural sector, it aims to develop sustainable agriculture on the basis of promoting its 

potentials and strengths and also meets the requirements of different levels of green, clean and 

eco-friendly environment agriculture. 

3.2. Impact of the industrial revolution 4.0 on Vietnamese agriculture 

Industrial Revolution 4.0 is strongly influencing all aspects of social life. Particularly for 

the agriculture sector: With increasing automation and digital application in the production 

process, natural resources and unskilled workers are gradually losing their advantages; As a 

result of the gradual shift towards high-skilled labor, the 4.0 revolution has a positive impact. 
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The development of biotechnology allows the selection of new plant and animal species 

suitable for use, which will have a dramatic impact on the productivity and quality of plants and 

animals, thereby increasing added value in each agricultural product. 

New inventions in the field of information technology can increase farmers' adaptability to 

changes by increasing access to weather and market information and digital technologies help 

farmers make more informed decisions about the time and the crop, as well as the time and place 

of sale of the crop. In addition, information technology development will reduce the time and 

cost of transportation during the contract negotiation, crop evaluation and repayment of loans. ... 

Also, connections between producers, carriers and consumers are easier. 

"Agriculture is a strength of our country in the industrial revolution 4.0", said Prime 

Minister Nguyen Xuan Phuc at the Vietnam ICT Summit on 24 September 2016. However, as 

with other sectors, agriculture also faces challenges such as over-abundance of agricultural labor, 

inequality between low-tech farmers and high-tech farmers… 

 

Figure 1: Smart Agriculture Solutions by VNPT Technology. The solutions are currently being 

implemented at the Delco Farm project of over 6 hectares in Bac Ninh. This is a provincial 

project to build a smart agricultural system in combination with education and training. 

Industrial revolution 4.0 is no longer pure agriculture. New technology that can help to 

fertilize at the right time with the amount needed just enough for trees, cost savings ... is 

considered one of the effective solutions to adapt agriculture to climate change. However, 

industrial revolution 4.0 also helps developed countries produce their own food with the land 

area only equal to 1/100 or 1/1000 used by developing countries with higher productivity, which 

leads developed countries not to use products from developing countries like Vietnam. 

The development potential of Vietnam is still great, but the big challenge is how to exploit 

strong and effectively the industrial revolution 4.0. Typical potential is young population 

structure. However, many forecasts show that Vietnam can only maintain this population 

structure in 20 - 25 years. Without a proper strategy, slow to innovate, Vietnam not only missed 

the golden opportunity of the industrial revolution 4.0 but could also bear the negative 

consequences of this revolution. 
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3.3. Experience of sustainable agricultural development in the world 

3.3.1. Japan‘s experience   

After the energy crisis (1973 - 1975), Japan's agriculture was in a recession with a serious 

environmental problem and people were not keen on farming, so its food depends on foreign 

countries. Recognizing that problem, the Japanese government has implemented the policy of 

developing green agriculture, sustainable development of agriculture. The model that is 

considered a model for developing countries in Asia is: 

Firstly, step up deep processing and raise the value of agricultural products. 

After the deep processing, Japan’s agricultural products has increased its values several 

times: black garlic prices increased by 10 times the regular one, ocean tuna preserved by 

advanced technology increased by six times ... with the ‘each village has a product’ model; 

Secondly, build cooperatives based on village communities. 

Build on the line of family, village community, from which to create a sustainable link, 

with the motto is the formation of concentrated production areas, overcome the situation of small 

and fragmented farming, produce typical goods of each region; 

Thirdly, build organic agriculture. 

Applied to the whole Japanese agriculture, the "clean" products become natural, the 

concept of "unclean" no longer exists. Clean Agriculture - Organic Agriculture in Japan is 

carried out in all stages: production - processing - preservation – packaging – product 

consumption. This is due to the change of consciousness, customs and consumption of the 

society. 

3.3.2. Israel's experience 

Refer to Israel, listeners often think of it as a country with a high level of agricultural 

development. Regardless of its geographical conditions, Israel remains a major exporter of 

agricultural products and a leader in agricultural technology. Therefore, learning experiences in 

agricultural development can not ignore the experience of this country to create sustainable 

agriculture. Such experiences include the following:  

First, apply high technology in the use of irrigation water. 

Israel is a country with no water resources but has a water saving technology and a good 

water treatment for green agriculture. That is how the Jews get rich from scratch. 

Second, the development of high-tech agriculture is a top priority. 

Israel's most important experience in building a modern agriculture is to invest in science 

and technology. This is not new, but without bold policies and government support it is easy to 

leave a work unfinished. An easy figure is for the power of the scientific "magic wand".  
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3.3.3. Thailand's experience 

Thailand is a country with a strong agricultural base, and now aiming for a sustainable 

agricultural development, it is implementing effective agricultural policies in many ways, 

including the following: : 

Firstly, in terms of subsidizing agricultural products, Thailand is providing subsidies to 

farmers in the following major agricultural sectors: rice, rubber, fruit, etc. Farm subsidies are not 

only offered at preferential prices for farmers, but rice farmers also enjoy other incentives such 

as buying fertilizer at low prices, free fertilizer transportation, providing high yielding varieties 

and getting loans with low interest rates from agricultural banks. 

Secondly, in terms of rural industrial policy, Thailand is a traditional agricultural country, 

with about 80% of rural population. Rural industry is therefore considered an important factor in 

improving the quality of life of farmers. To carry out this task, the Thai government has focused 

on the following tasks: restructuring the industry for rural industrial development, taking full 

consideration of the resources, considering the traditional skills, internal potentials in the field of 

production and marketing. In particular, Thailand has focused on developing key industries such 

as agricultural and marine products for export and domestic consumption. 

Thirdly, open the market door to attract strong foreign investment for agriculture, 

especially the food processing industry. The Thai government has provided initial subsidies for 

processing plants and directly invested in infrastructure such as ports, cold storage, auction floors 

and in research and development, industrial promotion and small and medium enterprise 

development. 

4. The solution of sustainable agriculture in Vietnam associated with the current 

industrial revolution 4.0.  

Against this above context, in order to develop sustainable agriculture in Vietnam in the 

direction of agriculture 4.0, it is necessary to implement the following measures: 

Firstly, continue to restructure agriculture, reform public investment and public services in 

a way that transforms agriculture based on land and cheap labor to innovative and creative 

agriculture, both to catch up with the achievements of agriculture 4.0 to promote positive 

impacts of agriculture 4.00 and to adjust to minimize the negative impacts of this change;  

Table 1. Investment capital for development of the whole society  

at current prices by each economic sector 

  Preliminary 2016 

Total 1,485,096,0 

Agriculture, forestry and fisheries 90,591,0 

Manufacturing and processing industry 436,618,0 

Financial, banking and insurance operations 25,247,0 

Education and training 51,236,0 

Health and social work activities 34,900,0 

Other activities 84,650,0 

Source: GSO, Unit: VND billion 
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Secondly, prioritize the development of agriculture 4.0 where conditions permit but do not 

rule out traditional forms of agricultural production. It is necessary to select appropriate 

technologies to the people's intellectual level and socio-economic level of each specific region in 

accordance with the market; 

Thirdly, focus on investing in innovation and creativity, applying and transferring 

technologies that are appropriate to each locality, creating a sustainable value chain for 

agricultural products; 

Fourthly, recognize and develop the land market, especially agricultural land, to facilitate 

the development of commodity agriculture, to overcome current fragmentation; 

Fifthly, encourage the start-up and innovation, integrate the trends and achievements of the 

4.0 revolution into the content of education, training and career programs to have an accessible 

labor force to develop and apply the achievements of agriculture 4.0; 

Sixthly, focus on improving the knowledge and skills of the current agricultural labor force 

so that it can meet the requirements for applying the achievements of agriculture 4.0 and / or 

moving to other occupations; 

Lastly, continue to support and provide credit to farmers, businesses, farms in the 

development and application of technology 4.0 in all sectors of the food chain. 

5. Conclusion 

Sustainable agricultural development is an indispensable trend and a target of nations. 

For the Vietnamese economy, the agricultural sector not only plays a vital role but also plays an 

important role in the development of the country, it has the ability to spread to other sectors, 

helping to increase the competitiveness and advantages of Vietnam. Establishing agriculture in 

the direction of large commodity production, applying high technology, improving product 

quality, value added and boosting exports is one of the targets mentioned in the draft report to 

submit to the 12th Party Congress. This is an important orientation for our country to develop 

sustainable. Thereby contributing to the successful implementation of the industrialization and 

modernization of the country associated with international economic integration. 

NOTE 

1. Ministry of Planning and Investment (2002), Strategic Orientation for Sustainable 

Development, Agenda 21 of Vietnam, Hanoi. 

2. Mai Thanh Cuc, Quyen Dinh Ha (2005), Rural Development Textbook, Agricultural 

University, Hanoi. 
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Abstract: The U.S. is one of Vietnam’s largest export markets. The export turnover to this 

market has increased continuously in recent years. However, Vietnam’s export to this country 

has had a lot of difficulties because of strict commercial and technical barriers. Besides, the 

changes in President Donald Trump’s new trade policy will have a great influence on Vietnam’s 

export of key commodities. Therefore, maintaining the current turnover rate or promoting 

Vietnam’s exports to the U.S. will be not easy. This article analyzes the status and structure of 

export commodities between Vietnam and the U.S. in the period 2013-2017, and then offers 

recommendations to boost Vietnam’s exports to this country. 

Keywords: trade balance of Vietnam and the U.S., Vietnam’s exports to the U.S., promote 

Vietnam’s exports, Vietnam’s trade deficit. 

 

1. Introduction  

From 2000-2017, Vietnam's trade in goods with the U.S. remarkably increased by 40 

times. Economic and trade cooperation between Vietnam and the U.S continued to grow with the 

turnover of bilateral trade reaching $ 51 billion by 2017 (General Department of Vietnam 

Customs, 2017). However, due to the fact that the US Government  has been adjusting policies 

and relations with other countries, putting its national interest above all else; in order to boost 

Vietnam’s exports to the U.S, the author collected secondary data on export commodities 

between Vietnam and the U.S. from reputable organization such as General Department of 

Vietnam Customs. Then the author used the statistical analysis method which was combined 

with data analyzing and processing to assess the current status of export commodities between 

Vietnam and the U.S in the period 2013-2017 and to propose solutions for the improvement of 

Vietnam’s exports to this country. 

2. Literature review and research model 

In the article The effects of the United States granting MFN status to Vietnam by Will 

Martin and Emiko Fukase (2000),  the direct impacts on Vietnam’s trading opportunities of the 

U.S. granting MFN treatment were first estimated by building up from the resulting level of 

tariffs applied to individual traded goods. Then, the economic impacts on Vietnam were inferred, 
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using simulations with the Global Trade Analysis model. The results revealed that the increased 

market access to the United States brings significant welfare gains to Vietnam. By granting MFN 

status to Vietnam, the United States also gains from improved resource allocation, although 

some of the gains are offset by deterioration in its terms of trade. The gains for the United States 

were estimated to be around $56 million per year. 

Brian, McCaig (2011), posed a question “Can a developing country reduce poverty by 

gaining increased market access to a large and rich country?”. The 2001 U.S. and Vietnam 

Bilateral Trade Agreement (BTA) provides an excellent opportunity to examine this question 

as, unlike other bilateral trade agreements, the U.S. tariff cuts were not influenced by 

Vietnamese industries. The first significance of this article is that the author analyzed the 

impact of Vietnam increasing market access to the U.S. on poverty of this country. The second 

significance is that the 2001 BTA reduced US tariffs. The author examined the different 

impacts of tariff reductions on Vietnam’s provinces and the impact of the BTA on the structure 

of Vietnam’s labor force. The result showed that poverty reduction in the provinces 

experiencing more tariff cuts was faster. 

In Vietnam, there have been some researches on Vietnam's exports to the U.S.; in 

particular, Dinh Thi Thu Oanh’s (2012) which presents theories relating to promotion of  

Vietnam's wood product exports to the US market, studies the status and proposes solutions to 

boost export of Vietnam’s wood products to this market. Besides, in Vo Thanh Thu’s reaseach 

(2013), Vietnam's textile and garment products were exported to over 150 countries, but the 

export to the U.S., EU and Japan accounts for over 70% of Vietnam's garment export turnover, 

especially, the export to the U.S. accounting for over 50%. The average growth rate of Vietnam’s 

textile and garment export to the US market in the period of economic crisis was 342.93% per 

year. On the basis of these figures, the author proposed some solutions for boosting Vietnam’s 

textile and garment export to the U.S. in 2013. 

The literature review above shows that there already exits several researches on Vietnam’s 

exports to the U.S. for some certain commodities. This article analyzes the status and the 

structure of export commodities between Vietnam and the U.S. in the period 2013-2017.  The 

author has chosen the research model below: 
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3. Status and structure of Vietnamese exports to the US market from 2013 to 2017 

3.1. Achievements in Vietnam’s exports to the US market 

Table 1: Vietnam-US Trade Balance from 2013 to 2017 

Value  (USD Billion) 

Share in VN’s total EX (%) 

Share in VN’s total IM (%) 

Year 
Exports 

Imports 

 
Total IM-EX 

turnover 

(USD Billion) 

Balance of 
Trade 

(USD Billion) Value Share Value Share 

2013 23,841 18.1 5,233 4.0 29,074 18,608 

2014 28,644 19.1 6,297 4.3 34,941 22,347 

2015 33,465 20.7 7,793 4.7 41,258 25,672 

2016 38,450 21.8 8,696 5.0 47,146 29,753 

2017 41,592 14.3 9,349 4.4 50,941 32,243 

Source: General Department of Vietnam Customs,  

Customs Statistical Yearbook on Imports and Exports of Vietnam. 

The research shows that Vietnam’s exports to the U.S. in the period 2011-2017 had 

significant growth: 

Firstly, since the "normalization of diplomatic relations" between the two countries on July 

11, 1995; the Vietnam-US Bilateral Trade Agreement (BTA) on July 13, 2000 and especially the 

PROMOTE VIETNAM’S EXPORTS TO THE US 

  
THE STATUS OF VIETNAM’S EXPORTS IN 

2013-2017 

SOLUTIONS TO PROMOTE VIETNAM’S 
EXPORTS TO THE US 

Achievements 
- Trade relations & 
export position have 
risen;   
 -  Export commodities 
& turnover have risen;       
- Structure of exports 
has been changed;                 
- Quality of exports has 
been improved. 

Limitations: 
-Export growth has 
been slow; 
- Domestic enterprises 
had insufficient 
knowledge of US 
market, focused on 
export quantity more 
than quality. 

Causes:                                                                 
 

- Objective causes;                                                                  
- Subjective causes. 

Opportunities and Challenges 

Solutions to promote Vietnam’s export 
in 2018-2030 

- For the government 
- For ministries / brances/ localities 
- For domestic enterprises exporting 
commodities to the U.S. 

                         Political stability and 
absence of violence 
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"Permanent Normal Trade Relations" (PNTR) in November 2007, the trade relations between 

Vietnam and the U.S. have been strongly developed. 

While the two-way trade turnover in 1995 was only $ 451 million, this figure in 2001 

increased to $ 1.4 billion (after the BTA went into effect) and reached $ 50.9 billion by the end 

of 2017, which was 112 times greater than what it was in 1995. After more than 20 years of 

normalization of relations, Vietnam has become the 12th largest source of U.S. imports, 27th 

largest destinations for U.S. exports and 16th largest good trading partner of U.S. In 2017, the 

turnover of Vietnam's export to the U.S. reached $ 41.6 billion, 8.2% up compared with 2016 

while the import value reached $ 9.3 billion, up 5.7%. Accordingly, Vietnam’s trade surplus with 

the U.S. reached over $ 32.2 billion in 2017 (General Department of Vietnam Customs, 2017). 

Secondly, the quantity and value of export commodities, especially the key items such as 

textiles, footwear, mobile phones and accessories have had a significant growth compared to the 

previous years. According to the statistics from the General Department of Vietnam Customs, 

the turnover of Vietnam’s exports to the U.S. in the first half of 2018 increased by 9.66% 

compared with the same period of 2017 ($21.6 billion), accounting for 18.9% of the country’s 

total export turnover. Out of the commodities exported to the U.S. in this period, there were 6 

items with turnovers of above $1 billion. In this group, textiles and garments reached $6.3 

billion, up 11.23% and accouting for 29.6% of the total turnover.  The second position was 

footwear, which reached $2.7 billion, up 11.4%. The following positions were phones and 

accessories, wood and wooden products, machinery and equipment; which reached $2.3 billion, 

$1.6 billion and $1.3 billion respectively; up 12.32%, 12.48% and 11.15% respectively. 

Thirdly, the commodity structure has changed significantly. Such commodities as 

telephones, mobile phones, computers, handbags, purses, suitcases, headgear and umbrellas had 

export turnover valued at over $1.3 billion (see the table 2) 

Table 2: Structure of Vietnam’s key export commodities to the US in 2013-2017 

Value (USD Million) 

Share of commodity groups in VN’s total export turnover to its partners 

Breakdown by 
main exports 

2013 2014 2015 2016 2017 

Value Share Value Share Value Share Value Share Value Share 

Textiles and 
garments 

8,600 36.1 9,807 34.2 10,947 32.7 11,442 29.8 12,275 29.5 

Foot-wears 2,627 11.0 3,328 11.6 4,076 12.2 4,483 11.7 5,113 12.3 

 Telephones, 
mobile phones 
and parts 
thereof 

753 3.2 1,547 5.4 2,767 8.3 4,303 11.2 3,703 8.9 

Computers, 
electronic 
products, 
spare-parts and 
components 
thereof 

1,474 6.2 2,120 7.4 2,831 8.5 2,896 7.5 3,439 8.3 
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Breakdown by 
main exports 

2013 2014 2015 2016 2017 

Value Share Value Share Value Share Value Share Value Share 

Wood and 
wooden 
products 

2,012 8.4 2,237 7.8 2,641 7.9 2,824 7.3 3,267 7.9 

Machine, 
equipment, 
tools and 
instruments 

1,008 4.2 1,287 

4.5 

1,673 5.0 2,127 5.5 2,427 5.8 

 Fishery 
products 

1,458 6.1 1,708 6.0 1,308 3.9 1,435 3.7 1,406 3.4 

 Handbags, 
purses, suit-
cases, 
headgear and 
umbrellas 

836 3.5 1,034 3.6 1,184 3.5 1,320 3.4 1,337 3.2 

Source: General Department of Vietnam Customs,  

Customs Statistical Yearbook on Imports and Exports of Vietnam. 

Fourthly, the quality of exports to other countries in general and to the U.S. in particular 

has been improved in a positive way.  

The structure of Vietnam’s export commodities has changed positively. The proportion of 

raw materials and primary commodities has been reduced. The proportion of manufactured 

commodities has increased. In the period of 2007-2016, industrial products accounted for 75-

85% of the export commodities, of which products from heavy industry accounted for 30.9% -

45.2% and the percentage of minerals decreased from 11.5% in 2010 to 7% in 2014. In order to 

be exported to the U.S., the products have faced many barriers of this country 

It is worth mentioning that in order to export to the US, the goods have faced many 

barriers, and increasingly dense barriers of this country. Once Vietnam's commodities have 

penetrated the US - a market of many import laws and regulations on technology and quality, the 

export commodities will have more opportunities to penetrate other fastidious markets in the 

world. 

3.2. Limitations of Vietnam’s export to the US market 

Firstly, it is obvious that the growth rate of both export and import between Vietnam and 

the U.S. is tending to slow down if compared with those of previous years. 

Particularly, the growth of Vietnam’s exports to the U.S. in 2016 increased by 15% and 

this figure of Vietnam’s imports increased by 11.74% compared with 2015. In 2017, the 

turnovers of Vietnam’s exports to the U.S. increased by 8.2% compared to 2016 while the import 

turnovers only increased by 5.7% (General Department of Vietnam Customs, 2017). 

Secondly, domestic exporters are concerned about the quantity more than the quality and 

efficiency of exports. The large trade surplus with the US market is mainly from the export 

turnover of processed commodities. 
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The key export commodities of Vietnamese enterprises to the U.S. now are textiles, leather 

footwear, furniture ... Despite creating jobs, these items are mainly proceed and assembled 

products with low added value. Besides, a large number of these items have been produced by 

FDI enterprises. High value-added products or high-end consumer products, which are directly 

related to human health, still account for a negligible proportion of the structure of Vietnam’s 

exports to this fastidious market. 

Regarding the fishery sector, the U.S. is Vietnam's largest importer of seafood; however 

Vietnamese fishery products exported to the US market frequently face antidumping cases due to 

their low price. Thus, Vietnam’s exports to the U.S. only have growth in quantity but not quality 

and added value. 

Thirdly, Vietnamese enterprises still have insufficient knowledge and information of the 

US market, so Vietnamese export commodities have not penetrated deeply their distribution 

system. 

An expert of shoe export suggested that shoes and their laces should be put separately 

when being exported to the U.S. because if the shoes were laced, they would be considered as 

complete products, then the import tariff would be higher. 

3.3. Causes of limitations in Vietnam’s exports to the U.S. 

Objectively, Vietnam is a country with a low starting point, backward technology and 

facilities. Thus, it is difficult to produce and export high quality products to meet international 

market demand. Moreover, international economic integration is a new playground with new 

rules, which have not occurred in the history of country development. Vietnam's exports have to 

compete with those of countries with more advanced science and technology. Besides, 

Vietnamese entrepreneurs with agricultural backgrounds have to face experienced global 

entrepreneurs who know well international laws and trade knowledges. In the global 

environment with a lot of risks and fluctuations, it is obvious for limitations of Vietnam’s 

exports to happen.  

Subjectively, at macro level, the US still considers Vietnam as a non-market economy, 

causing disadvantages for domestic exporters. The structure of export commodities is backward 

and has been changed slowly due to retrogressive production structure and economic structure. 

The core reason is the slow change of cognitive thinking and economic thinking about 

production and export of the centrally planned mechanism in the market mechanism and 

international economic integration. The inadequacies in perception, thinking and the limited 

capacity of the agencies in planning and implementing economic development policies in 

general and the promotion of exports in particular are main reasons badly affecting Vietnam’s 

exports. 

Regarding enterprise level, export to the U.S. still has difficulties due to weak capacity of 

domestic exporters, high freight rate and long transport time, so export competitiveness of 

Vietnamese enterprises with those of other countries in the US market is not efficient. Moreover, 

the majority of Vietnamese exporters are small and medium enterprises which have insufficient 
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experience in dealing with commercial lawsuits, so meeting requirements from the US market 

will have difficulties. Besides, the lawyer’s fees for prolonged and complicated lawsuits can 

cause loss for these enterprises. 

4. Opportunities and challenges for Vietnam’s exports to the U.S. 

4.1. Opportunities for Vietnam’s exports 

Firstly, the geopolitical position of Vietnam on the global front is suitable with the US 

pivot strategy from the Middle East to the Asia-Pacific region. 

National geopolitical position is determined by political, economic, military, population, 

and intellectual potentialities. It is also influenced by ocean borders; the development level of the 

transport system; the presence and condition of natural resources; the length of the land, air and 

sea borders; climatic conditions; environmental hydrology and the level of international 

relations. Vietnam is a gateway to do trade with the regional maritime economies and also a 

gateway to land transport systems of Southeast Asian and Asian countries. Having long, narrow 

land and sea borders; Vietnam is truly a commercial and economic center in the South East Asia 

with easy access to the East China Sea and the Far East of Russia. The political leadership of the 

country is stable, until now there are no permanent risks threatening the stability of the domestic 

political environment. 

Secondly, the U.S. is the largest importer of the world with dense population and high 

average income. Besides, people have shopping habits with diverse preference because of the 

multiethnic culture. In 2014, the U.S. is a market with import capacity of more than $ 2.7 trillion. 

The proportion of Vietnam's exports only accounted for 1.3% of total US imports this year. 

Therefore, Vietnam has more opportunities to develop exports to this market. 

Thirdly, the U.S. tends to import typical agricultural products such as tropical fruits, 

textiles, footwear, or electronic machinery and equipment. These products of Vietnam have 

competitive advantage due to favorable natural conditions and labor advantages. However, there 

still exits great challenges for Vietnam’s exports. 

4.2. Challenges for Vietnam’s exports to the U.S. 

Firstly, the US legal system will impose stricter administrative regulations and technical 

barriers on imports. This is a big challenge for Vietnamese exporters. In addition to the federal 

law, each state has different rules and regulations. Vietnamese enterprises which want to export 

their products to any particular state of the U.S. must look into the laws and regulations of that 

state as well as the related federal law. 

The protection tendency through the issuance of new, complicated regulations and 

standards on food quality, safety and origin of products, especially for agro-forestry-fishery 

products are also increasingly applied by the US. Vietnam must anticipate that the protection for 

US domestic production is very high. Trade and technical barriers of this country are 

increasingly stricter. Whenever there is an evidence of harm to their domestic production, they 
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will immediately add new laws and regulations to deal with. Therefore, Vietnam always faces 

the risk of being sued. 

For consumer products, the US laws require regulations on food quality and safety 

including labels, packages, pesticides, nutrient and impurity content. In order to avoid 

commercial fraud, the US market always requires exporters to provide documentation such as 

shipping and financial documents, identification standards, and measurement 

standards…Regarding fishery products, to export shrimps or fish to this market, the enterprises 

must follow two steps. The first step is directly or through exporters sending control programs on 

food processing to the US Food and Drug Administration (FDA) for review and license. Next, 

the enterprises will be recognized at the national level by signing a memorandum of 

understanding between the FDA and the competent state authority on hygiene control in the 

export country. Once the documentation above is sufficient, the enterprises can export their 

products to this market. 

Secondly, the policies of trade deficit reduction, domestic product protection and the 

imposition of high anti-dumping tax on imports by President Donald Trump will increase.  

It is obvious that President Donald Trump has taken drastic steps to clarify the cause of the 

US trade deficit and redefine the policy that he calls "fair trade". Accordingly, trade protection 

measures have been gradually revealed. On April 2, 2017; Donald Trump signed two executive 

orders on trade. The first order was against unfair trade. It was considered as a part of efforts to 

tackle issues of Obama's trade policy, which was said to be unfair by Trump. The second order 

was about anti-dumping, which required the US trade officials to accelerate the collection of 

anti-dumping tariff. Thus, high tariff has been imposed on subsidized foreign products. Many 

countries have export products getting noticed by the U.S for this kind of tariff such as China, 

Japan, Germany, Mexico, Ireland, Vietnam, Italy, South Korea, Malaysia, India, Thailand, 

France, Switzerland, Indonesia and Canada. 

Also in 2017, the U.S. decided to extend the duration of imposing anti-dumping tariff on 

Vietnam's pangasius to five years although Vietnam's side claimed that that was unreasonable. 

The long-lasting "war" for catfish between Vietnam and the U.S. has been still unfinished. In 

early November 2017, the U.S. officially announced their imposition of anti-dumping duty on 

tool chests and cabinets imported from Vietnam with the tax rate up to 230%, even higher than 

the rate of 90. 4 - 168.93% which Chinese enterprises suffered. Moreover, by the end of 2017, 

the U.S. continued to impose anti-dumping and countervailing duties on color coated steel and 

cold rolled coil imported from Vietnam because these products had Chinese origin. Accordingly, 

color coated steel would be imposed anti-dumping and countervailing duties which was 199.43% 

and 39.05%, respectively, while these two tariffs imposed on cold rolled coil are 256.79% and 

256.44%, respectively. 

In 2017, the U.S. also started two trade remedy lawsuits against washing machines and 

solar panels imported to this country. At the beginning of 2018, the U.S. officially applied trade 

remedy tariffs on these two commodities. Viet Nam is also a related party impacted considerably 
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by these cases. Such trade defense battles have occurred continually, thus it is obvious that 

Vietnam's exports will be affected badly because actually, the majority of raw materials for 

production of textiles, steel materials ... are imported from China. 

The U.S. has completed its Trade Policy Agenda in 2018. Accordingly, this country will 

accelerate the application of anti-dumping and countervailing sanctions; issue executive orders to 

impose a very high tax rate on steel and aluminum imported from countries around the world. 

Vietnamese enterprises said that more and more Vietnam’s exports to the U.S. were taxed 

for anti-dumping or got difficulties due to increased technical barriers. Not only are the major 

export sectors sued, but small items such as shrimps, fish, textile fibers, steel nails are also in this 

trend. Any enterprises may confront anti-dumping petition against products exported to the US. 

From the imposition of a border tax system to higher tax rates, the restart of US trade relations is 

pushing many of Vietnam's businesses into trouble as their revenue come from exports to the 

US. Numbers originate in the United States. Higher tax rates on exports to this market will have 

more negative impact on Vietnam than any other Asian country. This could reduce Vietnam’s 

GDP by almost 0.9%. 

5. Solutions for boosting Vietnam’s exports to the U.S 

5.1. Solutions for the Government 

It is necessary to develop and ratify Vietnam's trade development strategy in general and 

the strategy for Vietnam’s exports to the US market in particular in the direction of economic, 

social and environmental sustainability and preservation of cultural values of the nation. 

Recently, Vietnam exports about 60,000 tonnes of shrimp to the U.S. each year, accounting 

for only about 10% of the US shrimp imports, while Vietnamese enterprises can have double 

capacity compared to the current level. Vietnam is considered a non-market economy, which is 

detrimental to exporters. Therefore, the two governments need a proper care to improve this. 

Trade remedies for the fishery industry are to ensure the quality, safety and hygiene of 

food for consumers. Thus, the long-term solution to overcome the challenge of protectionism is 

to increase the effectiveness of food safety management so that export products are safe and 

reach high quality. 

The Vietnamese government also needs further reforms in administrative procedures, 

services and infrastructure to shorten the transit time of enterprises. 

5.2. Solutions for ministries, branches and localities 

The new policies of the Donald Trump’s government will undoubtedly affect Vietnam's 

exports. Therefore, ministries and branches need to assess the impact of the new US tax law on 

our economy at the request of the Government. 

Currently, the Trump administration has many policies to address China’s unfair trade. If 

that continues to happen; Vietnam's exports, which depend heavily on materials imported from 

China, will be affected badly. Particularly, the exports of Vietnam to the U.S. made from the 

majority of raw materials from China will be easily taxed for anti-dumping. Accordingly, the 
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commodities which bring large export turnover such as seafood, textiles, leather shoes, steel ... 

will be affected much. Thus, the ministries and branches have to review Vietnam’s exports to the 

US, especially the products with the content of raw materials and components imported from 

China to warn and recommend enterprises when the U.S applies anti-dumping tax on these 

products. In addition, Vietnam must be independent from China for the raw materials. 

The Vietnamese government has negotiated and entered into free trade agreements and 

customs agreements with Japan, Australia, South Korea, and EU. That is the legal basis which 

enables Vietnamese product penetrating these markets. 

Localities, enterprises and associations should study the preferential terms offered by the 

FTA to take advantage of opportunities. So, Vietnam does not deeply depended on a market. 

5.3. Solutions for exporters 

The most important thing is to register A-D-U-N-S number to avoid the rejection and trade 

barriers for products exported to the US market. Actually, the registration of this code is simple 

and free. This is used to prove the existence of an enterprise and the origin of their products. 

Besides, it helps global partners know that the enterprise is a reliable business, so it will be easy 

for the products to be exported to the US market. 

In addition, Vietnamese enterprises should have an active mutual cooperation in building a 

supply chain for exports to the U.S, bringing a lot of added value for Vietnamese products. 

Moreover, Vietnamese enterprises should have market researches on quality, price, 

seasonality and transit time. In particular, it is necessary to calculate the exact time for the 

transportation of products from Vietnam to the US to reduce the cost in an optimum way. 

In order to confront trade barriers, when having preparation for exports to the US market, 

the enterprises should carefully check out and have a good relationship with US partners to get 

the information early. If the enterprises have to deal with petitions and their products are taxed at 

high rate, the whole industry and they will get huge loss. In case the enterprises are sued, the first 

thing they have to do is to cooperate closely with the US government as well as with associations 

and other businesses of the industry and the management agency which is the Ministry of 

Industry and Trade of Vietnam to find the solutions for overcoming barriers. 

Finally, Vietnamese enterprises need to invest and import advanced technology from other 

countries to develop supporting industries and to diversify raw materials ... to have self-supply in 

input materials and to produce commodities that meet the requirements of such difficult markets 

as the U.S. 

Conclusion 

On the basis of the assessment of the current status of export commodities between 

Vietnam and the U.S, the article identifies opportunities and challenges for Vietnam’s exports to 

the U.S. to suggest solutions for the Government, ministries, branches, localities and exporters to 

boost Vietnam’s exports to this market. The author of this article hopes to receive comments and 

recommendations from the researchers to make these solutions more perfect. 
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Abstract: Employees (human) and employment (human activities) are two terms that 

closely intertwined and widely used in the study of human resources in Vietnam. In recent years, 

the scale of foreign direct investment in Vietnam has grown considerably with the increasing 

number of foreign investors, which has a profound impact on the socio-economic development of 

Vietnam, especially on the employment of Vietnamese employees. So far, the analysis and 

assessment of the impact of foreign direct investment on human resources in general and on the 

employment of Vietnamese employees in particular have received little attention. Therefore, 

many problems have occurred in FDI enterprises in recent years, such as strikes, labor 

slowdowns, demonstrations, wage cuts, layoffs, dismissals or enterprise owners fled. These issues 

have made the relationship between Vietnamese employees and foreign enterprise owners more 

stressful than ever.  

This article focuses on the impact of foreign direct investment on the employment of 

employees in some aspects, such as the scale and quality of employment, employment structure, 

its results as well as implications. The article also proposes some initiatives to overcome the 

negative impacts of FDI on Vietnamese employees in the coming time. 

For the purposes of this study, the research team (authors) used a variety of sources, 

including sources provided directly by state agencies - the Foreign Investment Agency and 

General Statistics Office of Planning and Investment, Department of Labor under the Ministry of 

Labor, Invalids and Social Affairs, articles of scientists and managers published in domestic and 

international magazines, articles in domestic and international seminars, official websites of 

Vietnam with related articles, legal documents of Socialist Republic of Vietnam, such as the Law 

on Foreign Investment and Labor Code. The sources are all official documents, published in the 

media or officially released.  

With the abundant sources of data collected, the research team used various tools and 

methods for processing data in various forms such as tables, charts, diagrams, etc. to provide 
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comments, discussions, comparisons and assessments of the impact of foreign direct investment 

in a groundbreaking and persuasive way. In addition to the actual data, the research team 

deepened and strengthened their conclusions through the enthusiastic opinions of Vietnamese 

government leaders and leaders of business management organizations on the foreign investment 

and the employment of Vietnamese employees. 

The article has achieved certain results, as can be seen from the picture of foreign direct 

investment (FDI) in Vietnam in the past years, it has shown the changes in the direction of 

development for employment of Vietnamese employees associated with changes in the scale and 

structure of foreign direct investment in Vietnam. The actual results indicate that the relationship 

between foreign direct investment and employment of Vietnamese employees is positively 

correlated. However, it is not always the case. The article also points out the differences and the 

causes. At the same time, it also proves that in the FDI sector, the labor force in enterprises with 

100% foreign capital and joint ventures differs not only in scale but also in quality, among them, 

joint ventures ’scale  is smaller but more effective than the other. In addition, the article also 

specifies the weaknesses of Vietnamese management agencies in the field of foreign investment 

management and labor management in the FDI sector. 

The article has raised a number of recommendations, including: Selectively invest into the 

sectors whose invesments  are  effective and essential for Vietnam's economic development in the 

coming period; It is important to forecast the labor demand in FDI enterprises under the 

influence of the Industrial Revolution 4.0  and to focus on training and improving the quality of 

human resources for Vietnamese employees working in the FDI sector; Strengthen the 

coordination, exchange and update information about activities of the FDI sector as well as the 

state management policies between the state management agencies and the management of FDI 

enterprises; Renovate and unify activities among the state management agencies in the field of 

foreign investment management. 

Key words: Average income/ an employee, Employee productivity, Human resource 

restructuring, Ratio of investment capital per employee 

 

1. Introduction 

After The Unification (in 1975), Vietnam embarked upon the construction of an economy, 

which has been heavily damaged by the war. From one of the world's poorest nations, Vietnam 

needs support from other countries and the international community. In order to its market-

oriented economy, Vietnam has adopted an open-door policy of attracting foreign investment, 

particularly with the promulgation of the Law on foreign Investment (1987) that has created 

more capital inflows into Vietnam and helped Vietnam gradually recover its economy. Foreign 

capital is extremely important to Vietnam's nascent market economy. Investment flows into 

Vietnam come in various forms including official development assistance (ODA), foreign direct 

investment (FDI). There are differences between ODA and FDI, of which the scale of FDI is 

often larger than ODA. In this article, the research team only focuses on the capital invested in 

the FDI sector, which recruits many Vietnamese employees. Foreign direct investment (FDI) is a 

long-term form of investment of an individual or a foreign company into Vietnam by setting up 

production and business establishments and then they will be in charge of managing these 

production and business establishments. FDI capital not only helps boost Vietnam's economy, 
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but it also creates more jobs for Vietnamese employees, helps Vietnamese employees quickly 

acquire and master new and modern technologies, methods and know-how, and quickly 

integrates into the international economy as well as increases the State budget. In order to 

achieve integrity, apart from the indispensable element - capital investment, another equally 

important factor is the human factor. Foreign direct investment can be attracted, but the labor 

force cannot be imported. Machines and technologies are often imported from developed 

countries, therefore; their equipment, technology and management skills are often modern, while 

Vietnamese workers, for various reasons, have not kept up with the demands of equipment, 

technology and management skills, which are causing a lot of inadequacies. In reviewing the 30 

years of foreign investment into Vietnam, the great achievements in attracting foreign investment 

have been recorded, but assessments of the Vietnamese labor force directly participating and 

bringing about these achievements have not been adequately and properly considered. In fact, no 

matter how much foreign investment in the FDI sector increases, the workforce in that sector 

does not work effectively that makes the efficiency of capital investment  not be improved. Thus, 

the research team  tries to find out about the relationship between foreign investment and the 

employment of Vietnamese employees andfind out what is "similar" and what is "dissimilar" in 

that relationship and through the actual data collected to explain the inadequacies in the 

relationship, then make recommendations to the State of Vietnam as well as foreign investors on 

how to use Vietnam's human resources in the FDI sector more effectively with changes in the 

world economy, especially related to the Fourth Industrial Revolution and the strong shift of the 

Vietnamese economy in the coming time.  

2. Overview of FDI in Vietnam and employment of Vietnamese employees 

2.1. Foreign direct investment in Vietnam and its socio-economic impacts 

Since December 19th, 1987, The National Assembly of Vietnam has approved the Law on 

Foreign Investment for more than 30 years.  

- In terms of investment scale. 

According to the Deputy Minister of Planning and Investment, by the end of May 2018, 

127 countries with more than 323 billion USD were registered to invest in Vietnam, of which the 

real capital invested made up more than half of it (179.2 billion USD)1. In recent years, the scale 

of foreign investment into Vietnam has been growing rapidly: if in 2012, there was only $13 

billion, then by 2015, it reached more than $22 billion and in 2017, reached its peak of $36 

billion.  

  

                                                 
1 Source: http://tapchitaichinh.vn/tai-chinh-kinh-doanh/gan-40-doanh-nghiep-fdi-tai-viet-nam-dang-thieu-hut-lao-dong-

143786.html,  June 19th, 2018. 
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Chart 1:  FDI into Vietnam over the years 

Source: http://tapchitaichinh.vn/nghien-cuu--trao-doi/trao-doi-binh-luan/ 

fdi-va-nhung-ky-luc-moi-135396.html, February 11th, 2018 

Most of Foreign direct investment in Vietnam comes from 10 countries/territories, 

including Korea, Japan, Singapore, Taiwan, British Virgin Islands, Hong Kong, Malaysia, China, 

USA and Thailand.  The investment level of these 10 countries in Vietnam in the past 10 years is 

as follows: 

Table 1. Top 10 countries and territories investing in Vietnam from 1988 to 2018 

Country 

 
Korea Japan Singapore Taiwan 

British 

Virgin 

Hong 
Kong 

Malaysia China 
United 
State 

Thailand Total 

Total 
investment 
(billion USD) 

57.65 49.46 42.23 30.91 22.57 17.75 12.18 12.08 9.87 8.64 263.38 

Source: Foreign Investment Agency, Ministry of Planning and Investment 

The above-mentioned ten countries accounted for 81.54% of the total investment capital of 

all countries in Vietnam ($323 billions), of which 63.70% ($167.78 billions) were from 

Northeast Asia, particularly Japan, South Korea and Taiwan, these three countries/ territories 

accounted for 82.26% of total Northeast Asian investment (US $138.02 billion). Over the past 30 

years, Northeast Asian countries, mainly Japan and Korea, have been leading in foreign 

investment in Vietnam. 

- In terms of investment structure 

It can be seen that in foreign investment, direct investment accounts for a large proportion 

(apart from foreign direct investment - FDI, there is also ODA which accounts for a small 

proportion).  

Number of new projects 

New registered capital and increase (billion USD) 

Real capital invested (billion USD) 
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In terms of investment form, enterprises with 100% foreign capital account for the largest 

proportion (71%), followed by joint venture (23%). The data in the following chart demonstrates 

that fact: 

 

Chart 2. The registered capital structure of licensed FDI by the investment form 

(Accumulative of projects valid until 31/12/2016) 

Source: General Statistics Office of Vietnam Situation of foreign-invested enterprises  

in the period 2011-2016   

Among 127 countries investing in Vietnam, the majority of countries are from Asia (73%), 

the rest are from America (15%), Europe (9%), Oceania, Africa (see chart below) 

 

Chart 3. Structure of FDI registered capital by region 

(Accumulative of projects valid until 31/12/2016) 

Source:  General Statistics Office of Vietnam Situation of foreign-invested enterprises  

in the period 2011 -2016   

In terms of economic sectors, foreign direct investment mainly focuses on manufacturing 

and processing (58.8%) and real estate (17.8%). It can be seen through the following chart: 

 
 
 

100% foreign capital enterprises 

BOT, BT, BTO contracts 

Joint venture enterprises 

Business agreements 

Asia America Europe Oceania Africa 
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Chart 4: Structure of investment in economic sectors in Vietnam 

Source: The author compiles based on the data from the General Statistics Office of Vietnam.  

Situation of foreign-invested enterprises in the period 2011-2016   

- The impact of foreign direct investment on Vietnam’s economic growth  

Foreign investment has had strong impacts on the Vietnamese economy in both aspects: 

positive and negative, in which positive impacts outweigh negative ones. The positive impacts of 

foreign investment on the Vietnamese economy has been analyzed by managers as well as 

national and international scientists through seminars, especially the Conferences to review 30 

years of foreign direct investment held by the end of 2017. 

In the article “Looking back at the value of FDI in Vietnam after nearly 30 years”,2 PhD. 

Nguyen Tan Vinh has said “The trend of economic growth and total real FDI invested in 

Vietnam is basically of the same phase. Only in 2008 while FDI capital has increased sharply, 

but due to inflation control policy of the Government and global economic recession, the 

economic growth rate decreased sharply compared to 2007”. That means, when FDI increases, 

the economy, in general, also grows accordingly; but that does not mean that the economy 

depends on FDI. In many cases, the economic growth rate is not associated with the growth rate 

of FDI, because in addition to FDI, there are other factors influencing economic growth, FDI is 

only one important factor. That is shown in the figure below. 

  

                                                 
2 Nguyen Tan Vinh. Journal of Economics and Forecasting - Issue 01/2017 

Manufacturing 
and processing 
industries 

Real estate Manufacturing and 
distribution of 
electricity, gas 
 

Accommodation 
& catering service 
 

Construction Others 

Proportion (%) 
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Figure 1: Relationship between GDP growth rate and total real FDI capital invested 

Source:  Nguyen Tan Vinh. Journal of Economics and Forecasting - Issue 01/2017 

In the Conferences to review 30 years of foreign direct investment in Vietnam, many 

scientists and managers pointed out the successes and limitations of foreign investment, such as 

Mr. Vu Dai Thang - Deputy Minister of Planning and Investment3, Prof. PhD. Nguyen Mai - 

Chairman of the Vietnam’s Association of Foreign Invested Enterprises4, PhD. Phan Huu Thang- 

former Director of Foreign Investment Agency, Ministry of Planning and Investment, PhD. 

Nguyen Tan Vinh - Academy of Politics Region II, PhD. Le Van Hung - Vietnam Institute of 

Economics, ... Deputy Minister Vu Dai Thang said “…after 30 years, the FDI sector has become 

a part of the national economy”, and Prof. PhD. Nguyen Mai said that “… after 30 years of 

attracting FDI resources, the positive impacts outweigh the negative impacts”. The positive 

aspects of FDI are raised by scientists and managers including: increasing the total social 

investment capital (FDI accounts for over 25% of total social investment), which shifts the 

occupational structure and social labor towards modernization (FDI increases labor density in the 

manufacturing and processing industries, nearly 60% of total FDI is poured into the 

manufacturing and processing industries, creating more jobs for employees, reducing 

unemployment rate (FDI has created nearly 10 million direct or indirect jobs), increasing the 

export value of Vietnam (Export value of FDI accounts for more than 70% of total export value 

of Vietnam). 

  

                                                 
3 Multi-dimensional view on the situation of employees in the FDI sector. Workshop on “Labor in the sector 

of foreign invested enterprises - current situation and solutions”, https://bnews.vn/goc-nhin-da-chieu-ve-thuc-trang-

lao-dong-trong-khu-vuc-doanh-nghiep-fdi/88095.html,19/6/2018. 
4 After 30 years of attracting direct investment (FDI) into Vietnam - what are we getting and losing?  Source: 

http://www.nguoiduatin.vn/30-nam-thu-hut-fdi-vao-viet-nam-duoc-nhieu-hon-mat-a340473.html,, 28/09/2017. 

Vietnam’s economic growth rate (%) Total real FDI capital invested 
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2.2. Vietnamese employment fluctuations in recent years 

Table 2. Number and structure of employees by types of economy in the period 2009-2016. 

Type of economy 

2009 2012 2016 

Number 

(1000 people) 

Proportion 

(%) 

Number 

(1000 people) 

Proportion 

(%) 

Number 

(1000 people) 

Proportion 

(%) 

Total 47,999.4 100.0 51,422.4 100.0 53,302.8 100.0 

Individual sector 37,716.8 78.6 39,878.9 77.6 39,291.7 73.7 

Collective sector 226.5 0.5 144.9 0.3 92.5 0.2 

Private sector 3,864.8 8.0 4,361.9 8.5 6,357.2 11.9 

Public sector 4,793.7 10.0 5,336.4 10.4 5,234.2 9.8 

FDI sector 1,397.6 2.9 1,700.4 3.3 2,327.2 4.4 

Source: Vietnam Labor Force Survey Report 2016. General Statistics Office of Vietnam, 2017 

It can be seen in Table 2, the labor force in individual or private enterprises always 

accounts for the largest proportion (over 80%) of the total labor force in the country. State-

owned ranks second, FDI sector ranks third and collective enterprise has the lowest labor 

proportion (only 0.2% in 2016).  Looking at the whole process, from 2009 to 2016, the number 

of employees in individual enterprises declined from 78.6% in 2009 to 77.6% in 2012 and 73.7% 

in 2016, respectively. The collective sector also fell by 0.5% to 0.3% and by 2016 only 

accounted for 0.2%.  In contrast, FDI and private sector are continuously growing. This shows 

that the private sector and FDI sector are being given the priority to develop by the Government 

of Vietnam.  

3. Fluctuations in employment of Vietnamese employees in the FDI sector under its 

influence 

3.1. The employment scale of Vietnamese employees in the FDI sector 

The fluctuation of employment of Vietnamese employees in the FDI sector can be seen in 

the table below. 

Table 3: Number of employees working in different types of FDI enterprises 

Type 

Year of enterprise 
Unit 2011 2012 2013 2014 2015 2016 

Total FDI enterprises,  1000 people 2,550.57 2,719.96 3,050.85 3,449.02 3,772.68 4,154.00 

 Compared with the last year % - 6.6 12.1 13.0 9.4 10.1 

100% foreign capital enterprises 

Compared to the total  

1000 people 

% 

2,288.60 

- 

2,476.38 

91.0 

2,782.67 

91.2 

3,163.44 

91.0 

3,469.72 

91.7 

3,817.94 

91.9 

Joint venture enterprises 

Compared to the total 

1000 people 

% 

261.97 

- 

243.58 

9.0 

268.18 

8.8 

285.58 

9.0 

302.96 

8.3 

336.06 

8.1 

Source:  General Statistics Office of Vietnam Situation of foreign invested enterprises  

in the period 2011 -2016   
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Looking at the table above, the number of employees working in foreign invested 

enterprises increased continuously over the years, there was an average annual increase of more 

than 10%. Over the 16 years (from 2000 to 2016), the number of employees working in foreign 

invested enterprise increased more than 10 times (there are 407,565 people working in FDI 

enterprises in 2000). In 2016, if the number of indirect labor generated by FDI was included, the 

total number of direct and indirect employees (10 million) accounted for nearly 20% of 

Vietnam’s total labor force, which was a powerful workforce that not only created high 

economic value for the country but also created jobs, significantly reducing unemployment rate 

in Vietnam in recent years. 

From the above data, it is possible to see the scale and growth of labor force in the FDI 

sector through the chart (next page). The chart shows that the growth rate of labor fluctuated, 

however; in absolute terms, the labor force in the FDI sector has increased steadily over the 

years.  

Increasing number of employees continuously over the years in FDI enterprises is also a 

concern, especially in the context of industrial revolution 4.0 forming and developing in 

Vietnam, especially in the FDI sector, who are often the pioneers in modern technical equipment 

that will reduce a significant number of employees in FDI enterprises. 

 

Chart 5: Labor and labor growth of the FDI sector in the period 2011-2016  

Although labor in FDI enterprises increased continuously as mentioned above, the survey 

results showed that Vietnamese employees still lack in quantity. According to a survey by the 

Ministry of Labor, Invalids and Social Affairs (MOLISA), 39.86% of FDI enterprises are 

currently in shortage of labor, almost double the shortage of employees in private enterprises 

Number of employees 

Growth rate 

Millions of people 
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(20.08%) and one-and-a-half times as the shortage in state owned enterprises (25.88%)5. There 

are many reasons for labor shortages, but there are some typical reasons, as follows: 

- First of all, the type of labor shortage is the type of labor that is managed, supervised and 

operated with high professional qualifications.  According to a survey by VCCI (Vietnam 

Chamber of Commerce and Industry), by 2017, “good engineers are still very scarce, 55% of 

enterprises said it was relatively difficult and 19% said that it was difficult to recruit.  In 

addition, FDI enterprises also have difficulty in identifying human resources for highly skilled 

positions such as managers, supervisors, and chief executive officer / chief financial officer. In 

particular, for the executive director/chief financial officer group, 36% of respondents said it 

was difficult and 28% said it was very difficult to recruit.”6. There are many causes leading to the 

shortage of Vietnamese managers and supervisors, including those related to the training of 

Vietnamese professional staff, the incompatibility between the low level of Vietnamese training 

and requirements of technical technology and high management level of foreign investors in 

Vietnam. Therefore, headhunters for FDI enterprises find it difficult to recruit suitable 

employees.  

- Labor shortages in FDI enterprises can be also explained by their use and retention 

policies for Vietnamese employees, in particular, the policy for “early retirement” when 

employees reach a certain age (35 years or over), low wages are not attractive to employees and 

other policies (social security, public welfare, etc.) are not guaranteed. According to Ngo Duy 

Hieu, head of National Labor Relations Council, Vietnam General Confederation of Labor, The 

situation of layoffs of employees over 35 years old has been increasing at foreign-invested 

enterprises due to the fact that some industries are no longer suitable and have to pay high 

salaries to employees over 35 years old, their level of social insurance premium is also high7.  In 

addition to the reasons from enterprises, there are also reasons from employees, such as 39% quit 

their jobs due to work pressure (overtime, high norms); 13.4% due to heavy, dangerous work; 

8.4% due to being sexually harassed; 16.4% due to being cursed, discriminated; 15.1% due to 

health reasons; 12.6% dismissed for no reason8. 

The rapid increase in the number of employees in FDI enterprises while the shortage of 

employees and employees more than 35 years old leaving their jobs are still unsolved has caused 

a lot of flaws related to the operation of FDI enterprises and also related to the policies of the 

State of Vietnam to deal with employees.  

 

                                                 
5 Source: Department of Employment, Ministry of labor - Invalids and social affairs. Investigation on the 

need of employees in all types of enterprises in 2017 
6 Source: http://cafef.vn/vi-sao-doanh-nghiep-fdi-che-chat-luong-lao-dong-viet-nam-20180329073602463.chn,, 

29-03-2018 
7  Source:https://theleader.vn/lao-dong-tren-35-tuoi-tai-cac-doanh-nghiep-fdi-de-bi-sa-thai-1529400442095.htm, 

20/06/2018 
8   Source:https://theleader.vn/lao-dong-tren-35-tuoi-tai-cac-doanh-nghiep-fdi-de-bi-sa-thai-1529400442095.htm, 

20/06/2018 
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3.2. The employment structure of Vietnamese employees in FDI enterprises 

- Looking at table 3 above, we see that employees now focus mainly on 100% foreign-

invested enterprises and tend to increase in the early years of the 21st century (about 90%), while 

joint venture enterprises account for only 8% or 9% and tends to decrease. The concentration of 

employees in 100% foreign-invested enterprises is explained by the fact that foreign capital is 

mainly concentrated on 100% foreign-invested enterprises. This is a weakness in investment that 

Vietnam needs to overcome in the coming time. 

- Vietnamese employees work mainly in manufacturing and processing industries of FDI 

enterprises (accounting for over 90%). This is an important sector for Vietnam to focus on 

development. However, some economic sectors need to attract foreign investment, but are not 

attractive enough to foreign investors (environmental treatment, waste treatment, preservation 

and processing of agricultural products, etc.). In contrary, some sectors do not need foreign 

investment (wholesale, repairing, accommodation, food, real estate, etc.) are attractive to foreign 

investors.  It can be seen through the following table: 

Table 4. Proportion of employees in FDI enterprises by economic sector (%) 

Economic sector 2011 2016 

Manufacturing and processing industries 90.79 90.39 

Wholesale and retailing; Repairing automobiles, motorcycles, motorbikes 1.23 1.59 

Accommodation and catering services 1.22 1.12 

Transportation, warehousing 1.01 1.02 

Others 5.75 5.88 

Total 100.00 100.00 

Source:  General Statistics Office of Vietnam. Situation of foreign invested enterprises  

in the period 2011 -2016   

3.3. The employment quality of Vietnamese employees in the FDI sector 

Employment quality manifests itself in many aspects below. 

- Knowledge, soft skills and leadership, foreign language skills, labor discipline, working 

style suitable for modern industrial production. This is a qualitative criterion, which means that it 

is very difficult to quantify, but managers and scientists are aware of that. In a seminar entitled 

“Employees in the sector of foreign invested enterprises: Situation and Solutions” held on June 

19th, 2018 by the Ministry of Planning and Investment, scientists and managers asserted that: 

“Through the direct involvement in the operation of FDI enterprises, a team of managers and 

technical workers with high skills is gradually formed and they gradually have access to science, 

technology, high technology and modern industrial style, have good labor discipline, learn 

advanced management methods and experiences..."9.  Not only domestic experts but also foreign 

                                                 
9 Source: http://tapchitaichinh.vn/tai-chinh-kinh-doanh/gan-40-doanh-nghiep-fdi-tai-viet-nam-dang-thieu-

hut-lao-dong-143786.html,, 19/06/2018. 
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experts, such as Bang Hyun Woo, Deputy General Director of Samsung Vietnam, commented on 

Vietnamese employees as follows: “Comparing the employee productivity and labor quality of 

Vietnam employees to Korea employees with the same technology and equipment, Vietnamese 

employees are 99% productive as Korean workers:”10. Although FDI enterprises have increased 

the quality of employment compared to other types of enterprises, the increase has not met the 

requirements of FDI enterprises because of many reasons, low-qualification Vietnamese 

employees is one of the reasons that will be mentioned below.  

The quality of the labor force is not only expressed on the qualitative side as mentioned 

above but can be expressed quantitatively in the following criteria. 

- Employee productivity (revenue per employee) 

Employee productivity reflects the efficiency of employees, which reflects the quality of 

employees vividly. It is possible to see the level of employee productivity of the various types of 

enterprises through the results of the survey as follows: 

Table 5. Employee productivity of various types of enterprises over the years 

Unit: million dong                            

Year 

Enterprise type 
2011 2012 2013 2014 2015 2016 

State enterprises 857.2 941.9 968.9 1006.2 995.6 1119.9 

  FDI enterprises, of which: 816.0 910.6 1017.6 1038.4 1119.9 1223.4 

Enterprises with 100% foreign capital 663.4 771.8 889.2 922.0 1026.3 1120.8 

Joint venture enterprises 2149.4 2321.3 2349.2 2327.9 2192.9 2382.3 

Source: General Statistics Office of Vietnam Situation of foreign invested enterprises  

in the period 2011 - 2016 

Looking at the table above, employee productivity in state-owned enterprises and 

employee productivity in FDI enterprises do not differ much from year to year. FDI enterprises 

have lower productivity (VND 816.0 million compared to VND 857.2 million) in 2011, 

however; in 2016, it has risen up to be higher than the employee productivity of state-owned 

enterprises (VND1223.4 million compared to VND  1119.9 million), meaning that FDI 

enterprises have faster employee productivity growth than state-owned enterprises (8.3% 

compared to 5%) over the past six years (from 2011 to 2016). For foreign-invested enterprises, 

the joint-venture enterprises shall have the employee productivity of more than two to three 

times as much as the enterprises with 100% foreign capital. There should be an explanation for 

this, because, like comparing state-owned enterprises with foreign invested enterprises, 100% 

foreign owned enterprises, in principle, are always equipped with more machinery, technology 

and higher management level than joint venture enterprises.  

                                                 
10 Source:http://dantri.com.vn/viec-lam/10-nguoi-viet-nam-lam-khong-bang-1-nguoi-singapore-thua-ca-lao-

20180414083513442.htm 14/4/2018 
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- Average income per employee 

In addition to employee productivity, average monthly income also reflects the quality of 

employment. High income means employment with high quality. The difference in income level 

of FDI enterprises can be seen as follows: 

Table 6. Average monthly income of employees in FDI enterprises           

Unit: 1000 dong                                                                                                              

Type of enterprise 2011 2012 2013 2014 2015 2016 

Foreign invested enterprises, of which 4,994.0 5,996.0 6,768.0 6,955.0 7,502.0 8,504.0 

Enterprises with 100% foreign capital  4,776.4 5,629.8 6,391.4 6,636.4 7,239.2 8,250.1 

Joint venture enterprises 6,813.3 9,583.6 10,495.0 10,320.7 10,437.0 11,302.8 

Source: General Statistics Office of Vietnam Situation of foreign invested enterprises  

in the period 2011 -2016 

From the table above, it can be seen that although the average income per capita in FDI 

enterprises has been rising steadily over the years, the income of joint ventures is always higher 

than that of enterprises with 100% foreign capital.  This income, if compared with state-owned 

enterprises, is lower, for example, in 2016, the average monthly income of an employee in a 

state-owned enterprise is 11.4 million. If we convert that income into US dollars (exchange rate: 

1 US dollar = 23,000 Vietnam dong), the average income per capita in FDI enterprises is only 

$370 - a low level compared to that of other countries. This explains why Vietnamese employees 

are considered “cheap labor” not only for foreign enterprises but also for domestic ones. When 

studying the factors that attract investors to a certain locality in Vietnam (2012), the 10 factors 

(labor cost, land tax preferences, political stability, quality of employees, etc., the most important 

factor is the labor cost, while the quality factor occupies only the fourth place11. However, this 

factor is losing its edge and it will not be the most important factor for foreign enterprises to 

consider when the Industrial Revolution 4.0 is a powerful alternative to cheap labor that requires 

high-quality, skilled labor.  

- Stability, sustainability at work. Vietnamese employees working in foreign invested 

enterprises often do not feel comfortable working for a long time due to the low stability of their 

jobs. Instability, long-term unsustainability is most clearly seen in cases when employees are 

likely to be laid off, dismissed or enterprises go bankrupt that leaves employees vulnerable to 

unemployment, especially for older people for many other reasons, one of which is the impact of 

the Industrial Revolution 4.0. The working time of employees in FDI enterprises is usually not 

long, especially when they reach a certain age (35 years old), meaning that they only have 10-15 

years to work, then they have to leave the enterprise while there are 20 to 25 years left until they 

reach their retirement age. As a consequence, many labor disputes, including strikes and labor 

slowdowns, have occurred quite frequently in FDI enterprises, of which Taiwanese and Korean 

enterprises are the most notorious ones.   

                                                 
11 Truong Quang Hung, FEPT.  FDI in Vietnam - Impacts and policies. 2012 
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- Employee productivity 

Employee productivity shows the correlation between average revenue per employee and 

average income per employee. The higher the coefficient of employee productivity is, the higher 

the earning per employee compared to the payroll is. The data is shown in the following table: 

Table 7. Employee productivity of FDI enterprises in the period 2011-2016  

Unit: Time(s) 

Year 

Enterprise type 
2011 2012 2013 2014 2015 2016 

FDI enterprises 14.1 12.7 12.9 12.9 12.7 11.8 

1. Enterprises with 100% foreign capital 12.0 11.5 12.0 12.0 12.0 11.2 

2. Joint venture enterprises  26.7 19.7 18.6 19.0 17.7 17.2 

Source: General Statistics Office of Vietnam Situation of foreign invested enterprises  

in the period 2011 -2016 

The results of Table 7 show that FDI enterprises have high employee productivity, when 

they pay 1 dong to pay employees, they earn over 10 dong. In two types of enterprises, joint 

ventures always have an employee productivity of 1.5 to 2 times higher than that of enterprises 

with 100% foreign capital. However, the results also showed an alarming decline in employee 

productivity in joint ventures, from 26.7 times in 2011 to only 17.2 times in 2016. 

Clearly, employees in joint venture enterprises are much more effective than employees in 

100% foreign-invested enterprises. The problem is why the proportion of joint venture 

enterprises is small and decreasing while bringing about higher employee productivity compared 

to 100% foreign-invested enterprises.  

In fact, compared to FDI enterprises, employees working in state-owned enterprises in 

Vietnam have certain advantages, such as higher incomes, stable and longer-term jobs, and the 

insurance policies for workers are more secure, the labor intensity as well as the work pressure is 

lower, ... Therefore, if they have to choose employment between state-owned and FDI 

enterprises, employees will tend to choose state-owned enterprises. This needs proper attention 

of FDI enterprises and state management agencies in Vietnam. 

3.4. Relationship between foreign investment and employment in Vietnam 

Looking at the figure below, it is clear that foreign investment and employment are 

positively correlated in FDI enterprises, as foreign investment increases, the number of people 

working in FDI enterprises also increases - a normal practice because capital is one of the 

important factors in creating jobs for employees.  
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Figure 2. Investment capital and employees in FDI enterprises 

Source:  General Statistics Office of Vietnam Situation of foreign invested enterprises  

in the period 2011 -2016 

The relationship, however, is not the same - the higher the capital, the higher the number of 

employees. The two lines above show that the gap between investment capital and employees is 

growing. This is shown by the ratio of investment capital and employees as follows: 

Table 8. The ratio of investment capital per employee in FDI enterprises 

Year 

Enterprise type 
Unit 2011 2012 2013 2014 2015 2016 

Investment capital per 
employee 

VND billion / 
employee 

0,935 0,997 1,186 1,164 1,180 1,221 

Source: The author calculates based on the data on investment capital and employees from the survey  

on Situation of foreign invested enterprises in the period 2011 -2016, 2017 

The above table shows that investment capital per employee in FDI enterprises is 

increasing, from 2011 to 2016. The increase in investment capital per employee can be explained 

by many reasons, including the change in the exchange rate between the US dollar and the 

Vietnamese dong, the impact of the Industrial Revolution 4.0, etc. 

4. Conclusions and recommendations 

From all these analysis and assessments, the following conclusions and recommendations 

can be drawn: 

- Foreign direct investment is necessary for Vietnam and Vietnam should continue to 

attract FDI in the future. However, there should be selective calculations, with priority given to 

Investment capital (1000 billion VND) 
 
Employees (1000 people) 
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countries and regions investing effectively in Vietnam in recent years, such as Japan, Korea, etc., 

to attract investment from developed economies in Europe (Germany, Britain, France, ...), 

America (USA, Canada ...), to focus on attracting investment in industries that Vietnam is to 

develop in the coming time (environmental treatment, processing and preservation of agricultural 

products, production of raw materials and hi-tech equipment ...), to expand the form of joint 

ventures and to narrow the forms of investment 100 % foreign capital. 

- With the Industrial Revolution 4.0 being formed and developed in the world and in 

Vietnam, as well as strong scientific and technological progress, Vietnam’s cheap labor 

advantage is losing its position as a the most important factor of the 10 factors that attract foreign 

investors and the quality of employees will be the important factor in the near future. Therefore, 

Vietnam needs to forecast the labor demand of FDI enterprises, paying attention to the surplus of 

labor in FDI enterprises, not shortage of labor in order to soon have policies to use labor surplus 

from FDI enterprises, and prepare for the training of skilled employees to replace these positions 

in FDI enterprises to create quality workers with higher labor costs. 

- Strengthening the coordination, exchange, updating and understand the activities of FDI 

enterprises between leaders of FDI enterprises and state management agencies, especially in the 

fields of labor, employment and policies for employees to minimize conflicts arising between 

two parties (strike, demonstration, opposition or irresponsibility, violation of law, etc.) inherent 

in FDI enterprises. 

- Providing transparent information on the operation of FDI enterprises as well as policies 

for FDI enterprises, regularly conducting researches and reform policies for foreign investment 

activities in order to bring about a real socio-economic efficiency, promoting Vietnam’s 

economy to develop sustainably and integrate deeply into the world. 

- Renovating and unifying the activities of state management agencies in the field of 

foreign investment management, including the Ministry of Finance, the Ministry of Planning and 

Investment, the Ministry of Labor, War Invalids and Social Affairs and Vietnam Chamber of 

Commerce and Industry in order to properly evaluate the situation of foreign investment in all 

aspects in a precise, specific and consistent manner. 
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Abstract: This paper reviews and evaluates the internal factors that impact on the 

financial independence level of listed manufacturing companies in Vietnam. With the use of both 

qualitative and quantitative research methods, combined with the application of IBM SPSS 

Statistics 22 version 22.0.0.0, the research indicates that there are five factors which affect the 

level of financial independence of enterprises: (1) Growth rate, (2) tangible assets ratio, (3) 

profitability, (4) firm’s size and (5) liquidity. While the growth rate and the size of the business 

have minor negative effects on the financial independence level, the liquidity has a significant 

impact and is the most important factor that is positively correlated with the degree of financial 

independence. This is the reason why the government should set a limit on the number of loans 

for enterprises to prevent risks of insolvency and help businesses increase their ability to pay, 

therefore, promote to create a safe and dependent business environment. 

Keywords: financial autonomy, financial independence, financial security. 

 

1. Introduction 

In general, before making decisions, managers must carefully think and thoroughly 

consider problems that may face in the working place. One of which is the financial 

independence level. Theoretically, the financial independence level of a firm is evaluated based 

on two factors: the financial autonomy level and the financial security level. The financial 

autonomy level is determined by equity ratio, which measures the number of assets employed in 

a business by comparing the total equity of the investment to the total assets. The financial 

security level, on the other hand, indicates how stable and secure the finance of a firm is. 

Previous publications have shown that if both the financial autonomy level and the financial 

security level are high, the financial independence level is also high, and vice versa (Nguyen Van 

Cong and et al., 2017). Therefore, if a company want to maintain and develop their activities to 

be more productive in finance, it has to be independent in finance, which is determined both by 

the financial autonomy and by the financial security. In contrast, if a firm’s financial health 
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depends mostly on external resources that cannot be predicted or controlled, the firm will not be 

able to continue its activities on the market normally. Thus, in order to make sure that the 

financial independence level is high enough, it is required for the business to review and 

consider choosing the best capital recovery time of assets in accordance with the maturity of 

loans to estimate exactly how much equity and liability that the business needs to acquire the 

assets. To further ensure that a firm will be independent in decision-making process, be able to 

promote its existing resources but it does not have to worry about facing bankruptcy because of 

losing liquidity, its managers must take control the financial independence level.  

Although there are numerous companies with high level of financial independence (using 

equity as the dominant part in the financial structure), most of them do not have enough security 

in finance because they use short-term liability to acquire long-term assets, which have long 

repayment periods. Because of this wrong way of investing, these companies will soon lose their 

liquidity and have no money left to pay for the due debts. On the other hand, there are several 

companies without the high level of financial autonomy (the equity ratio is generally low) yet 

still be able to run their businesses in the most convenient and productive way. This is because 

they truly understand their financial autonomy and security. 

In attempts to understand more about financial security in regards to financial 

independence level, a number of empirical studies claim that insecurity in finance is a vague and 

not an easy quantifiable concept  (Kropp, J.D., & Katchova, A.L., 2011), (Rujoub, M.A., Cook, 

D.M., & Hay, L.E., 1995), (Cheng, W.Y. Su, E., & Li, S.J., 2006), (Dahiya, S., Saunders, A., & 

Srinivasan, A., 2003). Another study also proves that commercial credit loans affect the financial 

security of a company  (Garcia-Teruel, P.J., & Martinez-Solano, P., 2007). 

To evaluate the degree of financial independence in a firm, many studies were developed 

based on liquidity and profitability of a firm  (ZWOLAK J., 2017), (Charles H. Gibson, 2012), 

(Subramanyam K.R - John J. Wild, 2013), (Martin S. Fridson CFA, Fernando A., 2011), (Inta 

K., Irina K. M., 2012). In fact, the equity ratio is normally used with the implication of reflecting 

the liquidity and is considered as a financial leverage or a solvency ratio to measure the total 

investment in assets in accordant with the equity. If the equity ratio of a firm is high, its 

managers have considered of using a smaller amount of debts than equity to fund the assets 

demand. In contrast, if a firm uses a low-level equity ratio, the major of the firm’s resources for 

acquiring assets comes from liability. Previous researches stated that the low in equity ratio does 

not necessarily lead to a worse financial situation because depending on the how productive 

activities that the firm performs, the firm will still be able to gain profit and then increase the 

return on equity. In the other case, the firm can lose its liquidity, leading to bankruptcy.  

In Vietnam, many researchers are still focusing on analyzing the financial autonomy - an 

aspect that reflects financial independence - when they analyze the financial statements of a firm. 

Accordingly, they only used the index "Equity Ratio" and was determined by comparing owner's 

equity to total capital (Ngo The Chi, Doan Xuan Tien, Vương Dinh Hue, 1995) , (Nguyen Thi 

My, Phan Duc Dung, 2006), (Nguyen Tan Binh, 2004), (Nguyen Trong Co, Nghiem Thi Tha, 

2015), (Nguyen Van Cong, 1992). Recent studies indicate that the financial independence level 

of a firm is influenced by both the financial autonomy level and the financial security level 
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(Nguyen Van Cong and et al., 2017), (Nguyen Van Cong, Le Thi Hong Anh, 2012). These 

studies also provide indicators reflecting the financial autonomy level, which is measured by 

“Equity ratio”, and financial security level, which is evaluated by “Long-term assets ratio” or 

“Fix assets ratio”. The equity ratio highlights two important financial concepts of a solvent and 

sustainable business. The first component shows how much of the total company assets are 

owned outright by the investors. In other words, after all liabilities are paid off, the investors will 

end up with the remaining assets. The second component inversely shows how leveraged the 

company is with debts. The equity ratio measures how much of a firm’s assets were financed by 

investors. New investors and creditors are very believed and willing to finance companies with 

high equity ratios. "Equity ratio" is identified by the following formula: 

Equity ratio = 
Equity 

     [1.1] 
Total assets 

The formula [1.1] can be implemented as: 

Equity ratio = 
Equity  

= 
Total assets - Liability 

Total assets Total assets 

= 1 -  
Liability 

= 1 - 
Liability 

Total assets Equity + Liability 

Equity ratio = 1 - Financial Leverage (FL) 

After implementing formula [1.1], it can be said that the equity ratio is inversely related to 

financial leverage. In other words, the determinants that impact on the financial leverage will 

influence the equity ratio so that they will have an impact on the financial independence level of 

the business. 

To calculate the financial security level of the business, “long-term assets ratio” and “fixed 

assets ratio” are used. “Long-term assets ratio” shows the ability to fund long-term assets by the 

capital employed, which is calculated by the sum of equity and long-term liability. When long-

term assets ratio is greater than or equal to one, the business’s capital employed is strong enough 

to cover long-term assets. In this situation, because the capital employed is sufficient to cover the 

long-term assets, enterprises will find it less difficult to pay debts, especially short-term debt. As 

a result, the financial security is ensured. In contrast, if the long-term assets ratio is less than 1, 

financial security does not meet the standard. At that point, the capital employed is not enough to 

finance long-term assets. In other words, this is a serious problem that a firm faces when it must 

use short-term liability to cover long-term assets because this causes the firm to lose the ability 

of payment for the due debts, and eventually, affect the financial independence level of that firm 

(Nguyen Van Cong and et al., 2017). 

Long-term assets ratio = 
Equity + Long-term liability 

     [1.2] 
Long-term assets 
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Similarly, the “fixed assets ratio” shows the ability to cover the fixed assets that a firm 

acquires by the capital employed. Because fixed assets are a major part of long-term assets, 

reflecting all material and technical facilities of the enterprise to ensure the business activities are 

normally carried out, they cannot be sold or in disposal easily. 

Fixed assets ratio = 
Equity + Long-term liability 

     [1.3] 
Fixed assets 

Formula [1.3] is utilized to evaluate the financial security level of a firm. If the firm’s fixed 

assets ratio is greater than or equal to 1, it has the ability to fund all the fixed assets by its capital 

employed. Therefore, when facing problems in paying due debts, a firm can sell other long-term 

assets (except for fixed assets) to make sure that its activities can be carried out normally. In this 

case, the financial risk of that firm may be high, but the enterprise is still able to escape the 

temporary financial difficulties, without needing to sell fixed assets. On the other hand, if the 

fixed assets ratio is less than 1, the firm has used short-term liability to invest in a part of fixed 

assets and the other long-term assets. This situation can lead to bankruptcy when the short-term 

debts due and the long-term assets do not make enough profit to pay for the debs. 

2. Theoretical Framework 

2.1. M & M theory and Trade-off theory 

Being the pioneers in finding the correlation between factors leading to the change of a 

company’s capital structure, Modigliani and Miller stated that: “A higher debt-to-equity ratio 

leads to a higher required return” (Modigliani F. and Miller M., 1958). 

Model 1:  Re = Ru + (Ru – Rd) * 
�

�
 

Where: 

Re is the required rate of return on equity. 

Ru is the company cost of equity capital with no leverage  

Rd is the required rate of return on borrowings or cost of debt. 

�

�
  is the debt to equity ratio. 

No longer after M & M theory was public, Peaking order theory was issued by Kraus and 

Litzenberger to restore the theory built up by Modigliani and Miller by ignoring any unrealized 

conditions including the absence of taxes, bankruptcy costs, agency costs, and an efficient 

market (Kraus A., Litzenberger R.H., 1973). According to the research findings, dead-weight 

costs of bankruptcy and the tax rate of debts have a strong relationship with the decision of how 

much debt finance and equity finance to use in that firm.  

In conclusion, both types of research indicate that the borrowing cost of debt has an impact 

on the debt to equity ratio, which can be referred to as the equity ratio. 
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2.2. Research of Allan J. Taub 

To explore the determinants of a company’s capital structure, Allan took a new approach. 

He discerned that Board of Directors’ decisions of capital structure are strongly depended on 

the previous ratio. Another finding is that the tax rates are constantly changing each year. The 

last factor he found is the risk of releasing bonds differs each year at each company (Allan J. 

Taub, 1975). 

Allan used qualitative models and found independent variables affecting a company’s 

capital structure, including: The difference between the expected future return on the firm’s 

capital and the pure rate of interest, the uncertainty of the future earning of the firm, the size of 

the firm, the tax rate, and the firm’s period of solvency. While the expected future return on the 

firm’s capital, the pure rate of interest and the size of the firm had positive impacts on the debt-

equity ratio, other independent variables had the negative ones on the financial leverage ratio. 

2.3. Research of Vo Xuan Vinh 

Being inspired by the idea involving capital structure (Modigliani and Miller, 1958), (Fama 

E.F., French K.R., 2002), Vo Xuan Vinh used a comprehensive data collected from the firms 

listed on the Ho Chi Minh City stock exchange from 2006 to 2015 to prove the existence of 

different financial factors affecting the decision determining the firm’s capital structure. He also 

employed the GMM (Generalized Method of Moments) estimation techniques to alleviate biases 

and provide further robustness for the results (Vo Xuan Vinh, 2017). He showed that there are 5 

independent variables affecting the capital structure of enterprises, which included: asset growth, 

the ratio of tangible assets, profitability, firm size and liquidity. Based on the research results, Vo 

Xuan Vinh proved that different factors have different impacts on capital structure, including the 

short-term and long-term leverage ratio. Specifically, the finding showed that: of all the 5 

independent variables, only the PROFIT variable had a negative impact on long-term leverage 

ratio and only the GROWTH variable played a negative role in shaping short-term leverage ratio. 

In conclusion, previous researches have proved the correlation between independent 

variables including the firm’s growth rate (Growth), net asset ratio (Tang), profitability 

(Profitability) and the size of the firm (Size) with the firm’s capital structure as the dependent 

variable. However, all previous researches have not proved if these factors have impacts on the 

financial independence level of a company. Therefore, a research finding the determinants of the 

financial independence level of the company, including financial autonomy level and the 

financial security level is needed. 

3. Research Methodology 

3.1. Hypothesis and Empirical model 

With a limitation of time and space, the authors only research factors that affect the equity 

ratio and the long-term assets ratio, which affect the financial autonomy and financial security 

respectively. Those factors include growth rate, tangible assets ratio, profitability, size of the 

firm, and liquidity. External factors such as debt interest, income tax or gross domestic are 

produced, however, are not included because they affect not only the equity ratio but also other 
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aspects of a firm that its manager cannot control. So that, changes in these factors are also very 

hard to manage even knowing beforehand. As a result, the following theories are proposed: 

H1: Growth rate has a positive effect on the financial independence level. 

To understand the relationship between growth rate and financial independence, 

conclusions in Berens and Cuny’s (Berens J.L., Cuny C.J., 1995) publication in 1995 are 

investigated. According to Berens and Cuny, growth rate implies a high equity ratio and less 

financial leverage. Indeed, the growth rate of one firm can be measured by the increases in both 

its future revenue and profit. As a result, once a firm manages to maintain the profit stably, its 

equity will eventually grow. Furthermore, this theory is very consistent with papers published 

(Jung K., Kim Y.-C., Stulz R., 1996), (Berger P.G., Ofek E.L.I., Yermack D.L, 1997), , (Kim 

W.S., Sorensen E.H., 1986), (Rajan R.G., Zingales L, 1995), (Wald J.K., 1999), and (Booth L. 

Aivazian, V. Demirguc-kunt A., Maksimovic V., 2001).  

- H2: The coefficient of tangible assets has a negative impact on the financial 

independence level of the Vietnamese listed firms.  

This hypothesis is developed base on many empirical studies suggesting that a high 

fraction of tangible assets is associated with high leverage (Marsh, 1982), (Long M., Malitz I., 

1985), (Friend I., Lang L.H.P., 1988),. Indeed, tangible assets always are the dominant part of 

total assets, have high value, and can be used as mortgage asset for the debts. As a result, firms 

often prioritize using liabilities as a financial leverage to acquire more asset, expand business 

size while still be able to save business income tax (tax – shield). 

H3: Profitability has a positive effect on the financial independence level of the 

Vietnamese listed firms. 

When profitability increases, the same amount of equity yields more profit. This increase 

in profit will be used to further increase the equity, which is presented by the retained earnings in 

the statement of financial position. Therefore, based on equation 1.1, when the profitability of a 

firm increases, the percentage of assets that funded by the equity will increase. In other words, 

the financial independence level will increase. This hypothesis is consistent with previous 

theoretical studies (Jensen M.C., 1985), (Chang C., 1999), and is similar to other empirical 

studies documented in the current literature (Friend and Lang, 1988), (Titman S., Wessels R., 

1998), (Wiwattanakantang Y., 1999). 

- H4: Firm’s size has a positive impact on the financial independence level. 

From a financial distress perspective, many authors state that larger firms tend to be more 

diversified and have a smaller probability to fail, so size can be an inverse proxy for the 

probability of bankruptcy (Warner J.B., 1977), (Ang J.S., Chua J.H., McConnell J.J., 1982).  

 - H5: The liquidity has a positive impact on the financial independence level. 

The liquidity of a firm is determined by the ability to convert assets to cash and the ability 

to raise money for paying due debts. Clearly, when the liquidity increases, both the level of 

financial autonomy and that of financial security will increase too. 
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To consider and justify the effects of 5 different independent variables on the financial 

independence level, earlier researches usually followed the method of quantitative research into 

the correlation and regression model with the assistance from software. Therefore, in this 

research, the authors will follow the method of quantitative research into regression models with 

financial independence level as the independent variable: Growth opportunity, Tangible Assets 

Ratio, Profitability, Firm’s Size, and Liquidity as independent variables, with the assistance of 

IBM - SPSS 22 version 22.0.0.0. 

Table 1: List of variables included in the models 

Variable Meaning of Variable Calculated Variable 

Dependent Variable 

ER: Equity ratio Financial autonomy level 
������

����� ������
 

LAR: Long-term asset 
ratios 

Financial security level 
������ +  ���� ����  ����

���� ����  ������
 

Independent Variable 

X1: GROWTH 

Revenue growth rate  

(RGR) 

������� (�) −  ������� (� − 1) 

������� (� − 1)
 

Profit growth rate 

(PGR) 

��� (�) −  ��� (� − 1) 

��� (� − 1)
 

X2: TA 
The ratio of net plant, property and inventory to 
total assets as a measure for firm tangibility 

����� ������� ������

����� ������
 

X3: PROFITABILTY 

Return on Assets (ROA) 
���

����� ������
 

Return on Equity (ROE) 
���

����� ������
 

Return on Sales (ROS) 
���

����� �����
 

Return on Capital Employed (ROCE) 
����

����� ������� �� ������
 

X4: SIZE The natural logarithm of total assets at year end. Ln (Total assets) 

X5: LIQUIDITY 

General payment ability 

 (GPA) 

����� ������

����� �����������
 

Long-term payment ability 

(LPA) 

���� ����  ������

���� ����  �����������
 

Short-term payment ability 

(SPA) 

�ℎ��� ����  ������

�ℎ��� ����  �����������
 

Source: Compiled by the authors based on research results 

To test the hypothesis stated, the authors developed these following main regression 

models by the following regression models: 

- Model 1: ER = C (1) + C (2) GROWTH + C (3) TA + C (4) PROFITABILITY + C (5) 

SIZE + C (6) LIQUIDITY. 

- Model 2: LAR = C (1) + C (2) GROWTH + C (3) TA + C (4) PROFITABILITY + C (5) 

SIZE + C (6) LIQUIDITY. 
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Thus, to evaluate the financial independence level, it is necessary to evaluate both the 

financial autonomy and financial security, which are presented in ER and LAR respectivel

With each model, five independent variables that are considered to affect the level of 

financial independence are GROWTH, TA, PROFITABILITY, SIZE, and LIQUIDITY. 

However, to identify and estimate each independent value, various determinants must be used

For GROWTH, to the identify growth rate of the firm, the authors use two different determinants 

to measure. Those are the revenue growth rate and profit growth rate. Similarly, to measure TA, 

the authors calculate the tangible assets ratio. Then, with pr

determinants to evaluate a firm’s profitability. Those are

accessing the liquidity of a firm, it is necessary to thoroughly consider 3 parts of liquidity, 

including general payment ability, long

3.2. Research method 

Data collection and handling

Table 2:

Step Process

Step 1 Get a full list of listed manufacturing companies 
according to HaSic until the research day 20/7/2018 
at http://finance.vietstock.vn//doanh

Step 2 Search for a company with a corresponding stock 
code to find its Financial Reports in four most recent 
years from 2014 to 2017, then reconcile with data on 
CafeF. 

Step 3 Test the collected data by comparing the value of 
total assets and total equity of the companies and 
eliminate samples with uneven valu

 

Figure 1: The empirical model 

Source: Compiled by the authors based on research results

Thus, to evaluate the financial independence level, it is necessary to evaluate both the 

financial autonomy and financial security, which are presented in ER and LAR respectivel

With each model, five independent variables that are considered to affect the level of 

financial independence are GROWTH, TA, PROFITABILITY, SIZE, and LIQUIDITY. 

However, to identify and estimate each independent value, various determinants must be used

For GROWTH, to the identify growth rate of the firm, the authors use two different determinants 

to measure. Those are the revenue growth rate and profit growth rate. Similarly, to measure TA, 

the authors calculate the tangible assets ratio. Then, with profitability, there are four different 

determinants to evaluate a firm’s profitability. Those are: ROA, ROE, ROS, and ROCE.  When 

accessing the liquidity of a firm, it is necessary to thoroughly consider 3 parts of liquidity, 

ty, long-term payment liquidity, and short-term payment ability.

Data collection and handling:  

Table 2: Random sampling process 

Process Results

Get a full list of listed manufacturing companies 
according to HaSic until the research day 20/7/2018 
at http://finance.vietstock.vn//doanh-nghiep-a-z/# 

Got a list of 723 listed manufacturing companies 
with full name, stock code, and stock exchange.

Search for a company with a corresponding stock 
code to find its Financial Reports in four most recent 
years from 2014 to 2017, then reconcile with data on 

Of the 723 enterprises, only 402 enterprises have 
full financial statements and audited fro
2017. 

Using data obtained from 402 enterprises over 4 
years, we obtained a total of 1608 observations.

Test the collected data by comparing the value of 
total assets and total equity of the companies and 
eliminate samples with uneven values 

Eliminate 119 samples 

1489 samples left 

 

Source: Compiled by the authors based on research results 

Thus, to evaluate the financial independence level, it is necessary to evaluate both the 

financial autonomy and financial security, which are presented in ER and LAR respectively. 

With each model, five independent variables that are considered to affect the level of 

financial independence are GROWTH, TA, PROFITABILITY, SIZE, and LIQUIDITY. 

However, to identify and estimate each independent value, various determinants must be used. 

For GROWTH, to the identify growth rate of the firm, the authors use two different determinants 

to measure. Those are the revenue growth rate and profit growth rate. Similarly, to measure TA, 

ofitability, there are four different 

ROA, ROE, ROS, and ROCE.  When 

accessing the liquidity of a firm, it is necessary to thoroughly consider 3 parts of liquidity, 

term payment ability. 

Results 

Got a list of 723 listed manufacturing companies 
with full name, stock code, and stock exchange. 

Of the 723 enterprises, only 402 enterprises have 
full financial statements and audited from 2014 to 

Using data obtained from 402 enterprises over 4 
years, we obtained a total of 1608 observations. 
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Step Process Results 

Step 4 Calculate ER, LAR indicators according to formula 
table 3.1, and eliminate peculiar data sample if ER, 
LAR is negative, or EQ is over 1. 

Calculate ROA, ROE, ROS, ROCE and eliminate 
peculiar data samples if ROA is greater than ROE or 
ROCE 

Calculate the Liquidity and compare it to 1. If the 
GPA ratio is over 1, the sample will be eliminated. 

Eliminate 134 samples that don’t meet the 
condition of ER, LAR. 

 

 

Eliminate 246 samples that don’t meet the 
condition of the profitability. 

 

Eliminate 197 samples that don’t meet the 
condition of the Liquidity. 

912 observations left 

Step 5 Eliminate all the unexpected value for the 
observation of the entire settings and dependencies 
(The unexpected value is too large or too small give a 
doubt on the trust) 

492 observations left 

Source: Compiled by the authors based on research results 

The authors have applied the following methods to analyse data: 

- Descriptive statistics analysis:  

This method is applied in the research to describe basic quantitative characteristics of data, 

particularly including the following steps: 

Step 1: calculate mean, median, maximum, minimum, standard deviation, skewness and 

kurtosis values. These values will provide fundamental conclusions about samples and basic 

comparisons between observations. 

Step 2: calculate correlative values between independent variables to ensure the meaning 

of subsequent correlation and regression analysis. 

Descriptive statistics relate to data collection, summarization, presentation, calculation and 

description of different characteristics to reflect subjects of the study in a general way 

However, the limitation of descriptive statistics is that it only proposes notes and 

judgments for past events relating to data but does not provide either approximation and statistics 

for subsequent data or forecast about correlations between figures. 

- Correlation and regression analysis:  

In order to overcome the limitations of descriptive statistics analysis method, the authors 

use correlation and regression analysis method to measure linear correlations between variables 

in regression models. 

The process of correlation and regression analysis for each model comprises the following 

steps: 

Step 1: Test the quality of the measurement  

Cronbach’s Alpha ratio is an effective tool to test the quality of the measurement. The 

measurement is good if: 
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● Cronbach’s Alpha ratio is more than 0.6. 

● Corrected Item-Total Correlation ratio is more than 0,3 (Nunnally & Bernstein - 1994). 

Step 2: Exploratory Factor Analysis (EFA) 

EFA is made to separate all the variables into the exclusive element to support the 

following steps.  

● Loading factor is used to evaluate the EFA. The loading factor must be more than 0.3. 

● Kaiser-Mayer-Olkin ratio (KMO) must in the range of (0.5, 1). 

Step 3: Parse and analyze the empirical models by using IBM SPSS Statistics 22 version 

22.0.0.0. 

Step 4: Test the results from the empirical models. 

● Verify the reliability of the model. 

● Test the phenomenon of multi-collinear. 

● Verify partial correlation phenomena between independent variables. 

● Determine whether the model is valid or not. 

● Determine whether the variance of the error follows the normal distribution rules. 

4. Results and Discussion 

4.1. Empirical Results 

4.1.1. Descriptive Analysis 

The following table is created using data yielded from the analysis of 432 samples from 

firms that meet the research requirements. 

Table 3: Statistics describe the variables in the models 

 
ER LAR RGR PGR TA ROA ROE ROS ROCE SIZE GPA LPA SPA 

 Mean 0.45 1.66 -0.06 -0.19 0.41 0.06 0.13 0.03 0.12 13.42 2.10 1.52 1.44 

 Median 0.45 1.31 0.01 -0.15 0.38 0.05 0.13 0.04 0.12 13.13 1.84 2.68 1.27 

Maximum 0.83 19.91 1.00 1.00 0.97 0.44 0.89 0.96 0.93 18.21 5.98 19 2.96 

Minimum 0.04 0.27 -1 -1 0.01 -0.16 -0.5 -12.12 -0.44 10.64 1.05 0.11 0.21 

 Std. Dev. 0.18 1.37 0.41 0.51 0.20 0.07 0.14 0.59 0.13 1.51 0.89 1.12 0.58 

 Skewness -0.02 7.01 -0.69 -0.02 0.59 1.20 -0.4 -19.98 0.69 0.88 1.41 1.41 0.90 

 Kurtosis 2.19 80.50 3.42 2.20 3.03 8.19 8.46 410.01 8.02 3.56 4.80 4.12 3.22 

Obs. 432 432 432 432 432 432 432 432 432 432 432 432 432 

Obs: Observations 

Source: Compiled by the authors based on research results 
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Based on the dependent variables in Table 3, on average, 45% of the firms’ fund comes 

from equity while the mean equity ratio is 0.45 (ER = 0.45.) However, this ER value varies 

significantly between each firm. While some firms have ER value as high as 0.83, others only 

manage to exceed an ER value of 0.04. As also shown in Table 3, the firms’ tangible assets 

ratio are considerably high with a mean of 1.66. Lastly, similar to ER, the LAR values between 

the firms also varies greatly when the highest value reaches 19.91, 70 times larger than the 

lowest value. 

Analysis of the independent value GROWTH shows that the relative growth rate (RGR) 

and the progressive growth rate (PGR) are both negative in the given period. This is indeed a 

warning signal to the whole Vietnamese manufacturing industry. Among the investigated firms, 

the growth rate of income and profit also differ considerably when the standard deviation of the 

RGR value is 0.51; and that of the PGR is 0.2. 

PROFITABILITY values also indicate that on average, the profitability of the firms is 

relatively low with 6% for ROA, 13% for ROE, 3% for ROS, and 12% for ROCE. As a result, it 

is certainly to say that among different firms, the profitability is very different. When the 

profitability of firms with high company efficiency always fluctuate between 40% and 90%, the 

ROA, ROE, ROS, and ROCE values of firms with low efficiency are negative. 

Unlike profitability, the paying capacities of the investigated firms have very good value. 

The general payment ability (GPA), long-term payment ability (LPA), and short-term payment 

ability (SPA) are 2.1, 1.52, and 1.44 respectively. 

4.1.2. Relational regression analysis 

Test the quality of measurement:   

- GROWTH Test 

Table 4: Item-Total Statistics GROWTH Test 

 
Scale Mean if Item 

Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if 

Item Deleted 

Cronbach’s Alpha = 0.588 

RGR 2.8394 1.227 .421 . 

PGR 2.7724 1.639 .421 . 

Source: Compiled by the authors based on research results 

In Table 4, because the Cronbach’s Alpha value is approximately 0.6, the GROWTH scale 

meets the required confidence level. Furthermore, as the Corrected Item-Total Correlation values 

of RGR and PGR are both greater than 0.3, both observations are valid. 
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- PROFITABILITY Test:  

Table 5: Item-Total Statistics of PROFITABILITY Test 

 
Scale Mean if Item 

Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if 

Item Deleted 

Cronbach’s Alpha = 0.914 

ROA 9.1524 13.123 .914 .849 

ROE 9.1301 13.588 .837 .876 

ROS 9.0508 15.226 .649 .940 

ROCE 9.1972 13.821 .825 .881 

Source: Compiled by the authors based on research results 

In Table 5, because the Cronbach’s Alpha value exceeds 0.914, the PROFITABILITY 

scale is valid. In addition, as the Corrected Item-Total Correlation values of ROA, ROE, ROS 

and ROCE are significantly large (0.645 – 0.914), all observations are valid. 

However, due to the fact that when the item is deleted, the ROS’s Cronbach's Alpha 

becomes 0.94, greater than the Cronbach’s Alpha of the whole model, the scale based on 

PROFITABILITY would become more accurate when ROS was taken out of the system. In 

order to determine whether or not to remove ROS from the scale, other tests must have 

proceeded. 

 - LIQUIDITY Test:  

Table 6: Item-Total Statistics of LIQUIDITY Test 

 
Scale Mean if Item 

Deleted 
Scale Variance if 

Item Deleted 
Corrected Item-Total 

Correlation 
Cronbach's Alpha if 

Item Deleted 

Cronbach’s Alpha = 0.721 

GPA 5.8801 4.782 .776 .333 

LPA 6.1098 6.684 .339 .865 

SPA 6.1687 5.538 .559 .612 

Source: Compiled by the authors based on research results 

Table 6 shows that the Cronbach’s Alpha value is 0.721. As a result, the scale using 

LIQUIDITY is accurate. Moreover, because the Corrected Item-Total Correlation values of 

GPA, LPA, and SPA are all greater than 0.3, the observations are corrected. 

Nonetheless, when the item is deleted, the Cronbach's Alpha value of LPA is 0.865, greater 

than the Cronbach’s Alpha value of the model. This indicates that if LPA were removed, the 

scale using LIQUIDITY would be more accurate. In order to determine whether or not to remove 

LPA from the scale, other tests must have proceeded. 
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Exploratory Factor Analysis (EFA):  

Table 7: KMO and Bartlett's Test  

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .695 

Bartlett's Test of Sphericity Approx. Chi-Square 4333.946 

df 66 

Sig. .000 

Source: Compiled by the authors based on research results 

Table 7 shows that the KMO value equals 0.695, greater than 0.5. Therefore, EFA is 

accepted.  

Furthermore, in Table 7, because of the p - value (Barlett’s Test) which is labelled as Sig.in 

the SPSS equals 0.000, smaller than 0.050, the models are suitable.  

Table 8: Total Variance Explained 

Component 

Initial Eigenvalues 
Extraction Sums of Squared 

Loadings 
Rotation Sums of Squared 

Loadings 

Total 
% of 

Variance 
Cumulative 

% 
Total 

% of 
Variance 

Cumulative 
% 

Total 
% of 

Variance 
Cumulative 

% 

1 3.952 32.934 32.934 3.952 32.934 32.934 3.135 26.128 26.128 

2 2.086 17.387 50.321 2.086 17.387 50.321 2.506 20.879 47.008 

3 1.474 12.287 62.608 1.474 12.287 62.608 1.780 14.833 61.840 

4 1.423 11.861 74.469 1.423 11.861 74.469 1.425 11.879 73.719 

5 1.113 9.278 83.747 1.113 9.278 83.747 1.203 10.028 83.747 

6 .764 6.367 90.114       

7 .574 4.786 94.900       

8 .243 2.027 96.927       

9 .119 .992 97.919       

10 .104 .870 98.789       

11 .077 .641 99.430       

12 .068 .570 100.000       

Source: Compiled by the authors based on research results 

Table 8 shows that the Eigenvalue value is 1.113, greater than 1 but less than 2. This result 

proves that the models don’t miss another variable. 

The cumulative variance is 83.747%, greater than 50%. This indicates that the model base 

on EFA is accurate. So that, with 5 components of independent variables, they illustrate 83.747% 

the changes in the dependent variables. 
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Table 9: Rotated Component Matrixa 

 

Component 

1 2 3 4 5 

ROE .962     

ROCE .931     

ROA .896 .343    

ROS .673 .485  .340  

GPA  .929    

SPA  .895    

PGR   .843   

RGR   .842   

TA    .976  

SIZE     .862 

LPA  .387   -.602 

Source: Compiled by the authors based on research results 

The results of the rotated component matrix in Table 9 shows that there are 11 

determinants, which are combined into 5 components. Because the ROS is loaded onto 3 

different components: Component 1, Component 2, and Component 4, it violates the difference 

in the rotated matrix and needs to be removed from the models. The loading factors in 

Component 1, 2, and 4 are 0.673, 0.485, and 0.34 respectively. The difference between the two 

loading factors is less than 0.3 so that it is really necessary to eliminate ROS from the models. 

Although ROA and LPA are both loaded onto 2 different components, the big differences 

between the loading factors (LPA’s loading factor in Component 5 is -0.602 while ROA’s 

loading factor in Component 3 is 0.343) proves that ROA is only valid in Component 1, the same 

category with ROE and ROCE. Similarly, LPA is only valid in Component 2, the same category 

with GPA and SPA. 

By EFA test second time after removing ROS out of profitability, Table 10 below is 

created: 

Table 10: Rotated Component Matrixa after eliminating ROS 

 

Component 

1 2 3 4 5 

ROE .968     

ROCE .943     

ROA .887 .361    

GPA  .944    

SPA  .888    

PGR   .843   

RGR   .842   

SIZE    .896  

LPA  .435  -.547  

TA     .980 

Source: Compiled by the authors based on the research results  
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The results of the rotated component matrix in Table 10 shows that there are 10 

determinants, which are combined into 5 components. Only ROA and LPA exist simultaneously 

in 2 components. However, because the differences between the loading factors in 2 separated 

components are greater than 0.3, all determinants in the model have valid loading factors. 

Table 11: The variables in the model after using EFA 

Number Variables Determinants Meaning 

1 GROWTH RGR, PGR Independent variable 

2 TA TA Independent variable 

3 PROFITABILITY ROA, ROE, ROCE Independent variable 

4 SIZE SIZE Independent variable 

5 LIQUIDITY GPA, LPA, SPA Independent variable 

6 Financial Independence Level ER, LAR Dependent variable 

The number of independent variables: 10 

The number of dependent variables: 2 

Source: Compiled by the authors based on research results 

After the removal of ROS out of the model, the testing of the correlation between variables 

is proceeded and yielded the following results:  

Table 12: Correlation among variables in the models 

 ER LAR GRO. TA PRO. SIZE LIQ 

ER Pearson Correlation 1 .490** -.016 .088 .201** -.050 .877** 

Sig. (2-tailed)  .000 .725 .050 .000 .270 .000 

N 492 492 492 492 492 492 492 

LAR Pearson Correlation .490** 1 .049 -.671** .221** -.083 .611** 

Sig. (2-tailed) .000  .275 .000 .000 .065 .000 

N 492 492 492 492 492 492 492 

GROWTH Pearson Correlation -.016 .049 1 -.017 -.038 .032 -.002 

Sig. (2-tailed) .725 .275  .706 .402 .481 .958 

N 492 492 492 492 492 492 492 

TA Pearson Correlation .088 -.671** -.017 1 -.117** .077 -.127** 

Sig. (2-tailed) .050 .000 .706  .010 .086 .005 

N 492 492 492 492 492 492 492 

PROFITABILITY Pearson Correlation .201** .221** -.038 -.117** 1 .001 .305** 

Sig. (2-tailed) .000 .000 .402 .010  .990 .000 

N 492 492 492 492 492 492 492 

SIZE Pearson Correlation -.050 -.083 .032 .077 .001 1 -.086 

Sig. (2-tailed) .270 .065 .481 .086 .990  .057 

N 492 492 492 492 492 492 492 

LIQUIDITY Pearson Correlation .877** .611** -.002 -.127** .305** -.086 1 

Sig. (2-tailed) .000 .000 .958 .005 .000 .057  

N 492 492 492 492 492 492 492 

**. Correlation is significant at the 0.01 level (2-tailed). 

GRO.: GROWTH; PRO.: PROFITABILITY; LIQ.: LIQUIDITY 

Source: Compiled by the authors based on research results 
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In Table 12, the p-value (labelled as Sig. in SPSS) of the dependent variables - TA, 

PROFITABILITY, and LIQUIDITY as well as the two dependent variables - ER and LAR are 

all less than 0.05. Therefore, there is a positive correlation existed between the independent 

variables and the dependent ones. In contrast, because the p-value the independent variables - 

SIZE and GROWTH are both greater than 0.05, there is no correlation between these two 

variables and dependent variables that show the financial independence level in the given 

models. 

More specifically, the correlations between LIQUIDITY and other dependent variables are 

always high (87.7% with ER, and 61.1% with LAR). The remaining dependent variables, which 

are PROFITABILITY and TA, have weak correlations with dependent variables. 

The following models are based of the conclusions yielded from the analysis of the 

correlations among each variable: 

Model 1: ER = C (1) + C (2) * TA + C (3) * PROFITABILITY + C (4) * LIQUIDITY 

Model 2: LAR = C (1) + C (2) * TA + C (3) * PROFITABILITY + C (4) * LIQUIDITY 

4.1.3. Regression analysis 

- ER model:   

Table 13: Coefficientsa ER model 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. 
Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

 (Constant) -.993 .117  -8.457 .000   

TA .200 .020 .198 10.006 .000 .977 1.023 

PROFITABILITY -.060 .022 -.056 -2.725 .007 .901 1.110 

LIQUIDITY 1.139 .026 .920 44.547 .000 .899 1.113 

Source: Compiled by the authors based on research results 

In Table 13, because the p-values (t-test) of the independent variables in the ER model are 

all less than 0.05, all these variables are statistically significant. 

Table 13 also shows that because the variance inflation factor (VIF) of the independent 

variables are less than 2, there is no multicollinearity in the model. 

Thus, model 1 can be written as: 

ER = 0.117 + 0.02 * TA – 0.056 * PROFITABILITY + 0.92 * LIQUIDITY 
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- LAR model:  

Table 14: Coefficientsa LAR model 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. 
Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 (Constant) 2.798 .138  20.325 .000   

TA -.598 .023 -.605 -25.493 .000 .977 1.023 

PROFITABILITY -.014 .026 -.013 -.542 .588 .901 1.110 

LIQUIDITY .653 .030 .538 21.755 .000 .899 1.113 

Source: Compiled by the authors based on research results 

In Table 14, because the p-values (t-test) of the two independent variables – TA and 

LIQUIDITY in LAR model are all less than 0.05, they are statistically significant. Unlike TA' 

and LIQUIDITY, PROFITABILITY has a p-value (t-test) of 0.588, greater than 0.05. As a 

result, PROFITABILITY is not statistically significant in the LAR model. 

Moreover, since VIF of these independent variables is all less than 2, multicollinearity 

does not exist in this model. 

Hence, the LAR model can be written as: 

LAR = -0.605 * TA – 0.013 * PROFITABILITY + 0.538 * LIQUIDITY 

4.1.4. Test of the regression models 

- ER model:  

Table 15: Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson 

1 .902a .813 .812 .59913 1.621 

a. Predictors: (Constant), LIQUIDITY, TA, PROFITABILITY 

b. Dependent Variable: ER 

Source: Compiled by the authors based on research results 

Table 15 illustrates that the adjusted R square value is 0.812. This means that the changes 

in ER are 81.2% related to the changes in the independent variables, including LIQUIDITY, TA, 

and PROFITABILITY. 

Furthermore, the Durbin - Watson value in the Table 15 is 1.62, greater than 1.5 and less 

than 2.5. This means that there is no autocorrelation in the sample. 
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Model Sum of Squares

1 Regression 762.074

Residual 175.168

Total 937.242

a. Dependent Variable: ER 

b. Predictors: (Constant), LIQUIDITY, TA, PROFITABILITY

Table 16 shows that the p-value for the F

said that ER model is reliable.  

Figure 2: Histogram for regression standardized residual of the ER model

Figure 2 shows that the regression standardized residual has a mean value of 3.33*10

with a standard deviation of 0.997, approximately closes to 1. Therefore, it can be assumed that 

the regression standardized residual is normally d

- LAR model:  

Model R R Square 

1 855a .732 

a. Predictors: (Constant), LIQUIDITY, TA, PROFITABILITY

b. Dependent Variable: LAR 

Table 16: ANOVAa 

quares df Mean Square F

762.074 3 254.025 707.686

175.168 488 .359 

937.242 491  

b. Predictors: (Constant), LIQUIDITY, TA, PROFITABILITY 

Source: Compiled by the authors based on 

value for the F-test is 0.000, less than 0.05. Therefore, it can be 

Histogram for regression standardized residual of the ER model

Source: Compiled by the authors based

shows that the regression standardized residual has a mean value of 3.33*10

with a standard deviation of 0.997, approximately closes to 1. Therefore, it can be assumed that 

the regression standardized residual is normally distributed.   

Table 17: Model Summaryb 

Adjusted R Square Std. Error of the Estimate

.730 .70288 

a. Predictors: (Constant), LIQUIDITY, TA, PROFITABILITY 

Source: Compiled by the authors based on research results

F Sig. 

707.686 .000b 

  

  

Source: Compiled by the authors based on research results 

test is 0.000, less than 0.05. Therefore, it can be 

 

Histogram for regression standardized residual of the ER model 

Source: Compiled by the authors based on research results 

shows that the regression standardized residual has a mean value of 3.33*10-15 

with a standard deviation of 0.997, approximately closes to 1. Therefore, it can be assumed that 

Std. Error of the Estimate Durbin-Watson 

1.539 

Compiled by the authors based on research results 



The adjusted R squared value in Table 1

related to the changes in the independent variables, including LIQUIDITY, TA, and 

PROFITABILITY. 

Furthermore, the Durbin - 

means that there is no autocorrelation in the sample.

Model Sum of Squares

1 Regression 657.226

Residual 241.089

Total 898.315

a. Dependent Variable: LAR 

b. Predictors: (Constant), LIQUIDITY, TA, PROFITABILITY

The p-value for the F-test in Table 1

confidence level of 95%, it can be said that the LAR model is sensible.

Figure 3: Histogram for regression standardized residual of the LAR model

The mean value of the regression standardized residual in Figure 

standard deviation of 0.997, equals approximately 1. Therefore, it can be assumed that the 

regression standardized residual is normally distributed.

 

The adjusted R squared value in Table 17 is 0.73, meaning that the changes in ER are 73% 

related to the changes in the independent variables, including LIQUIDITY, TA, and 

 Watson value is 1.539, greater than 1.5 and less than 2.5. This 

means that there is no autocorrelation in the sample. 

Table 18: ANOVAa 

Sum of Squares df Mean Square 

657.226 3 219.075 443.440

241.089 488 .494 

898.315 491  

b. Predictors: (Constant), LIQUIDITY, TA, PROFITABILITY 

Source: Compiled by the authors based on research results

test in Table 18 equals 0.000, less than 0.05. Thus, with the 

confidence level of 95%, it can be said that the LAR model is sensible. 

: Histogram for regression standardized residual of the LAR model

Source: Compiled by the authors based on research results

ean value of the regression standardized residual in Figure 3 is 1.76 * 10

standard deviation of 0.997, equals approximately 1. Therefore, it can be assumed that the 

regression standardized residual is normally distributed. 
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is 0.73, meaning that the changes in ER are 73% 

related to the changes in the independent variables, including LIQUIDITY, TA, and 

Watson value is 1.539, greater than 1.5 and less than 2.5. This 

F Sig. 

443.440 .000b 

  

  

Source: Compiled by the authors based on research results 

equals 0.000, less than 0.05. Thus, with the 

: Histogram for regression standardized residual of the LAR model 

Source: Compiled by the authors based on research results 

is 1.76 * 10-15 with a 

standard deviation of 0.997, equals approximately 1. Therefore, it can be assumed that the 
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4.2. The conclusion and recommendation 

4.2.1. The conclusion 

From the research results presented in section 4.1, we find that: 

There are three determinants that significant impact on the financial independence level in 

listed manufacturing companies in Vietnam: the tangible assets ratio (TA), the profitability 

(including ROA, ROE and ROCE), and the liquidity (general payment ability (GPA), long-term 

payment ability (LPA), and short-term payment ability (SPA)). Growth rate (including the 

growth rate of revenue, growth rate of profit), and size of the enterprises are negatively 

correlated but not significant to the level of financial independence of the listed manufacturing 

companies in Vietnam. 

Specifically, the factor that has the most significant influence in shaping financial 

independence level is liquidity. For the financial autonomy level, while the profitability has a 

negative impact on it, the tangible assets ratio and the liquidity of the firm impact positively on 

it. For the financial security level, on the other hand, has a negative relationship with both the 

tangible assets ratio and the profitability, but is influenced positively by the liquidity factor.  

4.2.2.  Recommendation:  

From the above conclusions, we propose the following recommendations: 

- To the Government:   

In order to improve the level of financial autonomy and financial security of listed 

manufacturing enterprises in Viet Nam, the Government and line agencies should set a limit on 

the number of loans to enterprises. This rule can prevent the risk of insolvency, help businesses 

can increase the ability to pay, and increase the financial independence. 

- To the manufacturing companies:  

Listed manufacturing companies in Vietnam should adjust their capital structure, both 

equity structure and asset structure, in order not only to ensure a good liquidity, but also prevent 

bankruptcy. The firms need to consider the term of capital to invest in suitable assets to make 

sure that the financial security of the firm is strong enough. By increasing the liquidity, the 

tangible assets ratio, the firm, thereby, will increase the level of financial independence.  
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Abstract: This study is conducted to investigate the impact levels of dividend policy on 

stock prices variation with the case of Vietnam stock exchange. Data were collected from 248 

listed firms for the period from 2014 to 2017. By using ordinary least squares (OLS) and quantile 

regression (QR), we found that there is a negative relationship between dividend policy and 

variation of stock prices. Some variables including income variation, long term liabilities and 

growth have positive relationship with stock price variation whereas firm size has no impact on 

stock prices variation. We also found that firms using low dividend yield influence stock prices 

variation in a clearer way. The results of this study are important for management to have proper 

dividend policy because dividend policy is a crucial information for stakeholders to make 

economic decisions. 

Keywords: dividend policy, variation of stock prices, quantile regression 

 

1. Introduction 

The relationship between dividend policy and firm value has been investigated by many 

researchers such as Miller and Modigliani (1961). Under the theory of M & M, there is no 

relationship between dividend policy and firm value in the circumstance of ineffective market. 

However, in the studies conducted by Gordon (1963), Lintner (1956), Black and Scholes (1974), 

Jensen et al. (1992), dividend policy has also impact on stock prices. 

In the eyes of firm management, investors are interested in dividends and risks of 

investment that can affect stock pricing in the long term. This shows that variation of stock 

prices are too important for firm management and investors as well. Dividend is not also an 

income of stock holders but also a proxy of financial for financial managers in making dividend 
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payment and in investing in other firms. That is why a proper dividend policy is one of the most 

financial information for both firm management and stock holders. 

Variation of stock prices in understood as increase or decrease of stock prices in a period 

of time and is also a risk paced by investors in stock investment. In case of no variation of stock 

prices in a stock market, potential investors have no motivation in attending the stock market. 

Therefore, investors, brokers, agencies, scientists, management are interested in variation of 

stock prices. Stock price variation is an indicator for risk measurement and affects a firm value. 

The topic of the relationship between dividend policy and stock price changes causes 

controversy in the world and Vietnam as well. There are many studies investigating the 

relationship between this topic but results are diversified. Dividend policy has a positive 

relationship with stock price changes (Baskin, 1989; Allen & Rachim, 1996; Nazir et al., 2010; 

Hashemeijoo et al., 2012; Suliman et al., 2013. In contrast, dividend policy has a negative 

relationship with stock price variations (Asghar et al., 2011; Khan et al., 2011; Dang & Pham, 

2016). Besides, negative relationship, positive relation are shown in the studies conducted by 

Okafor & Chijoke-Mgbame (2011), Ngoc and Cuong (2016). 

In the context of Vietnam, listed firms hardly understand the importance of the impact 

levels of dividend policy on stock price variation and dividend payment is not a part of financial 

strategy in the long term,. This study is conducted to answer the questions of the impact levels of 

dividend policy on variation of stock prices and firms using high (or low) dividend yield on 

stock price variation. 

2. Theoretical Framework 

Theory designed by Miller and Modigliani (1961) has become a model for other 

researchers in developing different models relating to divided behaviors and helping 

management design their own dividend policies. Under the theory of M & M, firm value does 

not depend on dividend policy and firm value depends on future income and risk of investments. 

Black and Scholes (1974) designed a theory of customer behaviors and divided investors in 

three groups of (i) a group likes dividends; (ii) a group is indifferent from dividends; and (iii) a 

group dislikes dividends. According to Black and Scholes (1974), customer behavior explains 

the impact of taxation and transaction expenses on stock preference of investors and then 

influences dividend policy. But existence of transaction expenses and tax differentiation are not 

enough to explain the dividend policy design. 

Based on the results of study conducted by Miller and Modigliani (1961), Ross (1977) 

designed the signal theory. Signal theory states that more announcement of dividend payment 

is understood as a signal that a firm running more prosperous projects. A good firm having 

food opportunities for investment seems to signal this to investors and that is why the firm can 

make profit. 

3. Literature Review 

The relationship between dividend policy and stock price variation is important for 

management to know the reason why different firms have different dividend policies. Many 
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studies in the world have investigated the impact levels of dividend policy on stock price 

variation. 

3.1. Negative Relationship between Dividend Policy and Stock Price Variations 

Baskin (1989) investigated the relationship between dividend policy and stock price 

variation based on the data of 2,344 American firms for the period from 1967 to 1986. The 

results show that there is a negative impact of dividend policy on variation of stock prices and 

dividend policy can be used for controlling stock prices. If dividend yield increases 1%, annual 

standard deviation of stock price variation decreases 2.5% 

Allen and Rachim (1996) collected data of 173 Australian listed firms for the period from 

1972 to 1985 and employed OLS. The results show that dividend payout associates negatively 

with stock price variation. On the contrary with the study of Baskin (1989), coefficient between 

dividend yield and stock price variation is too low. Dividend yield is removed from the model 

because of multicollinearity. Other variables of income and long term liabilities are two main 

variables affecting variation of stock prices. 

Nishat and Irfan (2004) used 160 listed firms on Karachi stock exchange for the period 

from 1981 to 2000 for investigating the impact levels of dividend policy on risk of stock price in 

Pakistan. The results show that dividend policy including dividend yield and dividend payout 

influence significantly variation of stock price. 

Nazir et al. (2010) used a sample of 73 listed firms on Karachi stock exchange for the 

period from 2003 to 2008. By employing random effect model (REM) and fixed effect model 

(FEM), and on the contrary with results conducted by Rashid and Rahman (2008) the results 

show that there is a, negative relationship between stock price variation and dividend yield and 

payout. Besides, market and leverage impact insignificantly variations of stock price. 

Hashemijoo et al. (2012) used 84 listed firms in consumer goods field in Malaysia stock 

exchange for the period from 2005 to 2010. By adding some variables of market size, income 

variation, financial leverage, long term debts and growth, the results show the negative 

relationship between stock price variation and dividend yield and payout. Besides, a negative 

association between stock price changer and market capitalization is detected in this detected in 

this study. 

Suliman et al. (2013) analyzed stock price changes by using data of 35 listed firms on 

Karachi stock exchange for the period from 2001 to 2011. 

The results show that a negative relationship between stock price changes and dividend 

yield is existed. Besides, there is a positive relationship between stock price variation and firm 

size and asset growth but no association between stock price changes and changes of income in 

this study. 

3.2. Positive Relationship between Dividend Policy and Stock Price Variation 

Rashid and Rahman (2008) used 104 non-financial listed firms on Dhaka stock exchange 

for the period from 1999 to 2006 and concluded that there is a insignificantly positive 
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relationship between stock price changes and dividend yield. Long term liabilities and growth 

have insignificantly positive association with stock price variation. Dividend payment ratio and 

firm size have significantly impacts on stock price variation. This result disagrees with result 

concluded by Baskin (1989) basing data of American listed firms where dividend yield has no 

relationship with variation of stock prices. 

Asghar et al. (2011) investigated the relationship between stock price variation and 

dividend policy of listed firms on Karachi stock exchange for the period from 2005 to 2009. On 

the contrary with results of Baskin (1989), the results show that there is a statistically positive 

relationship between stock price variation and dividend yield. Besides, stock price variation has a 

negative impact on growth. 

Khan et al. (2011) used data of 55 listed firm on Karachi stock exchange for the period 

from 2001 to 2010. The results concluded that variables of dividend yield, return on equity, 

profit after tax positive association with stock price variation, whereas retained earnings have 

negative relationship with stock price variation. 

Dang and Pham (2016) used data of 165 listed firms on Vietnam stock exchange for the 

period from 2009 to 2013. By using regression model, fixed effect model together with 

descriptive analysis, there is a positive relationship between dividend ratio, dividend payment 

and stock price variation. 

3.3. Both Negative and Positive Association between Dividend Policy and Variation of 

Stock Prices 

Okafor & Chijoke-Mgbame (2011) investigated the association between dividend policy 

and stock price variation of Nigeria listed firms for the period from 1988 to 2005 and concluded 

that dividend policy has impact on stock price variation. Even though this study employed a 

different methodology, this result partly agrees with the result conducted by Baskin (1999). 

Dividend yield has a significantly negative relationship with stock price variation whereas 

dividend payout has a low positive relationship. In the short term, dividend policy itself 

influences stock price changes because, much or less, variables of firm size, income changes, 

growth impact on stock price variation. 

Vo (2014), Ngoc and Cuong (2016) used data of listed firms on Vietnam stock exchange in 

different period and concluded that a positive relationship between dividend yield and stock 

price variation but earnings per share has a negative relationship. 

In short, the relationship between dividend policy and stock price variation is measured 

basing on stock market nature, situation of each country, global economy and other factors. 

Moreover, empirical studies need to have deep investigation, for example, by employing quantile 

regression. This research goes on investigating the relationship between dividend policy and 

stock price variation and investigating the impact levels of listed firms using high dividend yield 

and low dividend yield on variation of stock price. 

4. Models and Research Methodology 

Ordinary least squares (OLS) is much employed in analyzing the variation of the 

relationship between stock price variation and dividend policy. 
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Based on the theory of Baskin (1989), model 1 is designed and dividend policy includes 

dividend yield and dividend payout. Some controlled variables are included in the model as firm 

size, earnings change, long term debts and asset growth. In the model 1, dependent variable is 

stock price variation and independent variable are proxied by dividend yield and dividend 

payout. In the model 2, we add one variable of dividend yield per par value. 

Based on prior researches, we propose two models as below: 

Moel 1:  

Pvol i = β0 + β1(Dyield i) + β2(Dpayout i) + β4(SIZEi) + β5(Earnings i) + β6(Debt i) + 

β7(Growthi) + εit    

Model 2: 

Pvol i = β0+β1(Dyield i)+β2(Dpayout i)+ β3(Dpsri)+ β4(SIZEi) + β5(Earnings i) + β6(Debt i)+ 

β7(Growthi)+ εit    

Table 1: Measurement and Expectation of Variables 

Variables Codes Measurement Expectation Explanations 

Stock price 
variation 

Pvol 

����=  

�∑ �
� � − ��
� � + ��

2

�

�

�
���

4
 

 

- Hi: Highest price of stock in year i. 

- Li: Lowest price of stock in year i. 

- i (from 1 to 4): from 2014 to 2017. 

Dividend 
yield 

Dyield �_����� = �

��
� ��
4

�

���

 (-) 

- Di: Annual cash dividend in year i. 

- MVi: Market value of a firm at the 
end of year i. 

Dividend 
payout 

Payout ������ = �

��
��
4

�

���

 (-) 
- Di: Annual cash dividends in year i. 

- Ei: Net profit of year i. 

Dividend 
yield per par 
value 

Dpsr ���� = �

�����
�

4

�

���

 (-) 

- DEPSi: Dividend paid in year i. 

- M: Par value (unit: 1,000 Vietnamese 
dong) 

Firm size Size ���� = ln (�

��
��
4

�

���

  ) (+) 

- MVi: Market value of a firm at the 
end of year i. 

- Ei: Net profit of year i. 

Earnings 
variation 

Evol 
 

 

 

(+) 

- Ri: Operating income divided by total 
asset in year i. 

R:̅ Average earnings 

Long term 
debts 

Debt ���� = �

���
������
4

�

���

 (+) 

- LDi: Long term debts at the end of 
year i. 

- ASSETi: Total assets at the end of 
year i. 

Growth Growth �����ℎ =
∑

∆������
������

�
���

4
 

 

(+) 

- ASSETi: Asset change in year i. 

- ASSETi: Total assets at the opening 
of year i. 

Source: Designed by the authors  
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Ordinary least squares (OLS) is a type of linear least squares method for estimating the 

unknown parameters in a linear regression model. By using OLS, we get only linear regression 

showing mean values of dependent and independent variables, whereas using quantile regression 

shows regression functions corresponding to quantile of dependent variable. 

Koenker and Bassette (1982) are first researchers to employ quantile regression instead of 

using OLS. They propose this method for estimating parameters on each quantile of dependent 

variable. In other words, instead of investigating the impact of independent variables, on mean 

value of dependent variable, quantile regression shows the impact of independent variables on 

each quantile of dependent variable. Quantile regression outweighs OLS. Quantile regression 

helps researchers to know the overall variation of yi basing on the changes of quantile (0;1). 

According to Hao & Naiman (2007), assumptions in quantile regression are not as strict as 

assumptions in OLS, for example a normal distribution is not important. 

5. Results and Discussions 

Data in table 2 show that mean of stock price variation is 0.819 Mean of Dyield is 18.1%, 

meaning that stock return is 18.1%. Mean of is 53.2% showing that more than a half of earnings 

used for conducting cash dividends. Mean of Dpsr is 27.5% for the period from 2014 to 2017. 

Table 2: Descriptive Analysis of Variable 

Variables Observation Mean Std. Dev. Min Max 

Pvol 248 0.819 0.165 0.51 1.29 

Dyield 248 0.181 0.148 0 1.52 

Payout 248 0.532 0.348 0 1.57 

Dpsr 248 0.275 0.204 0 0.96 

Size 248 20.510 1.615 17.55 25.98 

Evol 248 0.058 0.098 0 0.86 

Debt 248 0.677 0.174 0.15 0.98 

Growth 248 0.226 0.225 -0.55 0.69 

Based on figure 1, variation of stock prices (Pvol) is not normal distribution. The results of 

Shapiro - Whik and Shapiro - Francia tests also that Pvol is abnormal distribution. So it is not 

reliable and comprehensive if using OLS. So using quantile regression is necessary in this 

circumstance. 

     

Figure 1: Distribution of Dependent Variable of Stock Price Variation (Pvol) 
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In investigating the dividend policy levels among sectors for the period from 2014 to 2017, 

data in table 2 illustrate that consumer goods have highest Dpsr of 43.2% and Dyield of 28.5%/ 

The highest payout of 69.0% belongs to energy. 

Table 3: Dividend Policies among Sectors 

No. Sectors No. of firms Dpsr Dyield Payout 

1 Real estate and construction 77 20.5% 14.7% 41.1% 

2 Industry 36 34.5% 21.9% 65.1% 

3 Technology 7 20.7% 12.4% 39.1% 

4 Services 24 26.0% 14.5% 45.8% 

5 Consumer goods 19 43.2% 28.5% 65.4% 

6 Energy 18 35.5% 22.7% 69.0% 

7 Agriculture 28 29.3% 19.7% 60.7% 

8 Materials 22 22.1% 17.8% 52.0% 

9 Finance and insurance 9 15.9% 9.8% 49.4% 

10 Health 8 39.5% 19.5% 66.1% 

Table 4 shows coefficient matrix among variables with the aim of testing the close 

relationship between variables in order to remove variables that can cause multilinearity in the 

models. No coefficients of variables is less than 0.6, so less possibility to exist multilinearity 

between independent variables is existed. We use VIF coefficient less than 2.0, so multilinearity 

is not existed in the models. 

Table 4: Coefficient Matrix 

  Pvol Dyield Payout Dpsr Size Evol Debt Growth 

Pvol 1 

Dyield -0.3797* 1 

Payout -0.5031* 0.7308* 1 

Dps -0.4515* 0.7072* 0.7784* 1 

Size -0.093 0.0337 0.1665* 0.2855* 1 

Evol 0.2942* -0.0714 -0.1671* -0.0572 -0.0775 1 

Debt 0.062 -0.1027 -0.1247* -0.2265* 0.055 -0.1164 1 

Growth 0.079 0.0235 -0.0244 0.0893 0.3044* -0.2919* 0.0297 1 

* p<0.05  

Table 5 shows the results of model 1. Data in table 5 reflect coefficients of quantile 

regression and ordinary least squares (OLS). For reducing multilinearity and heteroscedasticity, 

we run robust OLS. Based on OLS running, Dyield is negative and not statistical but has a 

negative relationship with Pvol at the quantile of 10 and quantile of 25. Payout variable has a 

negative relationship with Pvol at the quantiles of 50, 75 and 90 when running OLS robust. 
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The variable of firm size (size) has a negative association with variable of stock rice 

variation (Pvol) and has no significant level at the point of average and quantiles. Earning 

variation (Evol) has a positive relationship with Pvol in the OLS running and significantly at all 

quantiles. The variable of revenue growth (growth) has a positive relationship with Pvol and 

significance at all quantiles except quantile of 75. 

Table 5: Results of Model 1 

 
OLS Robust 

Quantile regressions 

QR10 QR25 QR50 QR75 QR90    

Dyield -0.09 -0.405* -0.233+ -0.083 -0.101 -0.063 

Payout -0.180** 0.002 -0.083 -0.185** -0.181** -0.255** 

Size -0.006 0.001 -0.001 -0.005 -0.011 -0.015 

Evol 0.463** 0.405* 0.509** 0.497** 0.553** 0.626** 

Debt 0.035 0.132 0.103 0.128* 0.051 -0.083 

Growth 0.124** 0.133+ 0.123* 0.103* 0.075 0.177* 

_cons 0.977** 0.570** 0.704** 0.887** 1.149** 1.444** 

n 248 248 248 248 248 248 

R2/Pseudo R2  0.3236 0.1344 0.168 0.2115 0.2088 0.2598 

+ p<0.1, * p<0.05, ** p<0.01 

Data in Table 6 show the results of model 2. The variable of Dpsv has a negative 

relationship with Pvol with significant level of 10% at quantiles of 25 and 90. 

Table 6: Results of Model 2 

  OLS Robust 
Quantile regressions 

QR10 QR25 QR50 QR75 QR90    

Dyield -0.003 -0.091 0.03 -0.031 0.058 0.009 

Payout -0.119** 0.001 -0.063 -0.143** -0.145+ -0.149+ 

Dpsr -0.201* -0.178 -0.214* -0.117 -0.199 -0.331* 

Size -0.001 0.007 0.006 -0.002 -0.007 -0.011 

Evol 0.491** 0.455** 0.565** 0.514** 0.579** 0.604** 

Debt 0.003 0.088 0.089 0.127* 0.006 -0.082 

Growth 0.135** 0.177* 0.139* 0.124* 0.097 0.188* 

_cons 0.906** 0.445* 0.566** 0.821** 1.102** 1.373** 

n 248 248 248 248 248 248 

R2/Pseudo R2  0.3417 0.1449 0.1731 0.2162 0.2287 0.2847 

+ p<0.1, * p<0.05, ** p<0.01 

For investigating the impact of dividend policy on stock price variation, we divided sample 

into two groups based on median. The first group belongs to listed firms using high stock return. 

The second group sticks to listed firms employing low stock return. 
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Data in Table 7 show that Dyield a proxy of dividend policy has a negative relationship 

with Pvol at the significant level of 1% in the firms using low stock return. Whereas in the firms 

using high stock return, Dyield has a negative relationship with Pvol and no significance. This 

results also agrees with results conducted by Baskin (1989), Nishat & Irfan (2004), Hashemijoo 

et al. (2012), and Vo (2014), but disagrees with results done by Dang & Pham (2016), Allen and 

Rachim (1996), Rashid and Rahman (2008). 

Payout, a proxy of dividend policy, has a negative relationship in two cases of high and 

low stock returns adopted by listed firms at the significant levels of 1% and 5%. This result 

agrees with results conducted by Baskin (1989), Allen and Rachim (1996), Nazir et al. (2010) 

but disagrees with studies conducted by Hashemijoo et al. (2012); Vo (2014); Dang & Pham 

(2016). 

Table 7: Results of Robust OLS by Dividend Policy 

  

  

Dividend yield (Dyield)  Dividend payout (Payout)  
Dividend yield per par value 

(Dpsr) 

Less than 
median 

Higher than 
median 

Less than 
median 

Higher than 
median 

Less than 
median 

Higher than 
median 

Dyield -0.626*** -0.113 

Payout -0.197*** -0.166** 

Dpsr -0.407*** -0.191** 

Size -0.00911 -0.00881 -0.00303 -0.00591 -0.0126 0.0113 

Evol 0.467*** 0.513** 0.439*** 0.488** 0.469*** 0.574*** 

Debt -0.102 0.173** -0.128 0.174*** -0.133 0.114+ 

Growth 0.109+ 0.178*** 0.0989 0.1 0.141** 0.160*** 

_cons 1.134*** 0.791*** 1.034*** 0.849*** 1.218*** 0.460*** 

N 118 130 124 124 116 132 

R-sq 0.243 0.145 0.212 0.177 0.237 0.196 

+ p<0.1, * p<0.05, ** p<0.01 

Dividend yield per par value (Dpsr), another surrogate of dividend policy, has a negative 

association with stock price variation (Pvol) at significant levels of 1% and 5%. This means that 

dividend policy associates negatively with stock price variation. 

For the controlled variable of firm size (size), there is no relationship between size and 

Pvol. This result disagrees with studies conducted by Baskin (1989), Allen & Rachim (1996), 

Nishat & Irgan (2004), Rashid & Rahman (2008), Vo (2014). 

Earnings change (Evol) has a positive relationship stock price variation (Pvol) at 1% and 

5% significant levels. It means that the higher earning are, the higher stock price variation is. 

This results agrees with studies undertaken by Nishat & Irfan (2004), Hashemijoo et al. (2012), 

Ngoc and Cuong (2016), but disagrees with studies conducted by Rashid and Rahman (2008), 

Vo (2014), Dang and Pham (2016). This implies that stock holders focus much on earnings when 

trading securities in the context of Vietnam stock exchange, so the higher stock return variation, 

the higher stock price variation also. 
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The variable of long term debt (debt) has a negative relationship with Pvol and no 

statistical significance with listed firms using low stock return. In case of listed firms using high 

stock return, Debt has a positive association with Pvol at significance of 5% and 10%. This result 

matches with results conducted by Baskin (1989), Allen & Rachim (1996), Vo (2014), but 

unmatches with study done by Hashemijoo et al. (2012). 

The Variable of growth and stock price variation has a positive relationship at statistical 

significance of 1% , 5% and 10%. When Dyield and Dpsr are proxied. This result is suitable with 

results of Baskin (1989), Allen & Rachim (1996), El Shamy & Al-Qenae (2005), Vo (2014). 

6. Conclusion 

The result of this paper shows that management can interfere stock price variation by 

employing different dividend policies. Dividend policy is viewed as an instrument for controlling 

stock price variation basing on the management's perspective. So, stock price that can be 

increased or decreased depends on decrease or increase of dividend yield per par Value (Dpsr). 

The stock price variation is directly influenced by dividend policy so this relationship can be 

employed for adjusting stock risks in order to attract investors. 

On the side of investors, this result help investors the real insights of stock held and 

dividend policies adopted by listed firms and then have a specific investment strategy. If they are 

afraid of risk, they can choose to buy stocks issued by firms having high stock return because the 

stock price variation is low. In contrast, if they like to encounter risk, they can buy stocks issued 

by firms employing low stock return because the variation of stock price is high, so having high 

profit and opportunity. 
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Abstract: The purpose of this study is to identify technical and environmental 

inefficiencies of select heavy industries across various countries over time which arises due to 

the production of by-product ���, an environmental bad. Alongside, the shadow price of the 

pollutant as well as the Morishima elasticity between output and ��� were also determined. The 

Petrochemicals, Mining and Quarrying, Electricity, Gas & Water Supply, and Manufacturing 

industries are under consideration as they are major pollution generating industries which are 

also the backbone of any economy. A total of nine countries, both developing and developed, are 

analyzed for a period from 1995-2009. The study uses a flexible parametric directional distance 

function as it allows the possibility of simultaneous increase in production of good outputs and 

reduction of bad outputs. The results show that technical inefficiency has grown over time. The 

dynamic trends of the average technical inefficiency for the various countries exhibit greater 

disparity. It is clear that the plants in the production sector of each country, across all analyzed 

industries, are not operating at the frontier. These findings may be useful in future policy 

planning, focusing on improving production technologies of these industries with regards to 

environmental issues. 

Key Words: environmental efficiency, environmental policy, morishima elasticity, 

technical efficiency 

 

Introduction 

Addressing Climate Change is the utmost need of the hour. Economic growth driven by the 

use of energy intensive technologies is increasingly becoming a global concern due to its 

contribution towards global warming and destruction of scare natural resources. The 

Petrochemicals, Mining and Quarrying, Manufacturing, and Electricity, Gas & Water Supply 

industries are high energy consumption heavy industries, and hence they are a major source of 

greenhouse gas emissions, the most important of which is ���. 

These industries are major industries in the production sector. Without them economies 

would perish. The final products or intermediates from these industries are used as raw materials 

for a large number of auxiliary industries as well as for consumption. These industries are 

characterized by the production of multiple outputs, some of which would be considered as 
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"desirable good outputs"& others as “undesirable bad output”. The undesirable bad outputs can 

be carbon dioxide (���), methane (���), nitrous oxide (���), carbon monoxide (CO), ammonia 

(���), oxides of nitrogen (���) and Sulphur dioxide (��� ). Of these by-products, the most 

concerning is  ���,  as  it  is  of  the  greatest concentration in the atmosphere of all the 

greenhouse gases, as well as the gas which is increasing at the most alarming rate. 

Mining and quarrying refers to operations that search for and extract minerals that can be 

processed to produce metals such as iron, copper, gold and zinc. This industry is extremely 

affected by environmental issues. The debate on global warming can affect the use of coal in 

some areas. Recycling lessens the amount of new material required. The increasing use of non-

mineral materials, such as plastics, affects the intensity of use of metals and minerals per unit of 

GDP.  These changes will in turn affect technical efficiency and shadow prices of pollutants. 

The manufacturing industry is responsible for the sale of diversified finished and 

intermediate goods ranging from small tools to heavy machinery which aid in the provision of 

industrial services. This industry is one of the three pillars of every economy. It contributes 

heavily to both employment and GDP. Technical efficiency in this industry will go a long way in 

boosting the long term growth of any nation. The Electricity, Gas & Water supply industry is the 

backbone of all other industries as it provides the needed energy source required for production. 

During the production of these utilities, large of amount of waste is produced as a by-product. 

Productivity of a plant is partly judged by the extent to which these residuals are being limited. 

The Petrochemical industry produces many desirable products such as Liquefied Petroleum 

Gas, Gasoline, Naphtha, Kerosene, Diesel, Olefins and Aromatics, Paraffin’s, Sulphur & Coke. 

The production process is such that this industry is considered a major contributor to 

environmental pollution.  Thus, while these industries are an integral part of every economy, as 

they are also unfortunately a significant contributor to pollution and subsequently, climate 

change, it is crucial to evaluate their technical and environmental inefficiencies. 

Literature Review 

Traditionally, technical efficiency is measured as proportion by which all outputs can be 

increased given the level of inputs or proportion by which all the inputs can be decreased given 

the level of outputs. These two definitions yield reciprocal scores provided that the technology 

exhibits constant returns to scale. However, when some outputs are undesirable (���, ���, etc.), 

proportional increases in all outputs is not an appropriate metric for measuring improvements in 

performance. Given the pivotal role that ��� plays in production function of most industries, it is 

important to define and measure efficiency in a different way, and establish the effect of 

emissions on efficiency. 

In recent years, numerous papers have delved into the issue of presence of bads in 

production. Of them “Characteristics of a Polluting Technology” by Fare, Grosskopf and Weber 

(2005) uses the directional output distance function approach which allows crediting of increases 

in the good outputs while simultaneously discrediting increasing ��� emissions. This distance 

function gives the maximum unit expansion of the desirable output and the maximum unit 
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contraction in the undesirable output and thus, serves as a measure of efficiency. This approach 

has been widely used in existing literature. While further research on polluting technologies is 

required to test the acceptability of this practice, for the purpose of study, the directional output 

distance function is the most suitable way to measure technical efficiency across multiple 

industries and countries. 

The study emphasizes on identifying industries where the established production models 

are suitable and then discovering appropriate empirical specifications for various inputs, e.g. 

shadow prices, elasticity’s, etc. “Productivity Growth and Pollution in State Manufacturing" by 

Weber and Domazlicky (2001) show that measurable inefficiency is significantly greater and 

measured productivity growth was significantly lower when bad outputs were taken into account 

in production analysis than when not. “Efficiency measurement when producers control 

pollutants: a non-parametric approach” by Kenneth Lovold Rodseth (2014) suggests a simple 

way to avoid the issue of selecting appropriate axioms for undesirable outputs, namely by not 

including undesirable outputs in the production model. Rodseth explicitly considers pollution 

control efforts and restricts comparisons of decision making units to those with similar control 

efforts, thus, avoiding negative trade-offs between desirable and undesirable outputs. “On 

modeling pollution generating technologies” by Marty and Russells differentiates between 

intended production and residual generation and explains the positive correlation between the 

two using the concept of by-production. Further, they show that more than one implicit 

production relation is needed to capture technological trade-offs. The above papers add to the 

existing set of assumptions used commonly in forming production analysis frameworks and help 

in expanding our knowledge of modeling. 

Since quadratic and other functional forms of the distance function are differentiable, 

parametric approaches have been widely used in many studies. "Functional form representation 

of multi-output production technologies” by Fare, Filho and Vardayan compares the 

performance of trans log and quadratic models by means of a Monte Carlo experiment that 

assumes two types of true production technologies - polynomial and trans log. They find that 

quadratic parameterization outperforms trans log parameterizations regardless of the type of the 

true technology. They also find that the trans log models are characterized by rather poor 

economic approximation properties. “The price of pollution: a dual approach to valuing ��� 

allowances” by Coggins, Jay S., Swinton, John R evaluate sulphur dioxide (���) emission 

allowance given to utility plants that are required to limit such emissions under the 1990 Clean 

Air Act Amendments. They, following Fare and Grosskopf and Fare et al.,  employ a 

parametric output distance function on plant level data to derive the shadow price of ��� 

emissions, an undesirable output, for collection of coal dependent electric plants in state of 

Wisconsin, USA. Their results, though having a limited applicability with absence of scrubbed 

plants in the data, found the average shadow price of ��� emissions to be $ 292.70 per ton. 

On the other hand, many studies have also employed non parametric distance function 

specification to estimate shadow price of carbon emission. “Estimation of the shadow prices of 

pollutants with production/environment inefficiency taken into account” by Lee, Jeong-Dong & 

Park, Jong-Bok & Kim, Tai-Yoo extended the nonparametric direction distance function 
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specification controlling for production inefficiency involved in estimating the shadow prices of 

pollutants. They estimate shadow price for Sulphur oxides (���), nitrogen oxides (���), and 

total suspended particulates (TSP) emanating from coal and oil-burning plant in Korea during the 

period of 1990–1995. They found evidence of industry trying to meet environmental standards 

by lowering output, although shadow prices turned out to be 10% lower than the shadow prices 

calculated under full efficiency. Maradan, D., Vassiliev, A, 2005, “Marginal costs of carbon 

dioxide abatement: empirical evidence from cross-country analysis” also  employ a non - 

parametric piecewise-linear production frontier to study the impact of income growth on shadow 

price of carbon emissions, focusing on ��� emissions on cross section of 76 countries (1985), 

including several developed and developing countries. Their results show a negative association 

between shadow price of ��� and income per capita and developed countries have lower shadow 

price of ��� as compared to less developed countries. 

However, this study follows Chambers et al. (1998), Färe et al. (2005) and Murty et al. 

(2007) and propose to employ the quadratic form to parameterize the directional output distance 

function, which shall exploit the duality between output distance function and revenue function 

to derive the shadow prices of ��� reductions. 

Finally, the literature devoted to estimation of shadow price of carbon emissions 

predominantly has conducted analysis at firm and provincial level (Lee and Zhang (2012), Yuan 

et al. (2012). To our knowledge there have also been few studies that have conducted cross 

country analysis (Maradan, D., Vassiliev, A., 2005). 

Clearly, there is a need to expand current literature. Hence, this research will further 

current literature by examining technical efficiency and effectiveness production process of 

major industry contributors to carbon emissions namely Manufacturing, Mining and Quarrying, 

Petro-Chemicals and Electricity, Gas & Water Supply Industry. 

Objectives of the Paper 

I.  Measuring technical inefficiency of production process of the major polluting industries 

of the economy. The study proposes use of flexible parametric directional distance function as it 

allows the possibility of simultaneous increase in production of good outputs and reduction of 

bad outputs. 

II. Determining the shadow price of pollutants by applying Shepard’s Lemma to the output 

distance function as shadow prices reflect the opportunity cost in terms of the revenue loss that is 

incurred due to incremental decrease in the ability to freely dispose of the pollutants. 

III. Estimating the Morishima elasticity between products of these industries and pollutants 

which is the measure of relative change in the shadow prices of outputs due to relative change in 

output quantities. 

Empirical Model 

We begin this section by reviewing theoretical model which forms the basis to our 

approach. 
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Directional Distance Function 

Following Fare.et.al 2005, given an input vector x employed to produce vector of good 

and bad output, the output set can be formulated as: �(�) =  {(�,�): x can produce (�,�)} 

where (�,�) is the output vector. Specifically, we consider a case of one good output, one bad 

output (��� emissions) and 3 inputs (Wage bill, Capital Stock, Other intermediate inputs) used 

in the production process. The output set is assumed to be convex, closed and bounded, thus 

compact and inputs are freely disposable. Fare et al. 2005, further introduce the assumption of 

null joint-ness and weak disposability between good and bad outputs. Null joint-ness implies 

production of good output cannot be achieved without the synchronous production of bad output. 

While weak disposability invokes the notion of commensurate reduction of good and bad output, 

implying reduction of bad output would require some cost to be incurred. Finally, there is also an 

assumption of free disposability of good outputs which implies that good output can be discarded 

without acquiring an additional cost. Given the directional vector (��,��) we can define 

directional output distance as the following function: β  

������⃗ ��,�;��,��� = m ax{β:(y+ βg�,b − βg�)∈   P(x)} 

This function translates into following figure-1: 

 

Figure 1: Directional Distance Function 

In the diagram direction vector g shows the direction in which output vector has to be 

scaled to make the producer operate on the frontier and thus be efficient. Thus, resultant 

efficiency is obtained by simultaneous maximum possible expansion in good output and 

reduction in bad output. The zero value of distance function implies producer operating on the 

frontier while value greater than zero implies producer operating inside the frontier and higher 

the value greater the inefficiency. 

Finally, given the assumptions on output set �(�) we have the following properties of 

distance function as suggested by Fare et.al: 
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Given (�,�) belong to �(�) we have following properties: 

1.  ������⃗ ��,�;��,��� ≥ 0 iff (�,�) is a function of  �(�). 

2. For  (��,�)≥ (�,�) we have, ������⃗ ��,�,�;��,��� ≥ ������⃗ ��,�
�,�;��,��� 

3. For  (�,��)≥ (�,�) we have, ������⃗ ��,�,�
�;��,��� ≥ ������⃗ ��,�,�;��,��� 

4. We have ������⃗ ��,μ�,��;��,��� ≥ 0 for 0 ≤ � ≤ 1 

5. ������⃗ ��,�,�;��,��� ≥ 0 is concave in the arguments of (�,�) 

6. The study also assumes that the translation property holds ������⃗ ��,� +  ���,� −

 ���;��,��)= [������⃗ ��,�,�;��,��� −  �] for all � ∈ ℜ . 

Property (1) states that the directional distance function is non-negative for feasible output 

vectors. Property (2) is the monotonicity property which states keeping inputs and un- desirable 

output constant, if firm produces more of desirable output, inefficiency shall not increase. 

Similarly, property (3) is a monotonicity property for the bad output. Property (4) is weak 

disposability property.  Property (5) implies concavity of directional distance function. 

Shadow price of Output 

We can derive the shadow prices by evoking duality between revenue function and 

directional distance function. Following Färe et al. (2005) we obtain the following expression 

for the shadow price of the bad output: 

� = − �

⎣
⎢
⎢
⎡�������⃗ (�,�,�,�;1,− 1)

��

�������⃗ (�,�,�,�;1,− 1)
�� ⎦

⎥
⎥
⎤

 

Morishima Elasticity of Substitution 

Morishima Elasticity between products of the industries and pollutant is the measure of 

relative change in the shadow prices of outputs due to relative change in output quantities.  

Following Färe et al. (2005) the expression for Maritime Elasticity of Substitution is given by 

the following expression: 

� �� =
� ln(�/�)

� ln(�/�)
  

� �� = �∗

⎣
⎢
⎢
⎢
⎡�

�������⃗ (�,�,�,�;�)
��.��

��������⃗ (�,�,�,�;�)
���

−  

��������⃗ (�,�,�,�;�)
��.��

��������⃗ (�,�,�,�;�)
��� ⎦

⎥
⎥
⎥
⎤
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More negative the value of � �� indicates for a change in ratio 
�

�
 results in a larger change 

in shadow price ratio 
�

�
 implying as value becomes more negative it is more costly for countries 

to reduce ��� emission. 

Parametric Specification  

In this section we describe the parametric specification of directional output distance 

function used in our approach. Following Färe et al. 2005 and setting directional vector 

���,��� = (1,− 1), the study employs a quadratic functional form, which satisfies the 

translation property. Taking a case of three inputs, one good output and one bad output we have 

the following form of directional distance function: 

������⃗ (�,�,�;1 − 1)= �� + ∑ ����
�
��� + ��� + ��� +  ��� + ∑ ����

�
��� � �����

�

����
+

�

�
���

� +
�

�
���

� +
�

�
����

� + ∑ �����
�
��� +  ∑ �����

�
��� +  ��� +  ����� + ����� +

∑ ���
�
���    

The translation property will be satisfied if: 

 �� = �� = 1; �� = �� = �  

�� − �� = 0 ��� � = 1,2,3,… 

and  ��� =  ��� 

In addition to translation property, the theory also imposes the conditions of symmetry, i.e., 

���� = ���� for all �,�
� = 1,2,3,… 

Now given the stochastic specification given by Fare et al. 2005 we have, 

������⃗ (�,�,�,�;1,− 1) + � = 0 where, � = (� − �); � ∼ �(0,��
�) & � ∼ ��0,��

��.         (1) 

Further, using the translation property and setting ���,��� = (1,− 1), we can write the 

directional output distance function as follows: 

������⃗ ��,� +  ���,� −  ���;��,��� = [������⃗ ��,�,�;��,��� −  �], which is equivalent to 

������⃗ ��,� +  ���,� −  ���;1,− 1� = [������⃗ (�,�,�;1,− 1)−  �]. 

In the empirical specification we choose α to be observation specific and thus equal to the 

bad output b. Thus we can rewrite above as: 

������⃗ ��,� +  ���,� −  ���;1,− 1� = �������⃗ (�,�,�;1,− 1)−  ��                                           (2) 

From (1) and (2) taken together, the final estimable equation is as follows: 

− � = �� + �����

�

���

+ ��� +  ��� +  �����

�

���

� �����

�

����

+
1

2
���

� +
1

2
����

� +  ������

�

���

+  ������ + � ���

�

���

+ � ; �� = � + �  



2182 

The parametric restrictions imposed on quadratic functional form are as follows: 

1. Feasibility: ������⃗ (��
�,��

�,��,��
�;1,− 1) ≥ 0 for � = 1,2,3…� ;� = 1,2,3…�. 

2. Null-joint ness: ������⃗ (��
�,��

�,0;1,− 1)< 0 ��� � = 1,2,3…� ;� = 1,2,3…�. 

3. Monotonicity: (a)  
��������⃗ ���

�,��
�,��,��

�;�,���

��
 ≥ 0 for � = 1,2,3…� ;� = 1,2,3…�. 

                            (b)  
��������⃗ ���

�,��
�,��,��

�;�,���

��
 ≤ 0 for � = 1,2,3…� ;� = 1,2,3…�. 

                            (c) 
��������⃗ ���

�,��
�,��,��

�;�,���

���
 ≥ 0 for � = 1,2,3…� ;� = 1,2,3…�. 

4. Translation property: �� = �� = 1; �� = �� = �,�� − �� = 0 ��� � = 1,2,3,… 

5.symmetry: ���� = ���� for all �,�
� = 1,2,3,… . 

Finally, once the parameters of the directional output distance function have been 

estimated, we are able to calculate the shadow price of the bad output and Morishima 

substitution elasticity as mentioned in previous section. 

Shadow Price:  � = (− �)
�� � ��� � ∑ ����

�
��� � �� � ����

��� ���� ∑ ����
�
��� � ��� ����

 

Morshima Elasticity of Substitution: 

�∗�
�

�� +  ��� +  ∑ ����
�
��� +  �� +  ����

−
��

�� +  ��� +  ∑ ����
�
��� +  �� +  ����

� 

Where �∗ = � +  ������⃗ (�,�,�;1,− 1)  

Data and Descriptive Statistics 

In this section the study summarizes the data of four representative industries taken up in 

our analysis:  Manufacturing Industry, Mining and Quarrying, Electricity, Gas & Water Supply 

Industry and Petrochemicals Industry The case in consideration consists of one good output, one 

bad output (��� emissions: b), four factor inputs: Labor Stock, Capital Stock, Energy and 

Intermediate Inputs (II). Data for each Industry is a Panel data with 135 data points over the 

Period 1995-2009 obtained from World Input Database. Table-1 summarizes mean values for all 

inputs and outputs for each of the industries: 

Table 1: Summary statistics for inputs and outputs, 1995-2009 

Table -1 almost here 

Table-1 describes the averages of inputs and outputs for the various industries under 

analysis. From this table, we can observe that the value of mean input, output for Manufacturing 

& Petrochemicals Industry are considerably less compared to the Mining and Quarrying and 

Electricity, Gas & Water Supply Industry. In regards to ��� emissions Mining and Quarrying & 

Petrochemicals generate much larger amount of bad output (��� emissions) through their 
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productive process. Also important to note is Electricity, Gas & Water Supply Industry consumes 

largest amount of Energy but emits the lowest ��� emissions which is a result of nature of the 

industry, however, else the higher the amount of energy consumed higher the ��� emissions. 

Empirical Results 

To avoid the convergence problem, we normalize the data by dividing each output and 

each input by their mean values respectively (Fare et al., 2005). This normalization means that 

(�,�,�) =  (1,1,1) for a hypothetical country using mean input to produce mean outputs. 

The study also finds a high correlation (Table-2) between the Intermediate Inputs data and 

the Stock of all industries. Thus as a result of high multi-collinearity we were not able to obtain 

the estimates in STATA, which forced us to drop Intermediate Input. Thus, we finally consider a 

case 3 inputs (Labor Stock, Capital Stock, and Energy), one good output and one bad output 

which in our case is ��� emissions.  

Table-2: Correlation matrix 

Table -2 almost here 

Technical inefficiency 

In the traditional literature technical efficiency/inefficiency is either measured radical 

increase of all outputs or reduction of all inputs. The two approaches provide similar results if 

technology satisfies constant returns to scale property. However, since in our case one of the 

outputs is bad (���  emissions) using the former is not the appropriate and hence  we  rely  on  

directional output  distance function which  serves  to  provide maximum possible expansion in 

good output and reduction in bad output. 

The parameter estimates for the directional distance function are obtained by solving the 

linear programming using SFA in STATA. The directional distance function provides a measure 

of technical efficiency: the zero value of distance function implies producer operating on the 

frontier while value greater than zero implies producer operating inside the frontier and higher 

the value greater the inefficiency. The estimated SFA is summarized for each of four industries 

below: 

Table 3: SFA results in STATA for the various industries  

(for N=135 and number of groups being 9 for time-varying decay inefficiency model) 

Table-3 almost here 

The restrictions that were imposed are: 

�� = �� = 1; �� = �� = �  

�� − �� = 0 ��� � = 1,2,3,… 

and  ��� =  ��� 
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Thus, from the results mentioned in the table-3, we find the parameter estimates of the 

direction distance function for each of the four industries to be: 

Table 4: Estimated parameters of the directional distance function for various industries 

Table-4 almost here 

The study also estimated time varying decay model for each of the 4 industries. Most of 

the coefficients in each of the 4 industries were significant at 10% level. However, in some case 

interaction terms do come out to be insignificant. After obtaining the SFA output the paper 

estimates the technical efficiency for each of the 4 industries. 

Table 5: Technical Efficiency for Mining and Quarrying Industry from 1995-2009 

Table-5 almost here 

Table 6: Technical Efficiency of Manufacturing industry from 1995-2009 

Table-6 almost here 

Table 7: Technical Efficiency of the Electricity, Gas & Water Supply industry from 1995-2009 

Table-7 almost here 

Table 8: Technical Efficiency of the Petrochemicals Industry from 1995-2009 

Table-8 almost here 

      

                       Manufacturing Industry                    Electricity, Gas and Water Supply Industry 
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Electricity, Gas & water supply Industry Petrochemicals Industry 

 

Figure: 2 Technical Efficiency at the mean in 1995-2009 for various industries 

The results shown in Figure-2 report the average values of directional output distance 

functions of different countries for the various industries. While there is some disparity between 

the results across the selected industries, which can be attributed to inherent differences in 

processes and requirements of each industry, it is clear that for each industry the range of 

technical efficiency varies similarly across time (between 0.6 - 1 for 1995 and between 0.2–1 for 

2009). Altogether, we observe that the average technical efficiency has increased for all the 

sample nations over time as the average values of directional output distance functions 

increasingly tend towards 0. While the increase is comparable across industries, on average, the 

greatest increase (0.42), and the most uniform increase, has been seen in the Petrochemicals 

industry. The increase in technical efficiency of the Mining & Quarrying industry and 

Electricity, Gas & Water Supply industry is the same (0.39). The least and the most scattered, 

increase (0.32) is in the Manufacturing sector.  As technical inefficiency is ‘1 –  technical 

efficiency’, we conclude that technical inefficiency has decreased over time. However, it is clear 

that no industries in the production sector of each country are operating at the frontier. 

The dynamic trends of the average technical inefficiency for the various countries in each 

industry exhibit great disparity. There is no clear support to show that developed countries are 

displaying greater technical efficiency compared to developing countries with developing 

countries being ranked amongst both the best performers and the worst performers of the sample 

across industries. The heterogeneity in between countries within each industry can be attributed 

to differences in quality of inputs used in the productive process, varying importance of each 

industry in economy, environmental regulations and implementation. Thus, to investigate within-

industry trends further, the study delves deeper into each industry. 

Mining and Quarrying Industry: 
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In the Mining industry average technical efficiency in 1995 was 0.84 (Table -5), which 

increased in 2009 to 0.50. Countries Australia, Brazil, France, Turkey & UK show moderate 

technical efficiency, which is continuously increasing over the entire period 1995-2009 implying 

a greater increase in good output than in bad output for the same input. Canada and India show 

greater technical efficiency. All curves (Figure-2) are slightly concave, showing the increase in 

technical efficiency to be increasing at an increasing rate, i.e. more increase in the recent years. 

Canada is currently the most efficient country in the sample with respect to the Mining and 

Quarrying industry. In contrast, China has shown a very small increase in efficiency over the last 

few years, while the curve of Russia, the lease efficient country, is more or less flat. Not 

surprisingly, China and Russia produce the highest output and the highest level of ��� 

emissions. 

Manufacturing Industry: 

In the Manufacturing industry average technical efficiency in 1995 was 0.81 (Table -6), 

which increased in 2009 to 0.49. There is a continuous increase technical efficiency in Australia, 

Brazil, Canada, France, Turkey & UK over the period 1995-2009, implying a greater increase in 

good output than in bad output, for the same input. These countries show a moderate rate of 

technical efficiency. All curves are slightly concave implying a greater increase in efficiency in 

the recent years. China is the most efficient country in the sample. Its efficiency has been 

uniformly increasing over time. On the other hand, India show a flat curve, which has only 

barely increased over the last few years. This is interesting, as both India and China are 

developing countries with high rates of growth. From 1995-2009, India has high output but 

moderate ��� emissions while China has the highest output and ��� emissions by far. 

Electricity, Gas & Water Supply Industry: 

Similar to the Mining & Quarrying and Manufacturing industries, in case of the Electricity, 

Gas & Water Supply Industry, average technical efficiency in 1995 was 0.84 (Table-7), which 

increased in 2009 to 0.51. Australia, Brazil, France, Turkey & UK show moderate technical 

efficiency, which is continuously increasing over the entire period 1995-2009 at an increasing 

rate. China shows the greatest technical efficiency. Over time, its efficiency has been increasing 

at a decreasing rate, as evident by the convex nature of its curve. In 2009, the directional output 

distance function is close to zero, implying that the industry is almost functioning at its frontier. 

Countries which operate at full efficiency imply that it is not possible to increase output per unit 

and reduce pollution at the same time. In contrast, India and Russia shown close to no change 

efficiency over the period of 1995- 2009. Surprisingly, on average over time, China has 

produced the highest level of ��� emissions relative to its output, which both India and Russia 

produce the highest output and only moderate level of ��� emissions. 

Petrochemicals Industry: 

In the Petrochemicals industry average technical efficiency in 1995 was 0.70 (Table -8), 

which increased in 2009 to 0.30. There is a uniform, almost linear, continuous increase technical 

efficiency in Australia, Brazil, Canada, China, France, India, Turkey & UK over the period 
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1995-2009 (Figure-2). While France is the most efficient, all countries seem to be more or less at 

par with regards to efficiency and its growth. Russia, on the other hand, has barely improved 

over time as evidenced by its flat curve. Like in the Mining & Quarrying industry and the 

Electricity, Gas & Water Supply industry, Russia shows great technical inefficiency with regards 

to the Petrochemicals industry. This is not surprising as Russia emits almost twice the average 

level of ��� emissions, while producing less than the average output. 

Policy Implications: 

The results demonstrate that there are substantial savings potentials with respect to inputs 

and the undesirable output for all countries if all the plants were to produce on the production 

frontier. Thus, there are significant opportunities for ‘double dividend.’ This is especially true for 

developing countries, as their production frontiers are also constantly expanding (shifting to the 

right) over time. This can be achieved, in our view, if policymakers all countries provide more 

incentives to push the firms in each industry to promote efficiency. The reduction of ��� 

emissions in the selected production sectors is crucial in many countries in order to reach their 

domestic ��� reduction targets as well as those agreed to under various international agreements 

such as The Paris Agreement and Kyoto Protocol. 

For each industry it is important to first understand the drivers of ��� emissions at plant 

level, in order to formulate successful climate policies. For example, in the Electricity, Gas & 

Water Supply industry, a reduction of ��� emissions can be achieved by increasing use of 

renewable carbon-free energy sources. A good policy maker will keep into account that there is 

no large-scale storage capacity for renewable currently available thus conventional energy 

sources will be needed for backup. Also, as thermal efficiency improvements are crucial for a 

decrease of ��� emissions, the government should encourage replacing old, inefficient power 

plants with new stations based on more efficient combination of technologies as well as other 

practices to improve efficiency. Also, changes in the fuel mix in the generation of electricity and 

heat can contribute to a reduction of ��� emissions in the long run. 

Public policies that governments can follow to improve technical efficiency are 

incentivizing private investment in energy efficiency and establish competitive energy markets, 

with appropriate regulation. Governments should formulate and regularly update action plans 

based on analysis of energy use, markets, and technologies. The best strategies identify barriers 

to efficiency and attempt to remove or minimize them. They also evaluate opportunities for 

efficiency enhancements and prioritize action in industries in which government policies are 

most likely to bring the most cost-effective improvements. Governments should also monitor, 

enforce, and hold firms accountable to energy efficiency policies. 

Moreover, reducing ��� emissions and improving technical efficiency requires high- 

efficiency industrial equipment and systems. The governments should also internalize 

environmental costs, reduce energy subsidies, and provide ready access to financing. With 

regards to the manufacturing sector, governments should develop and implement a package of 

specially designed policies and measures to promote energy efficiency in SMEs. With regards to 
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the utilities sector, an energy utility’s resources, customer access and technical know-how 

defines a firm’s position to deliver effective low-cost energy savings. 

Monotonicity Issue 

In earlier section, the study mentioned properties that Directional Distance function should 

satisfy: Non Negativity, Null Joint-ness, Monotonicity, Symmetry and Translation property. In 

stochastic estimation directional function Non negativity, Symmetry and Translation property are 

imposed and Null Joint-ness and Monotonicity can be tested afterwards. Null Joint-ness implies 

good output cannot be achieved without the synchronous production of bad output. It can be 

tested by ������⃗ ��,�,0;g�,g�� for y > 0. The study presents in the table-9 the observations in each 

industry which satisfy monotonicity conditions which are to be used in next section for 

calculation of Shadow Price of Output and Morshima Elasticity of substitution. 

Table 9: Shadow Price of Output and Morshima Elasticity of substitution 

Table-9 almost here 

The monotonicity property in case of output states keeping inputs and un-desirable output 

constant, if firm produces more of desirable output; inefficiency shall not increase and similarly 

in case of bad output. The monotonicity condition with respect to good and bad output in case of 

Mining & Quarrying Industry are satisfied by 100% and 97% observations respectively. In case 

of Electricity, Gas & Water Supply monotonicity is satisfied by 79% of observations. Similarly, 

in case Manufacturing Industry by 100% and 77% and by 80% and 100% of observations in case 

of Petrochemicals. Thus Electricity, Gas & Water Supply has the highest number of observations 

which don’t satisfy monotonicity conditions with respect to good and bad output which declines 

in case of other industries. The null joint-ness condition is satisfied by 78%, 67%, 73% and 71% 

observations respectively. 

Shadow price of Output & Morshima Elasticity of Substitution 

In this section we turn to Shadow price of output and Morshima Elasticity of Substitution 

for each of the industries.  The study excludes those observations which do not satisfy 

monotonicity properties with respect to good and bad output. 

Table 10: Estimated values of Shadow price of output for each of the industries over the period 

1995-2009 

Table-10 almost here 

Above table-10 provides average shadow price of ��� abatement for each industry for all 

countries over the period 1995-2009. The results show considerable heterogeneity in shadow 

prices across industries and moderate heterogeneity in between countries in each industry.  The 

difference across industries can be attributed to standard industry differences and heterogeneity 

in shadow prices between counties in each industry can be attributed to varying level of 

adherence to environmental regulations required across countries and different quality of inputs 

used in the productive process. Given the normalization of input and output data we can obtain 
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absolute shadow prices for each industry by multiplying the formula for shadow price of output 

mentioned in previous section by ratio of the mean value of output to the mean value of ��� 

emissions. Given this, we have absolute shadow price for ��� abatement for each industry 

averaged across all countries to be: 2.38 million dollars per kilo-ton for Manufacturing industry, 

1.5 million dollars per kilo-ton for Petrochemicals industry, 4.272 million dollars per kilo-ton in 

case of Mining & Quarrying Industry. To investigate within industry-country trend in shadow 

price of output, we delve deeper into each industry. 

Mining: 

In the Mining industry average shadow price of ��� abatement in case of countries 

Australia, Brazil, Canada, Russia, France, Turkey & UK shows a unabated continuous increase 

over the entire period 1995-2009, with the increasing rate of increment overtime implying 

substitutability between outputs is becoming difficult. In contrast in case of China shadow price 

follows a ‘U’-shaped pattern, first increases and thereafter shows a decline, even going below its 

initial value while in case of India shadow prices decrease overtime implying substitutability 

between outputs is becoming more possible overtime. Finally, average shadow price of ��� 

abatement in case of Russia is significantly higher in all the years implying it is much more 

expensive to control/reduce ��� emissions compared to other countries. 

Manufacturing Industry: 

The average shadow price of ��� again depicts increase overtime in case of countries: 

Australia, Canada, Brazil, France, Russia, Turkey & UK 2009 (increase being modest in case of 

Canada but sharp in case of other countries) implying substitutability between outputs is 

becoming difficult while following ‘U’ shaped trend in case of India. The prices show 

considerable heterogeneity across countries; with average shadow price being higher in case of 

Russia, Australia & Turkey vis-à-vis throughout others gain implying it seems much more 

expensive to control/reduce ��� emissions generated by manufacturing industries as compared 

to other countries. 

Electricity, Gas & Water supply Industry: 

In the case Electricity, Gas & Water supply Industry average shadow price of ��� 

abatement shows a sharp decrease over the entire period in case of countries Australia, Canada, 

France India, UK & Turkey with apparently the speed of decrease increasing overtime. In 

contrast the shadow price remains virtually the same in case of Russia while showing increase 

overtime in case of China. Again there is wide variation in shadow prices across countries with 

shadow prices in case of Russia being significantly higher than in case of other countries again 

making reduction in ��� emissions generated by Electricity, Gas & Water supply Industry much 

more difficult than in case of other countries. 

Petrochemicals Industry:  

Similar to Mining and Manufacturing industry average shadow price of ��� abatement 

shows a unabated increase overtime across all countries with speed of increase increasing 
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overtime. Finally, like in case of all previous industries there is wide variation in shadow prices 

across countries. 

Policy implications:  

Firstly, shadow prices show large heterogeneity across countries, advocating use of market 

based instruments to resolve the issue at hand for e.g. imposition of carbon tax or emissions 

trading market. In a cross country case, former implies international tradable pollution permits 

and setting up of international organization to monitor the compliance and mechanism. 

Introduction of international trading permits can lead to lowering of variance in shadow prices 

across countries (in each industry) as per conventional trade theory, with countries with lowest 

absolute value of shadow prices being trade permit sellers in the world market and countries with 

highest lowest absolute value of shadow prices being trade permit buyers in the world market. 

From the analysis consider a case of India and Canada. If India requires to emit higher ��� 

emissions (say as a result of expansion of its GDP) today than its international stipulated amount, 

than in order to meet compliance it would have to negotiate a price with other countries (say 

Canada) to allow itself to emit higher emissions while Canada reduces it’s by the reciprocal 

amount. 

Secondly, since equivocally above mentioned policy in case of seller country can lead to 

contraction of output in short term but lot more severe ramifications in long term. Above 

mentioned mechanism has to very fair and just taking these calculations also in consideration. 

Thirdly, in the estimates of shadow prices across countries show a significant increase in 

case of most of the industries over the entire period 1995-2005, implying substitutability among 

outputs is decreasing. This knowledge can provide useful insight to the fact that why 

governments around the world portray a dismal record in adhering to international agreements to 

reduce carbon emissions, hinting at the solution and method that should be adopted to improve 

performance of signatories to international climate change prevention treaties. 

Table 11: Estimated values of Morishima Elasticity of Substitution for each of the industries 

over the period 1995-2009 

Table-11 almost here 

Morishima elasticity of Substitution is a measure of curvature of the output production set. 

Morishima elasticity of substitution tells us the manner in which the shadow price ratio of good 

and bad output changes as the ratio of quantity of good and bad output produced changes. A 

negative value of Morishima Elasticity of substitution indicates that increasing the quantity of 

good output increases the shadow price of bad output relative to the shadow price of the good 

output. A higher negative value of Morishima Elasticity of substitution indicates that for a given 

change in ratio of good to bad outputs there will be greater changes in the shadow price ratio and 

as a result it will become costlier for the firms to reduce the emission of the bad products. 

There is a consistent trend of decreasing Morishima elasticity of substitution across all the 

industries, as indicated by Table-11, which have been taken into consideration during the period 
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1995 – 2009. The magnitude of negative values of Morishima Elasticity of substitution increases 

over time indicating the fact that increasing the quantity of good output increases the shadow 

price of bad output relative to the shadow price of the good output at an increasing rate over the 

years. The decreasing values of Morishima Elasticity of Substitution can be attributed to the 

following factors: 

1. Over the past decade, there has been increase in consciousness about climate change. 

This has brought about concerted efforts from most nations around the globe to reduce their 

carbon footprints. As a result, the policies which have been formulated impose heavy penalties 

on the firms which release ���  beyond a pre specified threshold limit. The threshold limit varies 

from country to country. But, such  a  policy change has effectively increased the costs 

associated with disposal of ���, although the magnitude of increase in costs may vary across 

countries. 

2. As a result of increased costs associated with disposal of ���  emissions, firms across 

the world have been forced to adopt new and effective technologies to reduce their Carbon 

emissions per unit of good output produced. The technology employed to reduce the carbon 

emissions has evolved over the years. At initial stages of deployment, it was possible to achieve 

a higher amount of reduction in ���  emissions at a nominal cost. After achieving a certain level 

of efficiency, it becomes increasingly costly to further reduce carbon emissions. 

Negative values of Morishima Elasticity of Substitution indicate that there exists a relation 

of complementarity between the good and bad outputs. Positive values of Morishima elasticity of 

Substitution indicate that there exists a relation of substitutability among good and bad outputs. 

Across all the industries, Morishima Elasticity of substitution has been decreasing which 

indicates that there is an increase in complementary relationship between good and bad outputs 

across industries. Increase in complementary relation between good and bad outputs is also 

indicative of the fact that there cannot be further reduction in ��� emissions without decrease in 

good outputs. This indicates that there exists a technological barrier which prevents further 

reduction in ��� emissions without affecting good outputs. In the Petrochemicals sector, 

Morishima Elasticity of Substitution between good and bad outputs is mostly positive indicating 

that there is further possibility of reduction in ��� emissions without affecting the good outputs. 

Policy Implications: 

Across nations, UK consistently has the lowest Morishima Elasticity of Substitutions 

across the different industries which is indicative of the fact that it has implemented strong 

policy measures to limit ���  emissions. The Climate Change Act requires the British 

Government to reduce greenhouse gas emissions by at least 34% by 2020 and 80% by 2050 from 

1990 levels in the UK. 

China has relatively higher values of Morishima Elasticity of Substitution which indicates 

the fact that as China is a developing nation it has placed greater emphasis on economic 

development than on policy measures to reduce pollution. The values of Morishima Elasticity of 

Substitution are also showing a decreasing trend for China but still it is higher than that of other 
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nations which have been taken into consideration. This indicates the fact that although China has 

placed greater emphasis on reducing carbon emissions across the years but it still lags behind 

other nations. 

Due to the violation of the monotonicity condition, it has not been possible to estimate the 

shadow price of the bad outputs and Morishima Elasticity of substitution at all the data points.  

Moreover, data limitations do not allow the paper to conduct a much finer analysis. The 

production of bad outputs varies across the range of good outputs produced by an industry. The 

data on the good outputs is not segregated. This limits us from analyzing the differential impact 

of production of a particular good output on the production of bad output. These issues need to 

be tackled in the future for a more in-depth analysis. 

Conclusion 

This paper investigates technical efficiency, shadow price and Morishima substitution 

elasticity of ��� emissions at an industrial level for a select number of heavy industries, based 

on a time series dataset covering the years 1995-2009. DEA is used to measure technical 

efficiency of production where output and ��� emissions are the good and the bad output, using 

the directional distance function in the quadratic functional form as the analytical framework. 

While output of the selected industries represents the good output, ��� emissions the bad output 

and labor, capital stocks and energy consumption comprise the three different inputs. 

Altogether, we observe that the average technical efficiency has increased for all the 

sample nations over time. While the increase is comparable across industries, on average, the 

greatest increase and the most uniform increase, has been seen in the Petrochemicals industry. 

The increase in technical efficiency of the Mining & Quarrying industry and Electricity, Gas & 

Water Supply industry is similar. The least and the most scattered, increase is in the 

Manufacturing sector. Thus, we can conclude that technical inefficiency has decreased over time. 

However, it is clear that no industries in the production sector of each country are operating at 

the frontier. Moreover, the dynamic trends of the average technical inefficiency for the various 

countries in each industry show great disparity. The heterogeneity in between countries within 

each industry can be attributed to differences in quality of inputs used in the productive process, 

varying importance of each industry in economy, environmental regulations and implementation. 

There is no clear support to show that developed countries are displaying greater technical 

efficiency compared to developing countries with developing countries being ranked amongst 

both the best performers and the worst performers of the sample across industries. 

The results also show considerable heterogeneity in shadow prices across industries and 

moderate heterogeneity in between countries in each industry. The absolute shadow price for 

��� abatement for each industry averaged across all countries to be: 2.38 million dollars per  

kilo-ton for  Manufacturing industry, 1.5 million dollars per  kilo-ton for Petrochemical industry, 

4.272 million dollars per kilo-ton in case of Mining & Quarrying Industry. In the Mining 

industry, average shadow prices of ��� abatement for majority of the countries show a unabated 

continuous increase over the entire period 1995-2009, with the speed of increase increasing 
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overtime implying substitutability between outputs is becoming difficult. In contrast, in China 

shadow price follows a ‘U’-shaped pattern, first increases and thereafter shows a decline, while 

in India shadow prices decrease overtime. In the Manufacturing industry, the average shadow 

price of ��� again depicts increase overtime for all countries except for India where it follows a 

‘U’-shaped pattern. In the case of the Electricity, Gas & Water Supply Industry, average shadow 

price of ��� abatement shows a sharp decrease overall, except in for China and Russia. In the 

Petrochemicals industry, the average shadow price of ��� abatement shows a unabated increase 

overtime across all countries with speed of increase increasing overtime. 

Moreover, there is a consistent trend of decreasing Morishima elasticity of substitution 

across all the industries which have been taken into consideration during the period 1995 – 2009. 

The magnitude of negative values of Morishima Elasticity of substitution increases over time 

indicating the fact that increasing the quantity of good output increases the shadow price of bad 

output relative to the shadow price of the good output at an increasing rate over the years. The 

decreasing values of Morishima Elasticity of Substitution can be attributed to the increase in 

consciousness about climate change as well as firms adopting new technologies due to increased 

costs associated with disposal of ��� emissions. 

The results have important policy implications. First, our results demonstrate that there is 

scope for further ��� reductions and simultaneous output expansion for all countries if all the 

plants were to produce on the production frontier. Thus, there are significant opportunities for 

‘double dividends,’ especially for developing countries which show greater rates of growth. This 

can be achieved, in our view, if policymakers of all countries provide more incentives to push 

the firms in each industry to promote efficiency. Secondly, the estimation of the shadow prices 

may provide a yardstick which the government can use trading system. The trends of these prices 

show whether it is becoming more or less costly for a country to reduce its carbon footprint and 

hence, the governments of these countries can plan policies accordingly. Thirdly, the 

heterogeneity in results among different countries advocates the use of market based instruments 

e.g. imposition of carbon tax or emissions trading market at an individual country level or on an 

international level. Lastly, since the estimates show that shadow prices across countries are 

increasing over time, implying substitutability among outputs is decreasing, adoption of 

international agreements to reduce carbon emissions and establishment of setting up of 

international organization to monitor compliance will become increasingly important. 
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Abstract:  The research investigates the linkage of out-migration on household’s farming 

under the context of Economic Reform in Vietnam. The different forms of internal and external 

household arrangements related to the agricultural production are designed to understand 

distribution labour processes the under the context of migration. This research focuses on the 

migration patterns, the volume and usages of remittance to understand the ways in which the 

different households allocate their resources on farm and non-farm sectors. The findings suggest 

that female migrants have a greater contribution in agriculture production both in remittance 

investment and time spending on agricultural maintenance while male migrants increase 

household earnings by accumulating capital from non-farm business. Migration, therefore, is a 

supplementary for the agriculture, amplifies the resilience small-holder farm household and 

improves their respond to the modernization process.   

Keywords: agricultural production, gender, land holdings, migration, remittance 

 

1. Introduction  

Vietnam agriculture has recently experienced the remarkable changes under the policies 

of economic reform and modernization. Vietnamese Government has recently issued the 

program of building “new countryside” and “restructuring agriculture” to enhance the 

peasants’ income, the rural scenario and the agricultural development.  Rural households often 
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adopt more than one strategy to diversify their livelihood such as intensifying agricultural 

production and diversifying their economic activities in non-farm business. Among these off-

farm jobs, the largest flow of voluntary labour migration was emerged as the new forms of 

labour allocation within farm households with various patterns and dynamics (UNDP Vietnam, 

2010). Before Economic Reform, migration in Vietnam was strictly controlled Household 

Registration Systems, named Hokhau and other government policies. Currently, a wave of 

internal and external migration has increasing and acts as a key livelihood diversification 

strategy for many rural households and communities - especially those vulnerable households 

have less access to resources. Migration decision in Vietnam is clearly not only related to 

personal life, but also presented the rural households’ strategy (Hoang, 2011a), therefore, 

migration has complicated and multi-dimensions impacts on rural households. Remittances is 

clearly the important source to enhance both rural households’ on-farm or off farm economic 

activities (de Haas, 2005, Asis, 2003, Bélanger and Xu Li, 2009, de Haas, 2010). However, 

migration has never being supported by the policy, especially when it emerged the 

feminization trend in Vietnam. Moreover, some scholars perceive it as a regression that 

negatively affects agricultural production, which implies food security and household 

autonomy reduction. In addition, there is limited research on the gender differentiation in 

migration and its influences on farming despite its clear potential impacts on the rural areas . 

This research aims to explore role of female migrants in agricultural production and household 

autonomy through investigating the shift of land tenure, labour allocation and investment 

behaviour of different migrant households bases on the new political economy approach 

(Razavi, 2009) which integrates the traditional political economy (White, 1989).  

2. Methodology 

Research sites:  

The Red River Delta is the flat low-lying plain created by the Red River and the Thai Binh 

River in Northern Vietnam. Being the second most important rice production areas, Red River 

Delta accounted for 20 percent of national crop annual and mostly based on small-holder 

producer. Besides, Red River Delta historically is also the densest populated of all Vietnamese 

regions with average 0.04 hectares per head1. Under the agrarian transition generated by 

Economic Reform,   a large amount of agricultural land in this areas has been converted into 

industrialization and other market-oriented purpose. According to the recent National Survey on 

Land, in a decade from 2000 to 2010, the non-agricultural land increased 89000 hectares while 

the land for rice production decreased more than 34000 hectares annually (Nguyen Ngoc Coong, 

2012). The landless farmer households increased from 3.3 percent in 1999 up to 28 percent 2015 

(GSO, 2016). Red River Delta have a good infrastructure and transportation services which 

                                                 
1 The area of land devoted to production agriculture accounts for 29% of Vietnam's total land area; Vietnam 

currently has only 0.11 hectares of agricultural land per person. This area however is distributed uneven 

distribution across regions. In the Red River Delta, land area for agricultural production accounts for 0.04 hectares 

per head. IN Mekong Delta, the average MRD people have land for 0.14 hectares agricultural land BUI MINH, B. 

Q. N., DANG THI VIET PHUONG 2012. Agricultural land, peasant and rural development. Sociology, 3, 26-33. 
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allow its residents to seek employment in the capital Hanoi, and/or local urban centres without 

the need of leaving their hometown permanent.   Therefore, there was a significant rise of off-

farm business and migration flow in this region since late 1990s. 

Bacninh province which is typical for Red River Delta region in demography, agricultural 

production characteristics (Gourou, 2003) and the remarkable change due to Doimoi is selected 

as the research site. Bacninh is the tiniest province of the delta with 823 km2 area and around 

1.038 million populations. However, the province has been represented for the prominent 

features of modernization and industrialization process in the delta. Due to it geography, it is one 

of the top province which attracted the highest investment in industrialization. Bacninh province 

has started the industrialization process since 2001 with the large agricultural land converted for 

the industrialization zones such as Que Vo and Tien Son. Currently, Bacninh has already 

transferred 9400 ha agricultural land to set up 15 industrial zones and more than 35 industrial 

clusters (People commitee of Bac Ninh province, 2013). The decline of agricultural land 

associated with the growing opportunities to find a job outside agriculture lead to the mass 

labour migration. So, this acquisition of agricultural land to develop industry is supposed to 

initiate a precarious influence on agrarian change, including labour migration and land tenure for 

agricultural production. Nevertheless, even though devoting to industrial zone development, 

Bacninh has been the fifth agricultural production province in Vietnam since 2006 and its total 

produce was 62,000,000 tons in 2016 (GSO, 2018). These varied and multifaceted pattern of 

migration flows make Bacninh the appropriate place for investigating the interlink between 

migration and agriculture.  

Data collection: 

Secondary data: statistical data from different administrative levels of Bacninh province 

and the local reports on land use plan, agricultural production, demographic features, and 

economic development are gathered to have an overview of land use and labour forces of 

Bacninh. The relevant researches and documents on land use, migration, gender relations and 

social differentiation are also useful secondary information and data for this project.  

Primary data: 

The fieldwork for this research was carried out in in Bacninh province, Red River Delta of 

Vietnam from August 2014 to August 2015. All the villages of the province were categoried into 

two clusters based on the proportion of the acquisition of agricultural land and proportion of 

migrants including inter and intra province (Bac Ninh Industrial Zones, 2013). 

In order to facilitate comparison male and female migrants’ impacts on farming and 

household autonomy, 215 households are selected to do a household survey and were classified 

into four groups  

Group 1: Non-migration households: None of the household’s member has been migrating 

during the last six month 
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Group 2: Male migration households: Only male member in the household is the migrant 

Group 3: Female migration households: Only female member in the household is the 

migrant 

Group 4: Both sex migration households: Both female and male members in the household 

are the migrant 

There is a notice concerned with the definition of migration using in this research. 

Migration is normally explained as a type of spatial or geographical mobility that involves a 

semi-permanent or permanent change of usual habitation between geographical units. However, 

due to the local characteristics where commuting constitutes  a large proportion of migration 

move, and the complicated mixed type of migrant mobility, this research defined the residents 

who move out of the village for work is the migration even though they could move back and 

forth in a day, a week, a month or a year. 

3. Findings and discussion 

3.1. Main features of the surveyed households 

Table 1 describes the main features of surveyed households in which focused on the 

agricultural tenure change and demographic characteristics of households. The overall trend of 

the agricultural land holdings was observed downward from 1993 to 2014 which was mostly 

rooted from land conversion for industrialization. There were limited personal land exchanges 

among population since the Land Law implement in 1993 did not allow the agricultural land 

market in Red River Delta in general and in Bacninh in particular. According to article 129 of 

the Land Contract Law, the right to use the land may be circulated by subcontracting, leasing, 

exchanging, transferring or other means. Especially, the peasants have to return land to the state 

for public interests, such as the construction of highways, water conservation facilities and 

national defence projects. Selling or converting agricultural land to other purpose is strictly 

restricted according to the related regulations.  However, Southern peasants in their everyday 

language continue to talk of “selling lands” or “purchasing lands” instead of “transferring land-

use right” as legally and officially specified. Moreover, regarding to cultivation, if the peasant 

does not cultivate in their land for two seasons, the farm land would be withdrawn to the 

committee. 

There was an exception of increasing landholdings among the group 1.  Without migrating 

members, this group of non-migration households concentrates on agricultural production. There 

were two basic mechanisms to increase their arable farm land: 1) they could rent more land from 

the public agricultural land of the village or commune or 2) They can rented from their relatives 

or neighbourhood who could not cultivate under the agreement of the village carder or 

commune.  These farms were normally devoted for commercial agricultural production which 

served the demand of processing food production in the industrial zones.  
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Table 1: The socio-economic characteristics of surveyed households 

Indicators 

Group 1 

Non 
migration 

(n=38) 

Group 2  
Male 

migration 

(n=40) 

Group 3  
Female 

migration 

(n=38) 

Group 4  
Both sex 

migration 

(n=99) 

Total 

(N=215) 

Family size (mean, pers.) 4.3 4.3 5.0 5.7 5.1 

Labour size (mean, pers.) 2.8 3.3 3.5 3.8 3.5 

Male labour (mean, pers.) 1.2 2.0 1.5 1.9 1.7 

Female labour (mean, pers.) 1.6 1.4 2.1 2.0 1.8 

Migration labour (mean, pers.) 0.0 1.2 1.4 2.6 1.6 

Male migration labour (mean, pers.) 0.0 1.2 0.0 1.3 0.8 

Female migration labour (mean, pers.) 0.0 0.0 1.4 1.3 0.8 

Agricultural land (annual, 1993, m2, ) 2909.7 2805.8 3350.5 3120.3 3065.2 

Agricultural land (annual, 2014,m2) 7037.9 2422.5 2840.8 2241.3 3228.7 

Source: Household survey, 2015 

Migration labour also share an important part in family labour size, which is accounted for 

1.6 labours in average meanwhile the labour size of household is 3.5 labours. The group 4 has a 

higher labour size (3.8) and this explains also the higher migrant members of this group. The 

mean of men and women participated in the migration was balanced at 0.8. Even though the 

proportion is now equal, it showed an important trend in current migration flows is the growing 

number of independent female migrants (Bélanger and Xu Li, 2009, Coxhead et al., 2015, 

General Statistics Office (GSO), 2010). The impacts of the female labour withdraw out of 

agriculture and rural areas on agricultural production and household autonomy will be discussed 

through two scopes, from in their investment of their earnings and by returning home during the 

most labour- intensive periods of cultivation. The next section will explored the differences in 

remittance characteristics and the incomes among the researched groups. 

3.2. Migration and remittance behaviours  

Table 2 showed that the annual turnover of the group 1 was categorised as the lowest level 

among targeted groups. Earnings from agricultural production contributes 36.6% of the group 1 

incomes and reaches the highest portion in annual income among groups. Off-farm income of the 

group 1 shares a dominant segment in their annual income (63.7%) including house for rent, 

running a small shops, provision agricultural service or taking care of child of migrants. The off-

farm activities are diversified and play an essential part in income generation for majority of 

small-holder farm households in Bacninh and the Red River Delta. This result is cohesive with 

the findings of Hoang Xuan Thanh (2012), Loc and Grote (2015) that emphasize on the roles of 

non-farm business in Vietnam rural areas. 
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Table 2: Income indicators of surveyed households 

Indicators Unit 

Groups of household 

Total P values 
Group 1 

Non 
migration 

(n=38) 

Group 2 

Male 
migration 

(n=40) 

Group 3 

Female 
migration 

(n=38) 

Group 4 

Both sex 
migration 

(n=99) 

Annual income Mean 87.3a 121.2a 114.2a 162.1b 132.8 0.00*** 

SD1 59.5 100.3 53.2 120.1 102.2 

Farm income Mean 32.7a 23.0ab 28.5ab 19.0b 24.0 0.13* 

SD 30 20.1 25.4 15.0 20.0 

Off-farm income Mean 54.5a 98.2b 85.6ab 143.1c 109.0 0.00*** 

SD 48.2 87.1 50.2 122.5 102.5 

Proportion of farm 
income (%) 

Mean 36.3a 21.3bc 25.0b 14.6c 22.0 0.00*** 

SD 20.0 19.0 20.4 10.9 19.5 

Proportion of off-farm 
income (%) 

Mean 63.7a 78.8b 75.0bc 85.4c 78.0 0.00*** 

SD 31.7 20.0 26.4 19.0 24.5 

Monthly income per 
household 

Mean 7.2a 10.1a 9.5a 13.5b 11.0 0.00*** 

SD 4.9 8.3 4.4 10.0 8.5 

SD 1.1 2.5 1.6 1.8 1.8 

Source: Household survey 2015 

Note: *, and ,***, are significant levels at 10% and 1%, respectively;  

abc; Means in the same row without common letter are different at P < 10% by Ducan test. 

SD1: Standard Deviation 

Overall, the annual income of group 2 is higher than those of the group 1 and group 3. The 

off-farm earnings of the group 2 stands for 78.8 % of the annual earnings while farm income 

occupies only 21.3%. Data from survey reveals that the male labours of the group 2 prefer to 

migrate to other provinces to work as daily hired labors or to run small business meanwhile their 

wives stay at home and are bond with agricultural production. Therefore, male labours’ absence 

and female labours’ responsibility for farming alone can clarify the lower farm income of the 

group 2. However, off-farm income of the group 2 share higher proportion of households’ 

income thanks to the higher salary or wage of male migrants and the possibilities to run 

beneficial off-farm business of this group. 

Ranking at the third high-level of annual income, group 3 generates farm income and off-

farm income by both male workers and female workers. The male labours in this groups do not 

migrate out; even though besides engaging in agricultural production for their own family they 

also provide agricultural services for other households in their communes. Meanwhile most of 

the female labours work in the industrialized zones located near their commune, or to be daily 

hired labours. They commutes daily from working place to their home after finishing non-farm 

activities and spend their time for crop cultivation and livestock production. The interesting point 

is observed that the group 3 also borrow and/or rent land from relatives and other neighbours to 
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inflate their crop cultivation. The farm income of group 3 therefore accounts for the highest 

proportion. It implies that female migrants of the group 3 play an important role in generation of 

both farm income and off-farm income in comparison with male migrants; and female migration 

comes along with agricultural development. 

In comparison between male and female migrants work, the data reveals the female 

migrants surveyed prefer the stability of these jobs rather than high-earning jobs; and their actual 

frequency of movement as well as their need to return home due to family obligations is higher 

than that of the male respondents. Male migrants tend to seek higher income more than 

employment stability. Therefore, the number of female migrants chose to work in the IZs around 

hometown is much higher than their male counterpart. Actually, this reflects the continuity of the 

traditional gender-based division of rural household labour. “Women inside and men outside” is 

the traditional culture in Vietnam. The migration phenomenon also reflected the same cultural 

norm when there were large male migration before Doimoi. Recently there is a new trend on 

feminization on migration (Hoang, 2011b, Hoang Lan Anh and Yeoh, 2011), however, in term of 

migrating distance, when there are opportunities to work outside, the male labour force has the 

priority in migrating for working further and longer, taking care of earning duty. The women 

continue to represent their traditional division in household labour by choosing to work nearer 

and take care of the children and do the farming work for the household.   

The highest annual income (162.1 million VND) falls into group 4 in which both male and 

female migrate out for work. Both male and female labours of this group migrate to other 

provinces (such as Lang Son, Quang Ninh, Hanoi…) to run business. Off-farm income 

accounted for 85.4 % of the group 4 annual income while farm income only is 14.6 % in total. 

They have kept agricultural land but their land was mainly cultivated by their parents or lent to 

other relatives. It implies the purpose of keeping their agricultural land is more important than 

generating revenue from agricultural production. Agricultural land on one hand can ensure the 

food subsistence of the family remained in the village. In the context of food safety issues, home 

produced food is also considered as everyday practices of rural household to ensure their food 

quality. Moreover, agricultural land assured people a job, a livelihood and somehow it is like a 

backup strategy. Whatever they do outside, if they fail they can always go back to their own 

land. Li (1996) also pointed out that Vietnamese migrants maintain their agricultural land use 

right as an insurance for their life because of the fear of unstable jobs in the cities as well. 

In terms of monthly income indicators, all indicators of the group 1 are lowest compared to 

those of the remaining groups.  It indicates that migration has positive effect on income 

generation for farm households in the Red River Delta. All indicators of monthly income of the 

group 2 are higher than those of the group 3 show the coloration of male migration contributed a 

higher income to farm households than migration of female workers. Moreover the income 

indicators of the group 2 and of groups 4 is higher than those of remaining groups however there 

is a considerable income disparity among households of the group 2 and among households of 

the group 4, reflected by standard variation (SD), which discloses the differentiation between 

low and high income groups. 
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Remittance investment in rural household livelihoods 

Although the amount of remittances from migrants tends to be small, they remain a very 

crucial financial source for sustaining households (Rigg, 1998). And when the receiving 

households have enough income flowing in and little incentive to engage in other income 

generating activities, the remittances exert multiplier effects on the local economy (Bélanger and 

Xu Li, 2009).  

Focus groups found out that house improvement and daily consumption as the most 

common while social event and saving is second and education and agricultural investment is 

third. This point is consistent with the implication of Taylor (1999: 65) that the main effect of 

remittance is an increase of the purchasing power in the locality, rather than investment capital 

for productive purpose, and the high levels of consumption spending triggers investments by 

other households. Therefore, remittances become the source of income used for purchasing 

whatever products other investors have to offer. These include restaurants, butcheries, motor 

mechanics, among others. Remittances are the lifeline of any businesses going on in the locale. 

All the entrepreneurs interviewed expressed a common feeling that remittances has boost their 

business and the halt of remittance would remarkably effect the local economy growth. 

Moreover, when combining with result from the survey about household consumption and 

reports that the interviewers observed from the field, it shows that the remittance is actually 

firstly used for household consumption to improve housing and living conditions of the family, 

followed by better access to health and then education services. Remittances are often used to 

upgrade the frequency, quality and variety of food, which is particularly important for families 

with very young and old members.   Regarding to education purpose, twenty two correspondents 

who chose that purpose are all the households in sample survey who had children still at school 

age. All of them indicated that they devoted most remittance for their children education. Even in 

some cases, their living standard is subsistence; they did attempt to invest in children education. 

It is possibly considered as long-term investment in human capital which would result in long-

term patterns of differentiation as suggestion by (Ellis, 2003, Hugo, 2009). The impacts of 

remittance on the rural society are much more complicated than the current simple economic 

view2 (Deshingkar, 2006, De Haan and Zoomers, 2005).  

However, whether remittances are used for productive purpose or not is still at the heart of 

the debate. It is manifest that they give preference to investments that improve their traditional 

economic activities in agriculture rather than establishing new enterprises in other branches of 

the local economy, as De Haas (2006:5) also concluded that there is “a weak link between 

migrant remittances and commercial investment as compared to housing and agriculture” (de 

Haas 2006:5) The survey data shows that the share of correspondents which use remittances for 

                                                 
2 In the Red River Delta village, remittances have a social as well as an economic function; they are not only 

a mean to maintain or improve economic status but also a mean to achieve higher prestige and standing in the local 

community and family for instance by spending part of remittances on ceremonies or local amenities. 
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productive investments, especially in agricultural production, is relatively large. Nearly 65 

percent of the correspondents indicated that they had use remittance for agricultural production 

inputs such as seeds, fertilizer, pesticide…  

 

Figure 3: Gender difference in Remittance usage 

Source: Field survey 2015 

Among three households groups received remittance, female migrant group (G2) had 

largest proportion in agricultural investment (76.3%). In agricultural production, women prefer 

to kept rice production as their primary agricultural activity, rather than growing commercial 

products.  From the women peasants’ perspective, the reason is not because they lack inputs to 

invest in other agricultural activities, but it is because they consider on one hand animal raising 

or cash-crop cultivation is time and labour consuming compared to rice production. On the other 

hand, the profits from growing cash crops or animal raising are lower than migration and other 

non-farm businesses. Therefore, by far the best combination strategy is practicing rice 

production at the suitable level while they are free from working outside. Some women who is 

migrating in Hanoi as a house cleaner (and junk collector when she has time) reveals that they 

are the one who maintain agricultural production. They need to go home to transplant rice 

seedlings or to harvest regardless how busy they are. If not, their husband would easily abundant 

rice production as they used to cease the vegetable growing in their backyards. Paris et al. (2009)  

and Kabeer and Anh (2002) share the same view that women still continue to dominate in rice 

production, owing to the deeply embedded tradition that rice farming is the woman’s 

responsibility in North Viet Nam. Even though they recently undertook multiple jobs included 

off-farm business women made up some 60 per cent of the agricultural labour force and were the 

key source of labour in rice production – the major crop in the agriculture sector (Paris et al., 

2009, Kabeer, 2002).  While the living cost is high, food prices have fluctuated according to 

national and international markets; while the share of food has still remained the main part of 

household expenses, the female maintenances of local traditional agricultural activities shows the 

significant contribution to their home food security. The male migrants’ preference in 

agricultural investment would sustain the food consumption of families from self-reliance rather 

than dependence more on uncertainty markets. 
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In contrast, male migrant household group (G3) had the highest proportion in non-farm 

business investment. The popular strategy is running businesses related to crop production and 

animal raising, for examples the small shops that sell groceries and trade in agricultural inputs. 

Although the businesses have minimum risks and innovation in relation to the activities 

established in the local economy and based on previously-acquired skills, their potential 

contribution to the local economy should not be underestimated, particularly in terms of 

employment creation. Each one of the shops visited employs one or two shop tenders to run the 

business daily. Some were family immediate members, some extended family and some purely 

strangers employed on strict waged relations. In turn, the shops provide basic services to the 

villagers and the absence of the shops could lead to villagers travelling long distances to access 

these basic services.  With substantial flows of remittances, in one direction or other or in both, it 

is likely to have affected income distribution, which has had an accelerating or facilitating local 

service and economic development  

Likewise the large-scale agricultural production attracts more men than women remittance 

investment as some specific case studies that also experienced migrating in cities, but chose to 

return to Mai Thon. For example case is Nguyen Van Phuc who used to a truck driver for a food 

company in the Industrial Zones. After accumulating remittance and having a strong social 

connection for potatoes and other cash crops process company, he came back hometown to rent 

field land for growing cash crops. He had used to borrowed some high land areas3 of his 

neighbour in the village to grow vegetable in the winter season, which was consider very 

personal and informal deal among villager (2015 survey). But in 2016, following the 2016 Land 

Law Change he has made it become formal with Commune contract and village households’ 

agreement who own the field in high land area to concentrate 10ha for cash crop cultivation 

during the whole year. In these contracts, he has the right of using the rented agricultural land for 

10 years. Recently his farm rent 10 people per day for collecting crops. To some extent, his 

business has go beyond what-so-called traditional agriculture and create employments for the 

local young people who have limited chance to migrate to help them get some income. 

Moreover, his successful farming business are useful approach in promoting public attitudes 

towards the agricultural production and taking collective actions for rural development. 

4. Conclusion 

Internal migration and its associated remittance flows act as a key livelihood 

diversification strategy for many rural households and communities - especially those vulnerable 

households have less access to resources in Vietnam (Oxfam and AAV., 2012, Harigaya and de 

Brauw, 2007). Migration helps rural households cope with the risks and take advantage of 

revenue opportunities by distributing household labour in many different spaces, to maximize 

family incomes and reduce risk (Nguyen Thu Phuong et al., 2008, Hoang Xuan Thanh et al., 

2013). In Red River Delta migration is an important way to diversify household earnings and/ or 

to ensure the accessibility of resources. Through migration, household members would 

                                                 
3 High land area (đong cao) is consider as the highest fertilized land which is suitable for 2 rice seasons and 

one vegetable season in th winter.  
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contribute income, accumulate capital for development. Remittances spend mostly in 

consumptive expenses and when they invest in capital goods or their own enterprises, these are 

usually in the traditional economic activities of the locality. The main benefit of remittances lies 

in increasing the purchasing power and sustaining a robust demand that create opportunities that 

in turn fuel private sector development. Those that see the opportunities and act upon them, 

whether themselves receivers or not, take advantage of the inflows of remittances as the 

bloodline that sustains the local economy. The migration process has transformed labour 

structures and supply in rural households, leading to changes in household livelihoods. The 

research found that rural households keeps their possession of farm land even if they are less 

likely in using it as a mean of production. Renting or exchanging agricultural land has become 

common between households in Bacninh province rather than selling. This renting/exchanging 

of agricultural land helps to re-distribute land among households which have different labour 

capitals.  

The paper accomplished that female migrants play the essential roles in diversification 

strategy of rural households’ livelihoods. In comparison to male migration, the female migration 

has the positive impacts on agricultural land use for agricultural production because the 

traditional gender norms associated with their choices related to the pattern of migration allow 

female migrants combining the migrating job and agricultural production.  Although the income 

of the female migration households is lower to that of male migration households, they have 

higher interest in using their remittance for farming investment. Remittance helps to improve 

household income, and then reduce the need for peasants to sell their agricultural production for 

cash, which would increase for their own food sovereignty. This implies that although migration 

would be consider as the supplement strategy for agriculture production to increase household 

security and autonomy. Given these opportunities, the economic potential of internal remittances 

needs to be recognized by policymakers and service providers to maximize the development of 

internal migration, especially female migrants and their families and their communities. 
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Abstract: Purpose This paper aim to investigate factors of eWOM, reviews and comments, 

influencing students’ information adoption about higher education institues from social network 

sites and online discussion forums in Vietnam. 

Methodology Qualitative method is adopted in this research, whereby research data was 

collected from 296 first year students who have experience in using social media as searching 

tool. 

Findings In higher education sector, four out of five dimensions in central route 

(relevance, accuracy, completeness, value-added) have significant impacts on the students’ 

perceived usefulness of eWOM. Timeliness was found to have no influence on the perceived 

information usefulness of students. Regards peripheral route, information quantity does have 

large influence on perceived usefulness, whilst source credibility was found to have negative 

influence on perceived usefulness. Finally, if students perceive eWOM as useful, they are likely to 

adopt those information to build up purchasing knowledge. 

Practical Implications 

Keywords: Social media, social network sites, discussion forum, information adoption, 

central route, and peripheral route. 

 

1. Introduction 

Since 2005, Cabinet decision (Resolution 14/2005/NQ-CP, 11/2005) has been passed to 

assert the right of institutional autonomy (Hayden and Thiep, 2007). This decision tries to shift 

higher education from resilience and government determination to run as independent 

organization. To date, according to recent research of Dao (2014) and Ministry of Home Affairs 

– Insitute for State organization Sciences (2018), higher education reform in Vietnam has been 

slow-moving owing to following challenges – internal efficiency (Dao, 2014), adapting to 

corporate from instead of governed form (Elena and Sanchez, 2013), quality assurance (Dao, 

2014) and  financially autonomy (Hayden and Thiep, 2007, Tia Sang, 2018). Particularly, 
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financial autonomy is a key challenge when higher education institutes reform to corporate form 

(Dao, 2014). Education incomes are from main sources: tuition fee, research grant, short term 

education activities and loans from government. Literally, in order to remain positive cash flow, 

all reformed institutions are required to maximize their income by drawing attention on students 

recruitment to raise incomes from tuition fee. Therefore, a large majority of higher education 

especially “high quality” programs are devoted in marketing communication to attract new 

students as their consumers. 

To be precisely, current universities’ communication campaign to recruit new students are 

conducted in two main platforms – offline (education fairs, events, university orientation in high 

schools, alumni WOM) and online (pop-up advertising, website ads, social media such as 

Facebook sponsored). Adopting analogous communication tactics and approaches, universities in 

Vietnam push themselves into a death racing without any unique selling method; students are 

swimming in a lookalike-information-pool and get confused in making decision. Students were 

born after 2000s named Gen Z, they use Internet since a young age, and virtual communication 

plays an indispensible part in their daily routine. According to recent research of MarketingTech 

(2018), millennial spend approximately 8.5 hours while Gen Z spend over 10 hours per day on 

their electronic devices to read, watch and engage with e-content. Hence, eWOM is powerful 

reference information which strongly influence consumers’ decision, yet, it is barely used and 

integrated with other higher education marketing communication tools. 

When it comes to literature, the use of eWOM has been widely research internationally in 

hotel sector (Hu and Kim, 2017; Garcia, Gallego and Benito, 2017), hospitality (Zainal, Harun 

and Lily, 2017; Williams et al., 2017; Abubakar et al., 2017), banking industry (Augusto and 

Torres, 2018); food sector (Hussain et al., 2017). In Vietnam, scholars focus on eWOM in 

general buying behavior (Hoang and Nguyen, 2016; Le and Le, 2018), online course marketing 

(Hoang, Manh and Lee, 2014), cosmetic industry (Pham, 201.., Huynh, 2013). From review prior 

literature regards eWOM, it can be said that there is little attention to study to use of eWOM 

higher education marketing communication especially how it influence students’ information 

adoption. 

All in all, from shortage of eWOM study in higher education practically and literately in 

Vietnam, this research is conducted to examine factors in reviews and comments, forms of 

eWOM, which influence students’ adoption of higher education from social network sites and 

online discussion forums in Vietnam. 

Objectives: 

- To investigate the effects of information quality on perceived usefulness of eWOM 

information 

- To explore the effects of reliability and information quantity on  the perceived usefulness 

of E-information 

- To examine the influences of perceived usefulness of information on eWOM adoption 
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2. Literature Review 

2.1. Social network sites and online customer discussion forum 

Social media, especially social network sites, are receiving a considerable attention from 

both academic researchers and marketers (Boyd & Ellison, 2008). It is created, shared and 

maintained by individuals on the Internet (Chung and Austria, 2010).  Kaplan and Haenlein 

(2010) classified social media into six categories as follow: collaborative projects (E.g: 

Wikipedia), social network sites (E.g: Facebook, MySpace), virtual social worlds (E.g: Second 

Life, OZ World), blogs (Eg: Blogger), virtual game worlds (Eg: Grand Theft Aito V) and content 

communities (Eg: Slideshare). In which, social network sites have been a megnet for today 

marketing practice. Social media has become a virtual sharing platform that characterized in 

two-way communication (Edosomwan et al., 2011), customers enable to connect, communicate 

and take part in other users’ activities and purchase intension (Heinonen, 2011; Hinton & Hjorth, 

2013). 

Regards social network sites and discussion forums, million people over the world sign up 

for the platforms such as Flickr, Friendster, MySpace, Blogger, Twitter, Facebook, Instagram, 

LinkedIn, You Tube, as a result, it has become the most noticeable phenomenon (Edosomwan et 

al., 2011).  Prior paper have showed that social media, especially social network and online 

customer discussion forum, has leaded to the proliferation of electronic Word-of-mouth 

(eWOM) communication as new form of traditional word of mouth (WOM) (Trusov, et al., 

2009; Castronovo and Huang, 2012; Cheung, 2014). These eWOM information self-present 

participants (Kaplan and Haenlein, 2010) based on their expertise and experiences towards the 

phenomena. Therefore, social network sites and online discussion forums are potential platforms 

to integrate in marketing communication. 

2.2. EWOM 

The proliferation of Technology shift traditional word-of-mouth (WOM) method to e-

word-of-mouth (eWOM). Many scholars paid considerable to this phenomenon by investigating 

the effectiveness of eWOM and its impacts on consumer’s consumption behavior, information 

adoption and purchase decision (Cheung and Thadani, 2012; Kapoor et al., 2013; Lis and Nebler, 

2013; López and Sicillia, 2014; Cheung, 2014). 

E-WOM is defined as “any positive and negative statements made by former users and 

posted in many Internet sites” (Hennig-Thurau et al., 2004). In the study of Ayeh et al. (2013), 

participants suppose social media as a social community . In order to express their responsibility 

towards community, sharing experiences towards things or stimuli, eWOM in another word, is a 

way named “homophily effect”. The increasing growing of eWOM communication is based on 

the advent of the web-based technologies (Cheung, et al, 2008). They now by turn create and 

impart messages or information from one person to a multitude of people by themselves (Cheung 

et al., 2008).  

Numerous studies have indicated the power and effectiveness of eWOM in influencing 

consumer’s behavior, attitudes and consumption decision (Lis and Nebler, 2013; Kapoor et al, 



2212 

2013). However, little relatively research has been done to uncover the source credibility of 

eWOM, information quality and quantity on perception of information usefulness of students 

when adopting higher education information. Therefore, this paper will focus on investigating 

what factors that drives students adopt information from reviews and comments, eWOM source, 

in social network sites and discussion forums. 

2.3. Theoretical background   

Dual-process theory, Elaboration likelihood model (ELM), developed by Petty and 

Cacioppo (1986), is adopted largely in e-information studies (Sussman and Siegal, 2003; Cheung 

et al, 2008; Sher and Lee, 2009; Chan and Ngai, 2011; Cheung and Thadani, 2012; Filieri and 

McLeay, 2013; Cheung, 2014). 

As mentioned in Fill (2009), the ELM theory has been introduced since 1983 to explain 

how audiences’ attitude changes during their consumption journey via central and peripheral 

route. In another paper, Sussman and Siegal (2002) have developed information model combined 

The Theory of Reasoned Action (TRA) (Ajzen and Fishbein, 1980) and the Technology 

Acceptance Model (TAM) (Davis, 1989) with the ELM theory (Petty and Cacioppo, 1983) to 

investigate how consumers’ behave in virtual platforms. It has figured out that users tend to act 

follow their beliefs about the usefulness of information and the outcome of adoption (Sussman & 

Siegal, 2003). Latter study on virtual platforms such as Cheung et al. (2008) and Cheung (2014) 

about online customer reviewers also adopt this model as main theory to develop their 

framework. Thus, in this study, author will adopt information model to investigate factors that 

influence students’ information adoption on social network sites and online discussion forum in 

Vietnam particularly. 

Figure 1: Information adoption model 

When it comes to peripheral route, with the low-involvement users, they are likely to 

concern about source credibility (Fill, 2009) and information volume to form perceived 

usefulness for their information adoption (Filieri and McLeay, 2013). This route consists of two 

variables: source credibility (Cheung et al., 2008) and information quantity (Park et al., 2007 and 

Filieri and McLeay, 2013). Source credibility refers to level of knowledge, trustworthy and 

reliable (Cheung et al., 2008) online posts/reviews. Source credibility has two variables as source 

expertise and source trustworthiness. When the online participants have the high-credibility, they 

have more influential and persuasive on the receivers than others in low-credibility level 

(Cheung et al, 2008; Teng et al, 2014). Yet, in study of Willemsen (2011) criticized Cheung’s 

findings by showing weak relation between source expertise and information usefulness. 

Regards information quantity, it refers to number of available reviews and posts towards one 

topic (Park et al, 2007; Filieri and McLeay, 2013). The effect of information volume to 

perceived information usefulness has been examined in movie and hotel sector. Study of Liu 

(2006) and Duan, Gu and Whinston (2008) investigated that the business sale performance and 

perceived usefulness were positively influenced by number of reviews and comments of other 

participants. However, in the same sector, Jungho and Buyng-Do (2013, pg. 75) and Chintagunta 
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et al. (2010) draw an opposite finding to Liu’s (2006) that there was a weak correlation between 

these two variables. For these reasons, this study would adopt both source credibility and 

information quantity as two determinants in peripheral route and construct model. 

3. Research framework development 

Central route 

Central route indicate a situation when customers highly participate and have ability to 

interpret information (Petty et al., 1983), called high-involvement users, hence, they focus on 

information content and quality of argument to form buying decision (Park, Lee and Han 2007). 

Information quality is significant factor in central rout that people use to evaluate the usefulness 

of news and information prior adopting or rejecting information (Teng et al., 2014) then form 

buying attitude afterward. There are number of studies have confirmed that information might 

affect information adoption and purchase decision (Cheung et al, 2008; Cheung and Thadani, 

2012; Teng et al, 2014).  In study of Filieri and McLeay (2013) about travelers’ online reviews 

usage, information quality has been examined by five main factors including relevance, 

timeliness, accuracy and completeness and value-added. In another e-commerce study, Delone 

and McLean (2003) use other four factors as comprehensiveness, accuracy, timeliness and 

relevance as components in argument quality. A study of Cheung et al (2008) in online websites 

studies, relevance and comprehensiveness played as key variables in determining the information 

quality of online reviews. In this study, accuracy and timeliness were found to have little 

influence because of the freedom to post reviews or comments from users in the online 

community (Cheung et al, 2008). These findings were contradicted with Filieri and McLeay 

(2013) results that information accuracy, relevance and value-added showed a crucial influence 

but timeliness and completeness. Gathering from these studies, this study will use five variables 

including relevance, timeliness, accuracy, completeness and value-added as main attributes of 

information quality in central route. 

Relevance is defined as relevant, helpful and applicable information (Dunk, 2004) that 

related to users’, or students’ in this study, concern (Filieri and McLeay, 2013). Indeed, 

relevance information helps they save time and effort in reaching decision-making (Dunk, 2004). 

Taking this finding line in higher education sector, reviews and comments of current students 

and alumni about universities’ teaching quality or career opportunities might influence studying 

decision of new students. Hence, relevant e-information is likely to increase students’ 

information adoption level. 

Timeliness refers to the latest and timely information which is available for customers 

access (Nelson et al., 2005). Students nowadays are increasingly independent in searching and 

adopt information especially eWOM information such as reviews and comments (Werthner and 

Ricci, 2004). These reviews and comments are created by other participants and posted on social 

network sites and discussion forums to share his/her own using experience (Ayeh et al., 2013) 

and show their responsibility to participated virtual group. This timely information will have 

positive impact on users’ adoption following the findings of Nelson et al. (2005). In higher 
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education industry, it is fast growing and constantly changing; thus, examining eWOM such as 

reviews and comments can be seen as a fastest and easiest method to gain indirect experiences. 

Hence, timeliness information is likely to increase level of adoption decision of students. 

Accuracy relates to accurate and reliable of information (Nelson et al, 2005). In online 

world, the level of accuracy will be determined based on receivers’ previous perspective, 

knowledge and experience (Filieri and McLeay, 2013). In study of Birhart and Schindler (2001), 

reviews and comments are considered as more reliable source that commercial information such 

as advertising or personal selling. Hence, taking this perspective in the study, if the higher 

perceived eWOM accuracy by students, the more useful information will be form in their mind.  

Completeness information is created when it is informative and all-inclusive to satisfy 

researchers’ need (Wang and Strong, 1996; Delone and McLean, 2003). In Vietnamese higher 

education sector, choosing desirable university is a biggest decision to make first step to future 

career. Unlike traditional WOM, the completeness level will be judged by a capacity of 

information such number of participants, participant’s knowledge and experience (Ayeh et al., 

2013). In social network sites and discussion forum, information is considered as wealth and 

available source to search. Therefore, the completeness of reviews and comments are likely to 

influence the perceived usefulness of students when choosing the university. 

Value-added indicates the beneficial and appropriate advantages for users’ decision-

making process (Wang and Stron g, 1996; Filieri and McLeay, 2013). Due to positive-one-side 

information, advertisement and other form of mass media are losing publics’ interests (Havard 

Business Review, 2017). E-WOM such as reviews and comments consist of double-sides 

information, hence, it is an added value which are perceived by users. From the objectivity 

information, students might found useful information to form information adoption later on.  

All in all, hypothesis 1 is developed as follow: 

Hypothesis 1: Information quality will positively influence information usefulness  

Hypothesis 1a: eWOM relevance will positively influence information usefulness  

Hypothesis 1b: eWOM timeliness will positively influence information usefulness  

Hypothesis 1c: eWOM accuracy will positively influence information usefulness  

Hypothesis 1d: eWOM completeness will positively influence information usefulness  

Hypothesis 1e: eWOM value-added will positively influence information usefulness 

Peripheral route 

Source credibility 

A study by Kapoor et al. (2013) revealed that reviews and comments on social media 

influencing the users’ consumption behavior. In which, source of eWOM itself have two related 

elements to evaluate the credibility including source expertise and information trustworthiness 

(Kapoor et al., 2013). Nonetheless, this study will investigate only the source of eWOM as 
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peripheral influence on students’ perceived usefulness. If students think that posted reviews and 

comments in social network sites and discussion forums are from experts and trustworthy 

page/group, they might perceive these information are useful and form decision based on 

established knowledge. Thence, this study hypothesizes that the source expertise, source 

trustworthiness might effect on perceived usefulness of students. 

Hypothesis 2a: Source credibility will positively influence information usefulness  

Hypothesis 2a1: Source expertise will positively influence information usefulness 

Hypothesis 2a2:     Source trustworthiness will positively influence 

information usefulness 

Information quantity 

According to Park et al. (2007), the number of reviews and comments about products and 

services are reflected how popular these are. Mentioned in Aaker (2010), reputation of  The 

effect of information volume to perceived information usefulness has been examined in movie 

and hotel sector (Liu, 2006 and Duan, Gu and Whinston, 2008). Hence, taking this finding line 

as indication, this study will investigate the influence of information quantity towards students’ 

perceived information usefulness. Another hypothesis is proposed: 

Hypothesis 2b: Information quantity will positively influence information usefulness. 

Information usefulness and eWOM adoption 

The inevitability of perceived information usefulness and its impact on the users’ behavior 

have been explored by many academic papers (Davis, 1989; Sussman &Siegal, 2003; Cheung et 

al, 2008, Ha & Stoel, 2009). In study of Davis (1989), he founded that perceived information 

usefulness posed a significant effect on how consumers decided their consumption. This finding 

was supported by latter study of Cheung et al, (2008) in virtual platform generally, information 

usefulness was found to have influence on adopting eWOM information. Since social network 

sites and discussion forums are parts of virtual platform (Kaplan & Haelein, 2010, Edosomwan 

et al., 2011, Kapoor et al., 2013), hence, if students think the reviews and the comments are 

useful, they are likely to adopt these information and form knowledge. Thus, final hypothesis is 

developed as follow: 

Hypothesis 3: Information usefulness will positively influence eWOM adoption of students 

4. Research methodology 

4.1. Research design 

Based on research’s aim and objectives, quantitative method using questionnaire has been 

has been utilized to examine the relationship between variables, further more, explaining the 

cause and effect relationship, moreover, it is appropriate for explanatory research (Sauder et al., 

2012). Hence, this paper implemented the hypothetical construct that employs to measure 

variables (Collis and Hussey, 2009). 
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The questionnaire consist of three sections including personal information, usage and 

experience of social network sites and discussion forum, and consumers’ evaluation about online 

reviews and comments characteristics and their willingness to adopt information. 7-points 

Likert-scale is utilized to measure students’ evaluation. Table 1 presents all used scale items in 

this study. 

Table 2: Proposed questions and source 

Scale Items Sources 

RE12 Online customer reviews/comments/advices are relevant Cheung et al, 2008 

RE13 Online customer reviews/comments/advices are appropriate 

RE 14 Online customer reviews/comments/advices are applicable 

TI 15 Online customer reviews/comments/advices are current Wixom and Todd, 2005 

TI 16 Online customer reviews/comments/advices are timely 

TI 17 Online customer reviews/comments/advices are up-to-date 

AC 18 Online customer reviews/comments/advices are accurate Wixom and Todd, 2005 

AC 19 Online customer reviews/comments/advices are correct 

AC 20 Online customer reviews/comments/advices are reliable 

CO 21 Online customer reviews/comments/advices are sufficient depth Wang & Strong, 1996 

CO 22 Online customer reviews/comments/advices are sufficient breadth 

VA 23 It enables me to understand both positive and negative aspects Wang & Strong, 1996 

VA 24 It enables me to detect unknown aspects 

SE 25 People who posted comments/reviews are knowledgeable Cheung et al, 2008 

SE 26 People who posted comments/reviews are experts 

ST 27 People who posted comments/reviews are trustworthy Cheung et al, 2008 

ST 28 People who posted comments/reviews are reliable 

IQ 29 The number of online reviews/comments/advices is large Park et al, 2007 

IQ 30 The quantity of online reviews/comments/advices information is large 

IU 31 The comments/reviews/advices are valuable Sussman and Siegal, 2003 

IU 32 The comments/reviews/advices are informative 

IU 33 The comments/reviews/advices are helpful 

EA 34 I will follow the suggestions of positive reviews/comments Sussman and Siegal, 2003; 
Wu and Shaffer, 1987 

EA 35 I agree with the opinion suggested in the comments/reviews 

4.2. Participants 

This study adopts purposive sampling or known as judgmental sampling that aims to focus 

on particular characteristics of a population to answer the research questions (Sauder et al., 

2012). The research target group is first year students (19-20) in universities because of two 

reasons. Firstly, first year student is Generation Z who have used the Internet since a young age, 

as such, they will have strong base of experience in using social network sites and discussion 

forums. Secondly, they just had experience of choosing the higher education organization to 

study, hence, collected data from this target audience will give more reliable results. 
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4.3. Data collection 

Pilot test is a trial run with small-scaled group of respondents to detect any problems in 

questionnaire’s instructions and design (Zikmund, 2002). The questionnaire was tested on a 

small group of first year students at Vietnam National University Hanoi – International School. It 

takes around 7 minutes to complete questionnaire, some of them feedback that questionnaire was 

too long; hence, author did edit and eliminate some questions asking about users’ experience in 

using social network sites. 

Research was conducted from September to December 2017 – semester 1 following 

university’s calendar. Questionnaire was distributed offline to 7 classes in Vietnam National 

University Hanoi. Total collected respondents were 306, but two questionnaires were 

incomplete, therefore, acceptable respondents were 296. 

4.4. Data analysis 

In order to analyze collected data, Statistical Package for the Social Sciences (SPSS) 

software version 20 was adopted. This method allows researcher to test the relationship between 

variables (Bryman and Bell, 2011). Precisely, the correlation analysis was run to test the 

relationship between a pair of variables. The hypothesis testing was used multiple regression 

analysis, that allows to test the cause and effect relationship between dependent and independent 

variables (Pallant, 2013). 

5. Data analysis result 

5.1. Descriptive information about students’ usage and experience of social network sites 

5.2. Reliability 

Collected data to measure variables relationship were first adopt reliability analysis. One of 

the main problems concern is the scale’s internal consistency. Cronbach’s alpha coefficient is 

most popular to check the reliability of multiple-item scale which the ideally Cronbach alpha 

coefficient of scale should be above 0.7 (Morgan, Leech, Gloeckner and Barrett, 2013; Pallant, 

2013). From table 2, reliability testing showed that all scales have Alpha ranging from 0.7, as 

such, all items can reach next stage of analysis 

Table 2: Reliability of constructs 

Scales Cronbach Alpha 

Relevance .859 

Timeliness .987 

Accuracy .918 

Completeness .731 

Value-added .705 

Source expertise .700 

Source trustworthiness .982 

Information quantity .849 

Information usefulness .849 

eWOM adoption .780 

Source: Author’s analysis 
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5.3. Correlation 

Correlation analysis is used to describe the intensity and tendency of the linear relationship 

between two variables (Pallant, 2013). This study has applied one-tailed bivariate correlation as 

second stage of data analysis. 

Table 3: Correlation matrix 

1 2 3 4 5 6 7 8 9 10 

1 

2 .591**         

3 .288** .280**        

4 .266** .105 .639**       

5 .517** .641** .493** .194*      

6 .344** .122 .383** .675** .009     

7 .126 -.150 .386** .637** -.165* .822**    

8 .586** .770** .475** .291** .729** .307** .092   

9 .233** .375** .683** .492** .620** .395** .384** .586**  

10 .038 .166* .685** .486** .312** .448** .614** .487** .641** 

(1.Relevance 2.Timeliness 3.Accuracy 4.Completeness 5.Value-added 6.Source expertise 

7.Source trustworthiness 8.Information quantity 9.Information usefulness 10.eWOM adoption) 

5.3.1. Central route 

The information quality study has five attributes of the independent variables being 

Information usefulness. These include relevance function, timeliness function, accuracy function, 

completeness function and value-added function. The information usefulness dimension is 

dependent variable. 

Illustrating in table 4, the relevance mean and the timeliness mean has a week correlation 

with the information usefulness mean, the coefficient of correlation between the relevance mean 

and the information usefulness mean is .233 at a confident level of 99% and between the 

timeliness mean and the information usefulness mean is .375 at a confident level of 99%. 

The completeness mean has a mediocre correlation with the information usefulness mean, 

the coefficient of correlation between the completeness mean and the information usefulness 

mean is .492 at a confident level of 99%. 

The accuracy mean and the value-added mean has a strong correlation with the information 

usefulness mean, the coefficient of correlation between the accuracy mean and the information 

usefulness mean is .683 at a confident level of 99% and between the value-added mean and the 

information usefulness mean is .620 at a confident level of 99%. 

All in all, while the accuracy mean and the value-added mean had a strong relationship 

with the information usefulness. The relevance mean and the timeliness mean had week 
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relationship with the information usefulness mean and the completeness mean had a mediocre 

relationship with the information usefulness mean. 

5.3.2. Peripheral route 

The source credibility and information quantity study had three attributes of the 

independent variable being Information usefulness. These include source expertise function, 

source trustworthiness function and information quantity function. The information usefulness 

dimension is dependent variable. 

The source expertise mean and the source trustworthiness mean has a week correlation 

with the information usefulness mean, the coefficient of correlation between the source 

expertise mean and the information usefulness mean is .395 at a confident level of 99% and 

between the source trustworthiness mean and the information usefulness mean is .384 at a 

confident level of 99%. 

The information quantity mean has a strong correlation with the information usefulness 

mean, the coefficient of correlation between the information quantity mean and the information 

usefulness mean is .586 at a confident level of 99%. 

To sum up, the three dimension of the independent variable, the information quantity mean 

had a strong relationship with the information usefulness. The source expertise mean and the 

source trustworthiness mean had week relationship with the information usefulness mean. 

5.3.3. Information usefulness and students’ adoption  

The Information usefulness mean has a strong correlation with the eWOM adoption mean, 

the coefficient of correlation between the information usefulness mean and the eWOM adoption 

mean is .641 at a confident level of 99%. 

5.4. Regression 

Hypothesis 1: Information quality will positively influence information usefulness. 

The R² (.618) in the Model Summary 1 implies that the information quality account for 

61.8% of the variation in information usefulness, as the dependent variable. The Adjusted R² 

(.598) ‘corrects’ the R² value to provide a better estimate of the true population value (Pallant, 

2013). It can be concluded that the regression model including information quality (i.e. 

Relevance, timeliness, accuracy, completeness, value-added) predicts information quality 

significantly well as F=31.991 and Sig. = .000, ρ <.0005. 
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According to the β values for Relevance, Timeliness, Accuracy, Completeness and Value

added are -.217, .087, .347, .230, .461 respectively which indicate that Accuracy and Value

added achieve the strongest influence and Timeliness has weakness influence to information 

usefulness. The rest has mediocre influence to information usefulness.

The values of Sig. for Relevance (.009), Accuracy (.000), Completeness (.008) and Value

added (.000) are all <.05, hence they making significant influence to information usefulness only 

Timeliness (.329) >.0.5 not making significant. Therefore, H1a, H1c, H1d, H1e are accepted and 

Figure 1: Model summary 1 

(Source: Authors’ analysis)
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H1b is rejected. This means that the information quality except Timeliness will posi

influence information usefulness.

Hypothesis 2a: Sources credibility will positively influence information usefulness.

From the Model Summary 2 that illustrates the R² (.167) implies that the Sources 

credibility and Information quantity account for 

usefulness. The Adjusted R² is found to be .151, which is not much different to the R² value. The 

model is able to predict the outcome of variable (F=10.228, ρ= .000).

The β values for Sources expertise, Source trustworthiness are .246, .181, respectively. The 

values of Sig. for Sources expertise (.124), Source trustworthiness (.256) are all >.05. That 

means they are not making significant influence to informati

H2a2 are rejected. This means that source credibility will not influence information usefulness.

Hypothesis 2b: Information quantity will positively influence information usefulness.

The model predicts the influence of trust

The value of R² (.344) represents the variance of information quantity in information usefulness, 

H1b is rejected. This means that the information quality except Timeliness will posi

influence information usefulness. 

Hypothesis 2a: Sources credibility will positively influence information usefulness.

From the Model Summary 2 that illustrates the R² (.167) implies that the Sources 

credibility and Information quantity account for 16.7% of the variation in information 

usefulness. The Adjusted R² is found to be .151, which is not much different to the R² value. The 

model is able to predict the outcome of variable (F=10.228, ρ= .000). 

Figure 2: Model Summary 2 

Source: Authors’ 

The β values for Sources expertise, Source trustworthiness are .246, .181, respectively. The 

values of Sig. for Sources expertise (.124), Source trustworthiness (.256) are all >.05. That 

means they are not making significant influence to information usefulness. Therefore, H2a1, 

H2a2 are rejected. This means that source credibility will not influence information usefulness.

Hypothesis 2b: Information quantity will positively influence information usefulness.

The model predicts the influence of trust on information usefulness (F=55.843, ρ= .000). 

The value of R² (.344) represents the variance of information quantity in information usefulness, 
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which is considered as a reputable result according to Pallant (2013) with Adjusted R² of .337. 

Information quantity contributes to the variance of information usefulness (β= .586, t=7.343, ρ 

=.000). This means that information quantity positively influence information usefulness. 

Therefore, H2b is accepted. 

Hypothesis 3: Information usefulness will positively inf

grooms and brides-to-be. 

As seen on Model Summary 4 presents the R² (.411) this indicates that 41.1% of the 

variable in eWOM adoption of students influenced by information usefulness, which is a large 

effect (Cohen, 1988). The Adjus

influence of information usefulness as the predictor on eWOM adoption of students as the 

dependent (F=71.890, ρ= .000). It is found that information usefulness has positive influence (β= 

.641, t=8.479, ρ =.000) on students to adopt eWOM. Consequently, H3 is accepted. The higher 

perceived information usefulness, the higher chance the students will adopt this information.

which is considered as a reputable result according to Pallant (2013) with Adjusted R² of .337. 
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As seen on Model Summary 4 presents the R² (.411) this indicates that 41.1% of the 
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effect (Cohen, 1988). The Adjusted R² is found to be .405. The model is able to predict the 

influence of information usefulness as the predictor on eWOM adoption of students as the 

dependent (F=71.890, ρ= .000). It is found that information usefulness has positive influence (β= 

8.479, ρ =.000) on students to adopt eWOM. Consequently, H3 is accepted. The higher 

perceived information usefulness, the higher chance the students will adopt this information.

Figure 3: Model Summary 4 

Source: Authors’ analysis
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6. Conclusion, Discussion Implications and Future Research 

6.1. Conclusions and Discussion 

The aim of this study is to investigate the factors influencing students’ perception about 

usefulness and information adoption from social network sites and discussion forums. The 

research model based on framework of Sussman and Siegal (2003), which consists of two routes 

as determinants of users’ perceived information usefulness. Precisely, in the first route, there are 

five dimensions including relevance, timeliness, accuracy, completeness and value-added in 

central route that were tested. Research findings show that four out of five dimensions have 

influence on how students form their usefulness perception. These findings are in line with study 

of Filier and McLeay (2013) and Cheung et al. (2008) when confirming the indispensible role of 

relevance, accuracy, completeness, and value-added in altering students’ perception on 

usefulness. Yet, timeliness was found to have no effect on students’ perception. This finding is 

contrast with papers of Cheung (2009) and Madu and Madu (2002). The former paper draw 

attention on how Chinese consumers form their perception when searching eWOM, it found out 

that the timeliness had significant effect on consumers’ perceived usefulness. The latter focused 

on users in web-based platform generally. The differences in finding might be depend on types 

of eWOM and demographic background. of social media users. In this case, the up-to-date 

information may not be crucial as accurate and reliable information. 

The second examined route is peripheral; results showed that information quantity affects 

how students perceived eWOM’s usefulness whereas source credibility has no effect. In study of 

Teng et al. (2014), authors emphasized that source credibility will be determinants for perceived 

usefulness of information in the peripheral route. Conversely, this study draws a contrary finding 

with Teng et al. (2014) about the source credibility. However, it is in line with two prior paper of 

Cheung et al. (2008) and Willemsen et al. (2011). This discrepancy might result from the belief 

of Gen Z, target participants in this study. Litterally, gen Z generation was born and get used to 

Internet since a young age, hence, they fully understand the nature of social network sites and 

discussion forums. Any users can sign up freely and post comments or reviews without any 

authorization check, therefore, it is arduously for user to determine whether eWOM is credible.  

The finding regards information quantity is similar to Liu (2006) and Duan et al. (2005). 

Large quantity of reviews and comments might present diverse ideas and multifaceted perception 

for students and users about stimuli – higher education in this case. Yet, it is contradict with 

Chintagunta et al. (2010) paper, precisely, eWOM quantity was found to have no effect on 

perceived information.  

Finally, this study confirmed the relationship between information usefulness and students’ 

information adoption about higher education from social network sites and discussion forums. If 

students think eWOM, reviews and comments, are useful, they are likely to adopt these 

information to form their knowledge. This result is in union with prior literature (Davis, 2989, 

Vijiayasarathy, 2004; and Ha and Stoel, 2009). 
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6.2. Managerial implications 

This study enriches the current literatures about eWOM and e-information adoption of 

students in Vietnam. Some findings are in line with prior studies in other sectors, however, it 

explores some contrary findings which provided new insights for education sector. 

When it comes of managerial implications, the results of this study are crucial for e-

marketers in promoting higher education. For example, the accuracy and value-added of reviews 

and comments have powerful effect on students’ perception. It is necessary to provide two-sided 

information, including positive and negative information, about higher education to increase the 

level of accuracy and value-added of eWOM. However, the negative information should not be 

the main factors influence students’ attitude such as teaching quality or future career 

opportunities. Next, information quantity plays a significant role to determine level of perceived 

usefulness; hence, higher education should corporate with popular social media sites which have 

large number of participants to promote the institution. By this way, institution can borrow sites’ 

reputation to and add up credibility for reviews and comments. 

6.3. Limitations and Future Research 

The findings of this research derive from a moderate of participants and hence replications 

of the study. Conducting further research looking at larger sample could provide a stronger 

validation for this research. Selecting first year student from different parts of Vietnam with 

different backgrounds could also improve a generalization of the study’s results. Despite these 

limitations, this research explores the factors influencing students’ perceived information 

usefulness and information adoption. Further studies could look at  the influences of eWOM 

towards students’ perception in other countries.  
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Abstract: The study of the determinants of consumer purchase decisions of domestic goods 

is necessary in the context of Vietnams’ international integration in order to help domestic firms 

improve their competitiveness. This study aims to analyze factors influencing Vietnamese 

consumers’ purchase decision of domestic products based on Binary Logistic regression model. 

This study uses survey data gathered from 240 consumers in Vietnam in 2018. Research results 

show that (i) Perceived price, (ii) Perceived quality, and (iii) Consumer ethnocentrism has 

significant influences on the consumer purchase decision of domestic products in Vietnam. 

Keywords: Binary logistic model; consumer ethnocentrism; domestic products; perceived 

price; perceived quality; purchase decision. 

 

1. Introduction 

International trade activity is becoming a central part of the world economy, and it is 

recognized that there is a greater necessity to gauge consumers' attitudes and behavior toward 

both domestic and foreign manufactured products. Vietnam's economy continues its deep 

integration process with the continued signing of the Comprehensive and Progressive Partnership 

Trans-Pacific Partnership, the world's largest free-trade area with a combined market of 600 

million people, together with the previously signed linkage mechanism, promises to continue to 

increase growth opportunities for many economic sectors. At the same time, competitive 

pressure on the domestic market will also increase strongly to firms. The relaxation of trade 

policies has provided consumers with more foreign manufactured product choices than ever 

before. Consequently, their attitudes toward products originating from foreign countries have 

been of interest to domestic business and consumer behavior researchers for decades. It is 

important to understand both the theoretical and practical aspects of the factors that govern the 

behavior of consumer purchasing decision. 

Consumer behavior and consumer purchase behavior of domestic goods have received 

significant attention from researchers (Knight, 1999; Watson & Wright, 2000; Lu Wang & 

Xiong Chen, 2004; Nguyen, Nguyen, & Barrett, 2008). Previous studies used a microeconomic 

theory approach, behavioral economics theory to explain consumers' domestic buying behavior 
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and test for multiple product groups. However, there is no full research model in all cases, and 

many studies, rather than the use of dependent variables, are the real decisions of consumers 

make using other variables such as a willingness to buy or intention to buy. Thus, the 

predictability power of these research models is not really significant. 

The present study aims to determine factors affecting Vietnamese consumers’ purchase 

decision of domestic products based on binary logistic regression model. The structure of the 

paper consists of five parts: (i) Introduction, (ii) Review of literature, (iii) Research 

methodology, (iv) Results and discussions, and (v) Conclusions. 

2. Review of literature 

Kotler and Armstrong (2009) argue that consumers' decision-making processes were 

influenced by factors such as cultural factors, social factors, personal factors, and psychological 

factors. Consumer behavior patterns are used to describe the relationship between the three 

factors, including the stimulus, black box consciousness, and responses responding to consumer 

stimuli that affect purchasing decisions of consumers. The Theory of Reasoned Action (TRA) 

was developed by Fishbein and Ajzen (1975) shows that the intention of an individual's behavior 

to be influenced by two factors, including behavioral attitude, and subjective norm. These two 

factors directly affect the behavioral intent and then affect the actual behavior of an individual. 

Theory of Planned Behavior (TPB) states that the intention of an individual is influenced by 

three factors: behavioral attitudes, subjective norms, and perceived behavior control. Perceived 

Behavioral Control (PBC) refers to the ease or difficulty of performing a behavior and whether 

or not the behavior is controlled (Ajzen, 1991). This extension involves explanations for when 

people intend to perform an activity that is impeded by their lack of confidence or lack of the 

right to conduct behavior (Ajzen, 1991). 

There are many previous kinds of research have identified the factors that explain the 

domestic goods purchase behavior of consumers. Key elements proposed in the previous studies 

include consumer ethnocentrism, perceived price, and perceived quality of domestic products. 

Consumers ethnocentrism 

Ethnocentrism’ refers to the tendency of individuals to see their cultural group as proving 

the norms for acceptable behaviors and preferences. Highly ethnocentric individuals are 

intolerant and judgmental with respect to cultures different from their own (Luque-Martinez, 

Ibanez-Zapata, & Barrio-Garcia, 2000). The tendency of consumers to be ethnocentric represents 

their beliefs about the appropriateness and moral legitimacy of purchasing foreign products 

(Shimp & Sharma, 1987). Ethnocentric consumers prefer domestic goods because they believe 

that products from their own country are the best (Klein, Ettenson, & Morris, 1998). Moreover, a 

concern for morality leads consumers to purchase domestic products, even though the quality is 

poorer than that of imports (Wall & Heslop, 1986). Consumer ethnocentrism may play a 

significant role when people believe that their personal or national well-being is under threat 

from imports (Sharma, Shimp, & Shin, 1995; Shimp & Sharma, 1987). The more important a 

consumer places on whether or not a product is made in his/her home country, the higher his/her 
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ethnocentric tendency (Huddleston, Good, & Stoel, 2001). Sharma, Shimp, and Shin (1995) 

show the effect of consumer preference leads to a preference for domestic goods, low prices for 

foreign goods and unwillingness to buy foreign goods while always favoring domestic goods. 

According to Netemeyer, Durvasula, and Lichtenstein (1991), the level of consumer preference 

indicates the degree of influence of buyers' beliefs, attitudes and behavior toward domestic 

products. In a study that examined the relationship between consumer ethnocentrism and 

evaluations of foreign sourced products. Lantz and Loeb (1996) found that highly ethnocentric 

consumers have more favorable attitudes toward products from culturally similar countries. The 

higher the purchasing power, the higher the domestic buying behavior (Shimp & Sharma, 1987; 

Watson & Wright, 2000; Lu Wang & Xiong Chen, 2004; Nguyen, Nguyen, & Barrett, 2008; 

Zafer Erdogan & Cevahir Uzkurt, 2010). In addition, individuals with high levels of consumer 

ethnocentrism would have more favorable attitudes toward products from culturally similar 

countries in comparison to products from culturally dissimilar countries, they support a higher 

perception of price and quality and thereby promote consumers' purchasing decisions of 

domestic goods. 

Hypothesis H1: Consumers' ethnocentrism has a positive impact on consumer purchasing 

decision of domestic products in Vietnam. 

Perceived price 

According to Zeithaml (1988), the price is what the consumer must give up to own the 

goods. Diehl, Kornish, and Lynch (2003) argues that consumers are price sensitive because they 

tend to look for lower-priced products and they want satisfaction through price comparisons 

between different products. Zeithaml (1988) distinguished prices into two categories: objective 

price is the actual price of the product or service and price is perceived by the consumer. Price 

perception is a comparison between the actual objective price and the price at which consumers 

refer to, reflecting the buyer's subjective feelings or feelings about the price objective. That 

product or service (Agarwal, Wang, Xu, & Poo, 2007). On the consumer side, they often do not 

remember or know the actual price of the product, but instead feel the price, suitability based on 

the perceived usefulness of the merchandise (Agarwal, Wang, Xu, & Poo, 2007). This approach 

refers to the suitability of the price of the product or service that the user perceives. When 

consumers feel positive about price stability, and compare it to the usefulness they receive, they 

will shape their buying intentions and behavior (Winit & Gregory, 2009; Prasad, 2014). 

Hypothesis 2: The perceived price of domestic products has a positive influence on 

consumer purchasing decision in Vietnam. 

Perceived quality 

Consumers’ intention to purchase domestic will be influenced by perceived quality. In the 

literature, quality perception is treated as a multi-dimensional concept, including appearance, 

color and design, durability, fashion, functionality, prestige, reliability, technical advancement, 

value for money, and workmanship (Darling & Arnold, 1988; Darling & Wood, 1990; Klein, 

Ettenson, & Morris, 1998; Scott, Powers, & Swan, 1997; Watson & Wright, 2000). One of the 
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solution consumers form perceptions about a brand is based upon the quality (Dooley & Fryxell, 

1999). A positive perception of quality is the source of the consumer's purchase decision (Aaker, 

1991). Quality perception influences consumers' buying intentions (Dodds, Monroe, & Grewal, 

1991; Cham, Lim, & Cheng, 2017). 

Hypothesis H3: The perceived quality of domestic products has a positive influence 

consumer purchasing decision in Vietnam. 

3. Research methodology 

Binary Logistic Model was used to estimate parameters. There are 14 items in measure 

three independent variables of the research model (see Table 3). All items are measured by 5-

point Likert scales, which were 5 – strongly agree, 4 – agree, 3 – not sure, 2 – disagree and 1 – 

strongly disagree. We adopted previously validated measures with additional testing of reliability 

for indicator scale in this study. 

The logit model is generally specified as follows:  

Ln [
���

���
] = β0 + β1X1 + β2X2 + β3X3       (1) 

Where:  

P (Y=1) = P0: Probability of consumers’ purchasing decision of domestic products. 

P (Y = 0) = 1- P0: Probability of consumers’ non-purchasing decision of domestic 

products. 

Xi: Independent variables (i: from 1 - 3); Ln: Log of e (e = 2.714). 

β is a scalar parameters to be estimated in function (1). 

Odds ratio (O0): 

O0 = 
��

����
 = 

� (��������)

�(���_���������)
 

Replace O0 into the function (1): 

LnO0 = β0 + β1X1 + β2X2 + β3X3        (2) 

The log of the Odds ratio is a linear function with independent variables Xi (Cox, 1970). 

Agresti (2007) indicated the prediction function of the binary logit model: 

E (Y/Xi) = 
������� 

�� ������� 
 

E (Y/Xi): Probability of Y = 1, when X equal Xi (i = 1,2,3) 

LnOdds = β0 + β1X1 + β2X2 + β3X3 (2) 

E (Y/Xi) = 
��� � ���� � ���� � ����  

�� ��� � ���� � ���� � ����  
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According to Hair, Black, Babin, and Anderson (2010), the sample size used in the 

exploratory factor analysis was determined by the minimum (min = 50) and the number of 

variables included in the model. The proportion of samples compared to an analytical variable 

was 5/1 or 10/1, which included 14 observations and therefore the sample size is at least 50 + 8* 

3 = 74 observations. Green (1991) suggesting that in the regression model the minimum sample 

size was determined by the empirical formula 50 + 8*independent variables in the model. This 

study has three independent variables so the sample size is at least 50 + 8*3 = 74 observations.  

The sample for the study was drawn from 240 consumers in four major cities: Ho Chi 

Minh, Ha Noi, Da Nang, and Can Tho, represent regions with different geographic, cultural, and 

commercial backgrounds. Demographic characteristics of the final sample are provided in Table 

1 and Table 2. 

The research required that we examine a product category in which a domestic alternative 

was available. Foods, apparel, and medicine products were chosen as the domestic product 

category in this study. 

The result of the survey showed that 155 cases (64.65 percent) purchased domestic 

products while 85 cases (35.35 percent) did not purchase.  

The chi-square test showed that the demographic factors did not have a statistical 

significant relationship with the consumer purchasing decision on domestic products (Asymp. 

Sig.> . 05) (See Table 1). 

Table 1: Chi-square test results (all cases) 

 Characteristics Asymp. Sig. 

Gender Male= 44.0%; Female= 56.0% 0.262 

Age 18-22= 36.6%; 23-26= 28.9%; 23-26= 15.1%; 27-30= 19.4% 0.074 

Married status Married = 34.9%; Others= 65.1% 0.856 

Education High school and under = 9.1%; Graduate = 81.4%; Postgraduate = 9.5% 0.604 

Income/ month 
Under 5 million VND = 37.9%; 5-7 million VND = 28.9%; 8-10 million VND = 

17.7%; Above 10 million VND = 15.5% 
0.073 

Willing to Pay for 

domestic products 

0%= 6.9%; Less than 5-10%= 21.1%; Less than 11-15%= 24.6%; Less than 16-

20%= 22.8%; Less than 20% and more 
0.072 

Consumption for 

domestic products 

100–400 thousand VND/ month= 44.4%; 400–1 million VND/ month = 37.5%; 

Above 1 Million VND/ month= 18.1% 
0.169 

The T-test results show that there is a statistically significant difference in consumer 

purchasing decisions. Consumers choose domestic products who have a higher perceived price, 

perceived quality, and consumer ethnocentrism than non-domestic consumers (see Table 2). 
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Table 2: T-test results 

 

Purchase decision of domestic 
products 

Levene’s test T-test 

Mean Mean Difference Sig. Sig. (2-tailed) 

(PP) Perceived price 
Other 2.4 -0.73 .817 .000 

Domestic 3.1    

(PQ) Perceived quality 
Other 2.7 -0.7 .994 .000 

Domestic 3.4    

(CE) Consumer 
ethnocentrism 

Other 2.6 -0.85 .130 .000 

Domestic 3.5    

4. Results and discussions 

For reliability and validity of indicators in the model, as can be seen from Table 3, the 

lowest Cronbach’s alpha value is 0.878, exceeding the cut value of 0.60 recommended (Hair, 

Black, Babin & Anderson, 2010). The value of Kaiser-Mayer-Olkin (KMO) was 0.829 (between 

0.5 and 1.0) which means that data is significant for conducting a factor analysis. All loadings of 

variables are higher than the 0.50. According to Hair, Black, Babin, and Anderson (2010), 

loadings ± 0.50 or greater are considered practically significant. 

Table 3: Results of factor analysis and reliability tests 

Code Items  

 Perceived price; Cronbach’s alpha = 0.884 Factor Loadings 

PP1 The price of domestic products is more acceptable than foreign manufactured products. 0.613 

PP2 Compared to the quality, the price of domestic products is cheap. 0.723 

PP3 The amount of money to buy domestic products is perfectly suited to me personally. 0.723 

PP4 
The amount of money to buy domestic products compared with foreign manufactured 
products is not wasted. 

0.512 

 Perceived quality; Cronbach’s alpha = 0.878  

PQ1 Seam strength is not inferior to foreign manufactured products. 0.711 

PQ2 The fabric is not inferior to foreign manufactured products. 0.692 

PQ3 Brand prestige is not inferior to foreign manufactured products. 0.679 

PQ4 Production techniques are not inferior to foreign manufactured products. 0.748 

 Consumers ethnocentrism; Cronbach’s alpha = 0.888  

CE1 Foreign manufactured products are a bad behavior of Vietnamese people. 0.556 

CE2 The true Vietnamese always buys goods made in Vietnam. 0.539 

CE3 
Buying foreign manufactured products is contributing to the loss of some Vietnamese 
workers. 

0.659 

CE4 Buying foreign manufactured products will help other countries get rich. 0.815 

CE5 Foreign manufactured products cause harm to the domestic business. 0.800 

CE6 It should only buy foreign manufactured products when it cannot be produced domestically. 0.534 

Table 4 shows maximum likelihood estimates of the binary logistic regression model, all of 

three estimated coefficients have expected signs and significant at the 5% level or higher level. 
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The Nagelkerke R2 is 0.889, an upper bound R2 for binary-choice models. The likelihood ratio 

test is significant at the 1-percent level, indicating the model has good explanatory power. 

Table 4: Maximum Likelihood Estimates, Goodness-of-Fit Measures,  

and Change in Probability for significant Coefficients 

 Beta Wald Sig. Exp (B) 
Change in Probability  

for significant Coefficients 
(P0 = 10%) 

(CE) Consumer ethnocentrism 2.386 17.499 .000 10.875 44.7 

(PQ) Perceived quality 2.313 11.420 .001 10.108 42.8 

(PP) Perceived price 6.679 35.204 .000 795.419 89.8 

Constant -33.752 39.836 .000 .000  

Omnibus test      

Chi-Square 217.458     

Significance 0.000     

Nagelkerke R square 0.889     

The probabilities presented in table 4 show the effects of changes in the individual 

explanatory variables on the likelihood of consumer purchasing decision, assuming that all other 

explanatory variables are set to zero. The likelihood of the consumer purchasing decision 

increases by 44.7% if consumers get one more unit in their ethnocentrism. The likelihood of the 

consumer purchasing decision increases by 42.8% if consumers have one more unit in their 

perceived quality of domestic products. If consumers have one more unit in their perceived price 

of domestic products, there is an 89.8% increase in the likelihood of purchasing decision. 

5. Conclusions 

The study uses the Binary logistic econometric model to explain the factors affecting the 

Vietnamese consumers’ domestic purchasing decision based on the data set of 240 consumers in 

Vietnam. Research results show that consumers’ domestic purchasing decision was significant 

influences by (i) perception of price, (ii) perception of quality, and (iii) consumer ethnocentrism. 

This study provides valuable implications for business in domestic market in the context of 

Vietnam’s international integration. Domestic firms must note the significant relationship 

between consumers’ perceived price, perceived quality of domestic products, and consumer 

ethnocentrism with their purchasing decision. Positive perceptions of quality and price are 

important for the long-term success of a brand. Therefore, it is recommended that domestic firms 

need to employ aggressive strategies to improve consumer perception of their brands in terms of 

quality and price appeal among those who have higher interest in domestic products. 
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Abstract: This paper applies institutional theory to explain reforming process in the state-

owned enterprises’ compensation policies and practices in Vietnam context. There are two 

research question addressed in this research: 1) What are factors influencing compensation 

reform in Vietnamese SOEs since doi moi started? 2) How is the institutional theory used to 

explained the reform process of the compensation policies and practices? To doing so, this paper 

employed qualitative approach via conducting 36 interviews from 12 SOEs cases in Hanoi and 

Ho Chi Minh City. The findings have been discussed by using both theoretical background of 

institutional theory and the unique context of doi moi in Vietnam since 1986. It found that in the 

case of the Vietnamese SOE reform, the formal rules for compensation reform are inconsistent 

and deficient thus actors (SOE leaders) become motivated to create informal way to change their 

own compensation practice. Those informal rules gain acceptance over time in the reality, then 

they motivate the government to formalize them via their inclusion in amending regulations. This 

is the way the formal and informal rules interacted to form the change in the SOE compensation 

policies and practices in Vietnam context. 

 

1. Introduction 

In the last 20 years, there are emerging economies especially in Asian region has changed 

the institutions under impacts of globalization. The countries like Korea, Indonesia, and Thailand 

have changed from traditional to the western economies. Or the Socialist countries including 

China and Vietnam has transformed from the planned economy which had strong control by 

government to market oriented economy. These changing economic and social contexts have 

created a demand for a new explanation of the roles of structure changes in this transformation 

process and how the current institutional theory can be used to explain these new contexts.  This 

paper aims to use new institutional theory to examine the changes of compensation system in 

Vietnam during the country’s economic reform. By doing so this paper argues that the reform of 

compensation system in Vietnam has been impacted by both actors including government, firm’s 

leaders. Depending on the nature of doi moi process each actor will have different role of impact 
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on the change of the system. On the other hand, formal and informal factors have equally 

influenced on compensation changes at SOEs. To doing so, this research employs a qualitative 

method to investigate two key research questions of 1) What are factors influencing 

compensation reform in Vietnamese SOEs since doi moi started? 2) How is the institutional 

theory used to explain the reform process of the compensation policies and practices? 

This study hopes to enrich the institutional theory by exploring new elements influencing 

changes in institutions and organizations in Vietnam context. It also possibly contributes to 

current knowledge about compensation reform in Vietnam under the view of institutional theory. 

Finally, it hopes to provide a constructive approach to compensation reform in Vietnam SOEs 

which helps to propose suggestions for the establishment of an efficient pay model to enhance 

the performance of SOEs in the reform process. 

2. Literature review  

Institutional theory was developed based on the advanced economy context and has 

experienced the development of two schools: old and new institutional school. The old school 

looks institutions as embedded organizations in social and cultural environment. This school had 

referred institutions as isolated institutions, static view (Zucker, 1977). The new theory observes 

the social environment not only as a factor affecting the people and groups but also bounded by 

purposive and sovereign actors (Meyer, 2007). The new institutional theorists believe that 

institutions cannot isolate itself from their bounded environment; and theorists also suggest that 

institutions can operate smoothly if their inside environment and actors can be managed 

thoroughly (Zucker, 1977). The new institutional school has been more popular due to its 

comprehensive views (Meyer, 2007). The new institutional approach gained impressive success 

in organisational studies in 1980s with popular representatives as Meyer and Rowan (1977), 

Zucker (1977); DiMaggio and Powell (1983); Meyer and Scott (1983). 

The roots of institutional theory can be traced back to the 19th century (Scott 1995). In the 

1950s, ‘old institutionalism’ is concerned with how concrete social processes regulate social 

behaviour (Zelnick, 1949), focusing on how power, coalitions, and informal structures influence 

organisational behavor (Greenwood & Hinings, 1996). Individuals were seen as creatures of 

habit, groups as controlled by customs and societies as organized around culture (Camic, 1986).  

The old institutionalisms were driven into marginality when the human person as 

individual actor was discovered, unleashed by markets, democracy, property rights, and religious 

freedom; and the appearance of roles of the state in making up essential bureaucracies. Thus the 

neo- institutional theorists were established around notions of society as made up of empowered 

actors (Meyer, 2007). The notion of the ‘actor’ – variously, individual persons, national states, 

and the organizations created by persons and states. Society was produced by these powerful 

entities (Coleman, 1986; Jepperson & Meyer, 2007).  

But over time there have been doubts about models of society and the world as made up of 

interested actors, and only of actors. Too many studies of individual persons showed astounding 

levels of embedded non-actor in what were supposed to be political, economic, and cultural 



2244 

choices. And notions of rational sovereign nation-state action as driving development did not 

stand up against the realities of chaotic Third World nation-states and the First and Second 

Worlds’ Cold War. So since the 1970s, in every social science field except anthropology (where 

older institutionalisms had never receded), ‘new’ institutionalist theorizing appeared, with 

models again envisioning people and groups as embedded in larger structures and cultures of one 

sort or another. The new institutionalisms see the social environment as affecting the behaviours 

and practices and ideas of people and groups now conceived as bounded, purposive and 

sovereign actors (Meyer, 2007). 

The new institutional theory has stressed the relationship between institutions with their 

environment and among actors inside institutions in a dynamic view. As a new institutional 

school, DiMaggio and Powell (1983) defined three ways that institutions are formed: the 

regulative or coercive isomorphism (formal rules and incentives constructed by the state and 

other empowered agents of the collective good), normative isomorphism (informal rules 

associated with influences of professionalization) and mimetic isomorphism (related to 

organisational response to uncertainty by modeling themselves on other organisations).  

Regulative (or Coercive) form explains that institutional changes are due to both formal 

and informal pressures such as cultural- cognitive elements, legislation systems and normative 

agents (DiMiaggio & Powel, 1983; Scott, 2005). These three elements shape an organizational 

form and its processes. The cultural-cognitive elements are a set of beliefs, social norms and 

rules, assumptions and strategic responses. Scott and Meyer (1983) state that, both cultural and 

network systems constructed organizations which are diverse, interdependent and specialized 

functions. Norms of rationality play a causal role in the creation of formal organizations (Meyer 

& Rowan, 1977). Meyer (2007) suggests that much social order is a product of social norms and 

rules that constitute particular types of actors and specify ways in which they can take action. 

Legislation systems includes primary regulative agents are governmental organizations, 

legislation and court decisions, regulative systems, that depend more on external controls-

surveillance and sanctioning. Normative agents such as professional associations, which rely 

more on internalization processes, are less likely to induce only lip service or resistant responses. 

All these elements stabilize social behaviour in varying ways and let organizations connect to the 

world (Scott, 2005). 

More recently, institutional changes are studied under a dynamic view that links 

institutions and their unstable environment. The relevant empirical research has stressed on the 

impacts of actors in dealing with unstable environment. Greenwood and Hinings (1996, p. 1039) 

point out that, to follow or protect change, individuals and groups have different capacities to use 

power resources. By their very nature, organisations are constituted by the formal and informal 

rules imposed by their institutional environment. Institutions embody shared understandings, 

such as cognitions or interpretative frames (Scott, 1995). The identity of an organisation, such a 

corporation or a school, is shaped by the institutional field (Scott & Christensen, 1995). 

Organisations thus adopt durable institutional forms that are compatible or resemble existing 

ones because actors interpret situations and adopt solutions from a menu of established, 

legitimate patterns of behaviour.  
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To sum up, the new institutional theory indicates that there various factors lead to 

institutional changes. They might be divided in two groups of rules and actors. But influences of 

these factors to the changes of institutions are not the same and depend on specific contexts. The 

new institutional theory is employed in this study to explain compensation reform in Vietnamese 

SOEs to uncover key factors driving the reform process.      

3. Research methodology 

The study employs a qualitative method to examine the research question. The objective of 

this study is to understand the complex relationships that driving compensation reform in SOEs.  

The relationships are more problematic in the context of transitional economies in which SOEs 

are restructuring, as has been happening in Vietnam. The restructuring process might influence 

the compensation policy and practice in these firms. Therefore, qualitative method might provide 

in-depth explanation for key factors influencing compensation reform in these companies.  

This study employed documents and interviews as two main types of data for the 

qualitative analysis. A strategy of using two different sources of data helps to minimize 

distortion from a single data source. Document such as companies’ reports, the government 

decrees, Vietnamese newspapers, and relevant information from the government websites brings 

a comprehensive view of the research problems and helps to validate and to enrich the 

information gained from the interviews. Thus, the multiple data sources help to maximize the 

richness of data, and might bring about complete understanding for the research problems.  

For interviewing, the research conducted total of 36 interviews from 12 SOEs including 

managers, workers, and trade union officers (see Table 1) to identify issues rising from 

compensation reform process. Additionally, 12 policy makers who directly related to issue 

policies on compensation were also interviewed (see Table 2). They might understand clearly 

about government policies and practices in firms. Thus, interviewing them might help to identify 

gaps between compensation policies and practices.  

In this study, documents collected include legislation and directives issued by the relevant 

government agencies, reports of the provincial and the national governments and trade union 

organisations, position letters of business associations on compensation policies sent to the Prime 

Minister and other central authorities, and reports of ILO specialists. Other sources, including 

newspapers or other government websites covering debates on compensation issues in Vietnam, 

are used as data for document analysis. 

Table 1: Characteristics of the SOE participants 

Firms 
code 

Participants 
Code 

Gender Seniority 

(years of working) 
Position Qualification 

Female Male 

L1 S1  V 15 years Worker Undergraduate 

S2 V  25 years CEO Master 

S3 V  18 years Trade union officer Undergraduate 

L2 S4  V 5 years Technique worker TAFE 

S5 V  26 years Line manager Undergraduate 

S6  V 20 years Trade union officer Undergraduate 
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Firms 
code 

Participants 
Code 

Gender Seniority 

(years of working) 
Position Qualification 

Female Male 

L3 S7  V 16 years Head of Financial 
Department 

Master 

S8 V  16 years Sale assistant Master 

S9 V  10 years Trade union officer Undergraduate 

J1 S10  V 20 years HR manager Master 

S11 V  7 years Sale assistant Undergraduate 

S12 V  15 years Trade union officer Undergraduate 

J2 S13  V 6 years Worker TAFE 

S14 V  22 years Line manager Undergraduate 

S15 V  25 years Trade union officer Undergraduate 

J3 S16  V 12 years Finance officer Undergraduate 

S17 V  16 years Vice director Master 

S18  V 10 years Trade union officer Master 

L4 S19 V  18 years Head of Financial 
Department 

Master 

S20  V 4 years Accountant Undergraduate 

S21  V 14 years Trade union officer Undergraduate 

L5 S22  V 10 years Line manager Undergraduate 

S23  V 7 years Worker Undergraduate 

S24 V  12 years Trade union officer Undergraduate 

L6 S25  V 17 years CEO Master 

S26  V 11 years Worker TAFE 

S27 V  16 years Trade union officer Undergraduate 

J4 S28  V 23 years CEO Master 

S29 V  8 years Sale assistant Undergraduate 

S30 V  10 years Trade union officer Undergraduate 

J5 S31  V 9 years Finance officer Undergraduate 

S32  V 22 years CEO PhD 

S33 V  20 years Trade union officer Master 

J6 S34  V 24 years Chief Accountant Master 

S35  V 16 years Technique staff Master 

S36 V  20 years Chief Accountant Master 
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Table 2: Non-SOE participants 

Coding 
Gender Seniority 

(years of working) 
Institution Qualification 

Female Male 

NS1 V  29 years National Salary Committee PhD 

NS2  V 20 The Ministry of Labour Invalid and Social Affairs of 
Vietnam 

Master 

NS3  V 18 The Ministry of Labour Invalid and Social Affairs of 
Vietnam 

Master 

NS4 V  30 years Ho Chi Minh National Academy PhD 

NS5  V 32 years Ho Chi Minh National Academy PhD 

NS6 V  18 years Hanoi General Confederation of Labour Master 

NS7 V  20 years Ho Chi Minh City General Confederation of Labour Master 

4. Research context 

SOEs in Vietnam have played a vital role in the country’s economic development. SOEs 

are not only an economic force that helps Vietnamese government controlling the economy but 

also running social welfare policies. Vietnam joined WTO in November 2006 that led the whole 

economy gradually transforms to commit to WTO regulations. Following that, SOEs will no 

longer get the subsidies from the government and have to act based on market rules. Both 

internal and external requirements of the economy have forced SOEs transforming. Recently, the 

Vietnamese government has been running a transforming program for SOEs. This transforming 

process has resulted in significantly changing in SOE types, management and compensation 

policies and practices. Thus, this section aims to review changes of SOEs’ types and 

managements before and since doi moi and their effects to changes of SOE compensation 

policies and practices. 

After reunion the country in 1975, Vietnam economy followed the Soviet model. The 

economy had common socialist characteristics such as public ownership; the government 

centrally and directly control the whole economy via the plans (Mackerras, 2000). However, in 

the 1980s, the economy experienced a serious depression with super inflation and shortages of 

both resources and production in the whole country. The government failed to solve this crisis at 

that time, and the fence-breaking appeared at the grass root level as a significant method of 

overcoming the economic difficulties.  

In SOEs, compensation reform process can be reviewed through several key remarkable 

points of time. The first point was fence-breaking activities that helped SOEs improve the 

employee’s living standard.  Fence-breaking activities enabled relatively autonomous capital 

accumulation to increase beyond the limited funds retained by enterprises within the planning 

system (Fforde, 1993; Beresford, 1995). The capital accumulation was used to reinvestment and 

to improve the employee’s compensation package. In in 1981, Decree No. 25/CP was issued to 

officially allow all SOEs applying these activities to increase their production efficiency and 

employee’s compensation. This Decree presented a movement to reform SOEs generally and 

compensation policy and practice in particularly. However, the remarked Decree pressed the 
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comprehensive reform of SOEs was Decree 217/1987/HDBT which increased autonomy for 

SOEs, and took apart the government subsidy and control.  

In 1992, the government did a vital reform of compensation that was called the wage scale 

reform (cai cach thang bang luong), at the Seventh Congress of the Vietnamese Communist 

Party. The Congress confirmed that the SOE employees’ salary had to be based on the firms’ 

efficiency and productivity, and to separate it from the government budget. Accordingly, the 

SOEs were allowed to take their own responsibility for caring for their employees’ salary. 

However, the government continuously kept direct control of the wage scales (Vu, 2009); and 

only completely released its control in 2013 by asking these firms to build their own wage scales 

to suit their conditions. In addition, the reform of wage scales also resulted in the establishment 

of the pillars of social welfare funds, in 1993: social insurance, medical insurance, and 

unemployment insurance (Vu, 2009). This decision presented a determination of the government 

to stop its subsidies for the employees’ welfare in SOEs. These funds are independent of the 

government budget, and operate under a rule of rewards based on contributions. This was a vital 

decision of the government, to let SOEs be autonomous and fully operate under market 

requirements (Collins, 2009).  

Currently, the employee salary has been completely decided by the SOE management at 

the firm level (Government of Vietnam, 2013). Changes in the government compensation 

policies have created several issues in SOEs’ practices. SOEs have to take responsibility for 

employees’ compensation; this, therefore, has become a financial burden for SOEs (Zhu, 2002). 

They are now thus seeking to minimize this cost. They have created two salary systems: a basic 

salary system, which is based on the government wage scale, to calculate compulsory insurances 

fees; and real employees’ salary, to pay their employees. The salary based on the government 

wage scale is low, thus it helps SOEs to reduce the fees. Because of maintaining different salary 

systems for different purposes, compensation in SOEs becomes very complicated and less 

transparent (Vneconomy, 2012; Tran, 2015). The employee salary, thus, has combined basic 

salary based on the traditional government wage scale, and business salary based on profit and 

performance; and bonuses are normally based on employees’ performance (CIEM, 2012). 

5. Research findings 

5.1. Driven factors of SOEs and their compensation reform  

5.1.1. Role of the government  

The reform of SOEs was subjectively driven by the Vietnamese Communist Party (VCP) 

via gradual processes of experimentations and adjustments of the reform policies. Evenly the 

starting point of Doi moi originated at the grass root levels with the ‘fence-breaking’ activities 

but the whole process has been strongly driven by the leading role of VCP which were detailed 

in the government policies.   

Compensation policies in Vietnam had impressively reformed three times (in 1985, 1993, 

and 2004) since the  Doi moi process started, but for the SOE compensation the reform in 2013 

needs to be counted as the fourth reform because it was vital afford of the government to push 
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SOE compensation practices following market rules. At all the four times of the reform, the 

government obviously presented its strong and subjective driving roles.   

Through the effects of government regulations the reform of SOEs generally and 

particularly in compensation aspect has been gradually occurring. The reform was driven by the 

formal factors including the Vietnamese Communist Party’s resolutions, the government 

policies, the laws, and relevant regulations. However, behind those formal factors, it still sees the 

appearance of the informal factors which is the traditional ideology, and the government 

incentives in running the reform.     

The interview finding confirms that the reasons causing inefficiency in reform of minimum 

wage and the government wage scales is the compensation system is still strongly influenced by 

the old wage system in the command economy before the Doi moi process. According to Collins 

(2009) the old wage system applying in SOEs before the Doi moi was modified from the old 

Soviet Union system. Determinants of the old wage system are seniority, ranks, and education 

qualifications (Interview PO1, 26/08/2015). An aim of this wage system is to narrow the 

difference between wage levels, and wage gaps. This ideology stems from the traditional wage 

system to ensure equalisation among employee. This is the aim of the socialism rather than to 

ensure the reward is appropriate to the performance and contributions. Because of being driven 

by the traditional ideology to ensure the equality in the distribution, but simultaneously want to 

apply the market rules in the compensation, thus the reform policies by the government 

sometimes imply internal conflicts. The government one side pushed the SOEs pay salary based 

on the employee performance and contribution, but in another side, it set many kinds of 

allowances to make the distribution at firm level become equally such as senior benefits, rank 

benefits, and danger benefits, and so on to reach the equality. Therefore, evenly salary policies 

had been reformed three times in 1985, 1993 and in 2004, but the shadow of the old wage system 

is still in the current wage system (Dang, 2016). According to Dang (2016), all salary system 

from salary policies to practices such as regulations minimum wage, wage scales, allowances, 

salary raise, and salary decisions are inconsistent and influenced by the old wage system in the 

central planning economy. 

Besides the effects of the traditional ideology, the government policies in SOEs and 

compensation reforms have been argued to be driven by the government interests. Painter (2003) 

pointed that remaining the state hands over the economy is a more significant component of the 

overall SOE reform program. Similarly, Collins (2005) states that the reform in Vietnam SOEs is 

strongly affected by the government’s political interest which is to strengthen the leadership role 

of the VPC. Therefore, the reform process of SOEs is ‘top-down’ method which is based on the 

administrative orders. The establishment of the state corporations and the state general 

companies strongly supported this view. The government control over the economy is only 

ensured when it has strong economic tools that can operate under the market rules. Thus SOEs is 

one of such powerful one. The government established large, strategic, and profitable SOEs into 

economic corporations or general companies to administratively make these SOEs stronger and 

to be able to lead the reform in other sectors.  
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The reform in minimum wage policies is also blamed to be driven by the government 

budget constraint and the interests of the social insurance fund. It has been more than 22 year 

since the salary reform in 1993, principles of salary calculation has based on government payable 

budget rather than the employees’ contributions, or their performance and needs. This leads to 

minimum wage is low evenly it has been increased 13 times since 1993(Collins, 2009, Dang, 

2016). Minimum wages currently have been chasing inflation rate, and only affording for around 

70% the basic needs of employees (Interview RE1, 26/08/2015; Interview PO1, 26/08/2015 ). 

The government adjusted to increase minimum wage many times, it is still far from the basic 

needs (Interview RE2, 26/08/2015). Vu (2009) states that the minimum wage policy depending 

on various relationships including economic relationships, employment relationships, and social 

relationships. Of these relationships, the payable of government budget, social security funds are 

key elements driving minimum wage policy and keeping it far away the reality. CIEM (2012) 

shows that fastening to the social security system a characteristic feature of minimum wage in 

Vietnam. Besides to be a safe net for employees’ income, minimum wage is also a basement to 

calculate social benefits such as pension, medical benefit, unemployment benefits. Therefore the 

minimum wage increases meaning that the social insurance funds increase.   

5.1.2. Responses from the SOE   

Practically, SOEs follow the reforms of compensation policies differently even for the 

same policy. Hence it is said that the compensation reform at firm level is strongly impacted by 

the informal factors beside the government regulations. Interview findings show that those 

informal factors are the leadership ideologies, the firms’ conditions, and the business strategy in 

each SOE.   

Firms’ conditions 

Since Doi moi started, all SOEs have to transform gradually to adapt with market rules, 

recently they are strongly facing to private and FDI firms in the national and internal market. 

Therefore, to be existed in the market, they must be profitable firms by reducing costs and 

improving the productivities. Reducing costs might be done in short term while improving 

product ivies require long term actions in accordant to improve many different aspects of 

business such as technology, employee skills, capital. As a result SOEs all try to reduce costs 

first by reducing labour cost.  

The difference in applying compensation policies depends on each firm’s condition. The 

findings states that for the profitable SOEs, structures of payroll tend to increase income for their 

employees and minimise insurance costs, while for the unprofitable SOEs they try to reduce both 

employees’ salary and insurance costs. Mr Dang Ngoc Tung, the chairman of the Vietnam 

General Confederation of Labour said that enterprises are transferring employee wage to other 

kinds of employees’ income such as allowances, or monetary benefits to cut insurance costs that 

calculated based on their wage level to reduce the firms’ total costs. These actions are considered 

as stealing the employees’ social insurance benefits. Besides that transferring wage in to others 

kinds of benefits provides more chances for enterprises to reduce employees wage legally. Wage 
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has to be paid consistently while benefits are extra payments depend on the firms’ efficiency 

(Van, 2013).  

As mentioned above, minimum wage increases having the strongest impact on compulsory 

insurances (medical insurance, social insurance, and unemployment insurance) because all types 

of insurances fees are calculated based on the minimum wage. The increase of minimum wage 

will lead to three times higher the cost of social insurance of company and firm cannot afford 

that (Interview S13, 17/09/2015). NS7, a trade union officer in Ho Chi Minh City pointed that 

after 1/1/2016 all enterprises have to calculate insurance fees based on the new minimum wage 

level and allowances written in labour contracts must be accounted for insurance fees 

calculation, thus the cut of basic salary, allowances, and benefits has been popular method that 

both SOEs and non-SOEs employ to deal with the new minimum wage and compensation 

policies (Interview NS7, 15/09/2015).  

Reaction of SOEs to the increase of minimum wage is to restructure salary to avoid 

insurance fees rise. The normal structure in SOEs includes basic salary, business salary, 

allowances, and benefits.  The basic salary is accounted for hard or fixed salary in total income 

of an employee and used to calculate insurance fees; this component is tied to minimum wage 

level. Therefore, when minimum wage increases the basic salary increases and the insurance fees 

increase consequently that results in an increase in total cost. In order to keep total cost 

unchanged while having to follow the new government policy of minimum wage, SOEs had to 

change proportion of salary elements by reducing business salary, allowances, and benefits 

(Interview S9, 01/09/2015). 'Firm will change salary structure in order to keep expenditure on 

social insurance and employees' salary unchanged, so the total cost will not change due to the 

increase in minimum wage’ (Interview S18, 15/09/2015). 

SOE leadership  

Leadership refers to an individual's ability to influence, motivate, and enable others to 

contribute toward organizational success. In Vietnam SOEs, the leaders are appointed by the 

State and work as State representatives. They are also the company’s legal representatives evenly 

they do not hold or little share of the firms. Nguyen (2016) states most SOEs make decision 

based on the subjective past experience of leaders. Thus the leadership ideologies have directly 

influenced the implementation of compensation in these firms.  

The interview data shows that SOE leadership significantly impacts on compensation 

distribution among the employees. Some interviewees expressed their pleasure with the pay 

package even the pay is not very high because their leaders (CEOs) are very sympathy and caring 

the employees. He called the company’s CEO as ‘my CEO’ with his very respectful attitude.  

‘My salary is not very high comparing to other colleagues at other SOEs, but I am 

happy with this and willing to work here. My CEO here is the best one I have met. He 

always cares about our life; last some months when the petrol price goes up suddenly, he 

decided to pay more petrol allowance for all of us. He also gives equal opportunities for 

everyone to attain higher education level or training. He is such a good CEO!’(Interview 

S14, 17/09/2015). 
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In 2013, Decree 49/2013/NĐ-CP regulated that all SOEs have to establish their own wage 

system, but there was no instruction of how to build a new wage scale. Deputy Minister Pham 

Minh Huan of the Ministry of Labour, Invalid and Social Affair explains that setting a new wage 

scale is a challenged action to SOEs, because it requires a specific knowledge and time. 

Consequently, the application of this decree varied depending on the leaders of SOEs. Some 

SOEs keep the original government wage scale and considered it as their own wage system. 

They explained that it is the easiest way to get agreement of the social insurance officer when 

calculate insurance fees and also reduce these costs because salary in the government wage scale 

usually lower than the market wage levels (Interview S20, 20/09/2015). Some others keep the 

government wage scale for paying compulsory insurance purposes and establish a different real 

wage system which is higher and based on the performance to attract and retain good employees. 

Thus, those SOEs have different systems of salaries including salaries used for paying social 

insurance company, salaries for paying income tax, and actual employee salaries (Interview PO1, 

26/08/2015).  

Besides the official salary funds mentioned above, the enterprises have their own bonus 

and welfare fund. This fund is established from companies’ profit after tax with the agreement of 

the owner.  The use of this fund seems to be decided only by the Director or the Broad of 

Directors in SOEs, thus it strongly depends on the SOE leaders’ ideologies. Evenly, according to 

the government regulation, this fund is used to provide additional welfare for the employee, but 

the use of it is very subjective under the decision of the SOE leaders. It becomes a support to a 

specific group rather than the whole employees. Under this management mechanism, some SOEs 

take money in the bonus and welfare fund for workers to pay for managers. They use almost this 

fund to present to the management positions or their relatives or favour workers not for 

encouraging employees due to their working efficiency (Laodong, 2014). Therefore the reform 

of SOEs generally, and SOE compensation particularly perform well or not much depending on 

the SOE leaderships.   

6. Discussion and conclusion 

The findings show that the SOE reform including its compensation reform occurred as a 

result of influences of both government regulations and the SOEs activities. These findings state 

that the institutional changes in the case of Vietnamese SOEs as a result of both top-down 

pressure (Scott, 2011) and the strategic interaction of the SOEs with the government pressure or 

the bottom-up responses. It is not a pure ‘bottom-up’ reform as mentioned in Fforde & De 

Vylder (1996), Fahey (1997) and Nguyen Van Huy & Tran Van Nghia (1996); or a pure ‘top-

down’ reform as in the finding of Dapice (1993), Ljunggren (1993), Perkins (1993) and Painter 

(2003). The ‘top-down’ reform view argued the reform process is driven by the state policies and 

the state maintains the decisive role in the transition process. Whilst the opposed to this view see 

the reform in Vietnam’s SOE is driven by itself or stems from the grass roots rather than being 

policy driven, and proceeds gradually with the unveiling of activity in the hidden economy.  

The finding is consistent with the suggestion by Collins (2005, 2009). This author argues 

that the reform in Vietnam is mixed by both ‘bottom-up’ and ‘top-down’ models, this sometimes 
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is called as ‘crossing river by stoning stone’. This is a process of finding suitable policies 

includes some common stages as issuing a new policy, doing an experiment and then reviewing 

and drawing experiences and modifying the original policies based on the experimental revision. 

It is clear that government regulations help to guide the SOE move to operate under the market 

rules. However, the inconsistency of the regulations and lack of legal framework caused the 

uncertain business environment for SOEs transformation. Besides SOEs are transferring to 

operate under the market rules which implies they are also facing to the market uncertainty. To 

survive in the uncertain environment, SOEs have to creative their own approach to adapt and 

sometimes to change their regulative and business environment. These creative practices cause 

the divergent form of SOEs’ compensation even they are reforming under the same legal 

environment. Therefore the reform of the SOE compensation is a combination of effects of both 

government pressures and the creation of SOE practices.    

The findings also support to the new movement in institutional theory is emerging that 

emphasis to processes in which firm strategy collectively and intentionally feeds back to shape 

institutions. In the case of the Vietnamese SOE reform, the formal rules for compensation reform 

are inconsistent and deficient thus actors (SOE leaders) become motivated to create informal 

way to change their own compensation practice. Those informal rules gain acceptance over time 

in the reality, then they motivate the government to formalize them via their inclusion in 

amending regulations. This is the way the formal and informal rules interacted to form the 

change in the SOE compensation policies and practices in Vietnam context.  
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Abstract: The article analyzes the opportunities and challenges under the Fourth 

Industrial Revolution (Industrial Revolution 4.0) for the real estate market from creating, 

renovating, upgrading real estate to selling, transferring, leasing, leasing real estate and related 

services such as brokerage, consultancy and real estate management as the basis for proposing 

some solutions to develop the real estate market in Vietnam in Industrial Revolution 4.0. Major 

solutions include changing the perception of the Industrial Revolution 4.0 and real estate 

business; real estate policies and legislation; making the most of the advantages of digital 

technology; improving the quality of human resources; changing the method of managing the 

real estate market; Renovation of education, training, science and technology in the field of real 

estate in line with the Industrial Revolution 4.0. 
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1. Introduction 

Industrial Revolution 4.0, with its full name The fourth Industrial Revolution is taking 

place at an exponential rate that changes the global context and has a growing impact on 

Vietnam. Industrial Revolution 4.0 has a strong impact on most sectors, industries and markets, 

including the real estate market. Specifically, with the digital and artificial intelligence platform, 

a variety of high-quality properties are created in smart cities, green architecture, adaptation to 

climate change (Phuong Nga, 2018). Vietnam is experiencing strong urbanization in major cities, 

especially in the two largest cities, Hanoi and Ho Chi Minh City. By 2020, the urban population 

will reach 46 million, equivalent to about 45% of the population in the country. The urbanization 

rate is projected to increase to 46% by 2025. It is estimated that over the next ten years, total new 

home demand may reach 5.1 million units in the low- and mid-priced housing segment (Nam 

Thanh, 2018). The pace of urbanization not only increases the demand for housing but also 

stimulates demand for real estate for tourism and convalescence. Most recently, the Prime 

Minister has approved the project of sustainable urban development in Vietnam by 2025 with a 

vision to 2030. These are important orientations that have a fundamental and strong impact on 

the development trend in the real estate market. However, with many businesses now developing 
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smart real estate in the direction of sporadic, fragmented lack of synchronism ... and especially 

lack of complete infrastructure will make the construction of urban areas Smart meet many 

difficulties, need to take measures. Thus, a comprehensive study of the characteristics of the 

Fourth Industrial Revolution; Opportunities and challenges for the real estate market of Vietnam 

and solutions proposed to develop the real estate market in Vietnam in the future is necessary. 

2. Research methodology 

Data related to research issues are collected from scientific papers published in journals, 

the internet and other materials such as legal documents, textbooks, home-made books. About 

the real estate business in general and business real estate 4.0 in particular. In addition, the 

research uses the comparative method to assess the opportunities and challenges of the real estate 

market in Vietnam in Revolution 4.0 as the basis for proposing solutions that need to be 

implemented to market. Real estate development sustainable to meet the increasing demand of 

customers with low cost for real estate. 

3. Results and discussion 

3.1. Overview of the Industrial Revolution 4.0 

The industrial revolution of 4.0 has been going on rapidly in history since 2011, featuring 

3D printing, biotechnology, new materials technology, automation technology, robots, IoT 

technology and Internet services (IoS), self-driving, and nanotechnology (Hermann, Pentek, 

Otto, 2016). Industrial Revolution 4.0 has a strong and direct impact on all aspects of the 

economy, including production and consumption, and the promotion of the world economy to 

the knowledge economy. For manufacturers, the industrial revolution 4.0 witnessed the advent of 

advanced technologies that helped create new products and services, increased production 

efficiency, boosted the creativity and development of the platform. industry in the long term. 

Reduced transportation and communication costs, more efficient supply chains, reduced trade 

costs (Kagermann, H., W. Wahlster and J. Helbig, eds, 2013). 

Production is now gradually applied by machinery, then the role of direct workers will 

decrease. Countries with inexpensive human resources are less developed countries, and it is 

more difficult for them to compete with developed countries (Laus Schwab, 2016). Production is 

beginning to gradually shift from the country has many common and resource workers to 

countries with many research centers, many skilled workers, high professional and close to the 

consumption market. Since then, the world economy has entered a stage of growth driven by 

technology and innovation (World Economic Forum, 2016). These are unrestricted dynamics in 

place of growth driven by resource exploitation, capital use, and universal labor - are inputs that 

are always limited.  

Changes in production habits, consumption patterns, management practices will change 

drastically in living and income. Highly skilled people will benefit from technology and will 

have higher incomes (Marr, Bernard, 2016). The difference between the rich and the poor is the 

"creativity" of most "manual" workers. As a result, social inequality may continue to increase (I-

Scoop, 2017). The loss of jobs due to technological change, especially for middle-aged people 
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who are not well-adapted to society, creates shocks to society. This happens not only in 

developing countries but also in developed countries. As robots and automates thrive, 

middlemen, especially truckers, accountants, real estate brokers or insurance companies will be 

unemployed (Jürgen Jasperneite, 2012).  

According to research firm Rand Europe (UK), by 2020 the application of Internet 

technology (Internet of Thing (IoT) will bring huge potential revenue for the industry in the 

world from 1.4 trillion dollars to $ 14.4 trillion, equivalent to the GDP of both the European 

Union (EU). According to forecasts by American consulting firm Accenture, if the US invested 

more than 50% in IoT technology to expand its network, it could benefit $ 7.1 trillion, 

contributing to higher GDP more than 2.3% by 2030 compared to investment in other projects. 

Meanwhile, Germany could reach $ 700 billion in revenue and raise its GDP to 1.7 percent; He 

could make $ 531 billion in profit and raise GDP to 1.8 percent; China could reach $ 1.8 trillion 

and raise its GDP to 1.3 percent by 2030 if similar investments are made in IoT such as the 

United States (Huyen Trang, 2018).  

For developing countries like Vietnam, this can be considered a "golden opportunity" to 

bridge the gap with developed countries. Difficultly, it comes from the very characteristics of the 

Vietnamese economy. This is because Vietnam's labor restructuring in the past 30 years has been 

slower and much slower than in the economic restructuring. The Vietnamese economy is still 

heavily dependent on cheap labor and natural resources. The backwardness of workers and the 

economy as a whole is the biggest obstacle for us to keep up with today's science-technology 

achievements and the effective application of science and technology. dilemma In the future, 

many workers in Vietnam's industries may be unemployed, such as agricultural workers, textiles, 

accounting, assembling and repairing equipment. Meanwhile, the number of laborers now 

accounts for a notable proportion of the country's labor force. However, this is also an 

opportunity for Vietnam to leapfrog technology, apply technological advances and achievements 

of humanity, first of all, information technology, digital technology, control technology and self. 

To improve the efficiency and efficiency of all stages, especially in the economy, the 

government system at all levels, all sectors, enterprises, individuals and households. family. The 

world of knowledge-based economy development gives Vietnam the opportunity to form and 

develop a knowledge economy with a particularly important role as a human being, thereby 

helping to narrow the gap and catch up with the advanced countries. regionally and 

internationally through acquisition, ownership and rapid application to production, management 

of technological advances and achievements. Information technology, though new, is considered 

by experts to be one of the potential industries in Vietnam. With the advantage of having a 

relatively good internet infrastructure, low cost while high-end mobile devices are becoming 

more popular and the government's development incentives, Vietnam has the potential for public 

technology development (Phuong Nga, 2018). 

3.2. Opportunities for the development of the real estate market in Vietnam  

1) One of the hot keywords in the industrial revolution 4.0 is Big Data. This is a term used 

to refer to a very large set of data that is so complex that traditional data processing tools and 
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applications can not handle it. Big data is used in sales and marketing to collect information 

about the age, sex, income, habits, location ... of customers. For the real estate industry, big data 

also has great applications. Analysis of big data companies consultants, market research can 

predict what the market trend, the needs of customers in each area. That can help businesses to 

be impatient Building a business strategy is appropriate. Big data makes advertising more 

effective by selecting the most suitable target audience to reach. Therefore, the effectiveness of 

real estate advertising is much enhanced than before.  

2) At present, many real estate businesses use social networking Facebook, Zalo or ad units 

like Google Adsense to Put your product to the right audience. For example, Facebook can easily 

send advertising messages to the right target audience, including age, gender, income level, 

geographic region, interest in the product. Not just in advertising, direct sales are also becoming 

more effective today. Many real estate businesses collect information not just on customer 

numbers but also on other habits such as hobbies, relationships, issues of interest. As a result, 

salespeople can easily reach out and create better relationships with customers through stories. 

Another good tool for sales is virtual reality technology, or virtual reality that allows customers 

to experience the product without having to go to work. The model homes, models, project 

locations will be replaced by virtual reality solutions to quickly serve clients. These models may 

accurately reflect the actual product so buyers can accurately perceive future real estate products 

or products that customers can not see directly. This application helps real estate companies 

significantly reduce staffing and increase sales effectiveness. Not only that, for the investors, just 

a click away they will have a huge amount of information on many different projects, 

geographies, segments, from which to evaluate and give Select the most accurate investment 

project. Even home buyers can buy and pay for real estate products online. 

3) Development of the real estate market in the future towards the formation of online real 

estate trading platform, applying technology in 3D, robots, new building materials to shorten the 

progress of building construction as well as apply the automation in the apartment to meet the 

needs of increasing and diverse people in urban areas, buildings, residential areas 

Intelligent, solve the problem of traffic, energy, environmental sustainability. Then the 

smart home gradually became popular. 

4) Under the influence of the Industrial Revolution 4.0, the real estate market will be 

global. Foreign companies participate in potential markets in many countries. In Vietnam, there 

are some leading companies in the real estate field such as Siemens of Germany, Schneider of 

France, Smart 4g and TIS Smart Home from USA. In the country there are some typical 

companies such as Bkav Smart Home (Bkav Technology Group), Lumi and Acis (Gia Huy, 

2018). According to the Department of Foreign Investment, the proportion of capital poured into 

the field of real estate business is second, accounting for more than 27% of total FDI inflows into 

Vietnam. Many experts said that the attraction of real estate in Vietnam is expected to help 

standardize the real estate market in Vietnam. In terms of size of the smart home market is still 

relatively small. However, with the price of smart devices decreasing and usability, useful more 

and more. Therefore, the development potential of this market is still very large. Some forecasts 
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suggest that this market size will grow by 20-30% annually over the next ten years. Technology 

4.0 is not only used in smart homes but also in a wider range of applications such as intelligent 

buildings, smart projects, intelligent cities etc. A flat can be installed down The floor connects all 

the devices in the project such as security control systems, elevators, smart sensors, servers and 

software services. A security camera system equipped with artificial intelligence will easily 

identify who is the resident and who is the guest. This device system makes managing the courts 

easier, safer and more efficient. 

5) Industrial revolution 4.0 also created a breakthrough in the construction industry. 

Information on construction works such as the size of specifications, price, construction ability, 

progress of construction, demand for mobilization of materials, human resources of each 

component of the works are integrated in one unified database. Participants in the project can 

easily access, adjust and agree on options, changes and additions to their properties. These 

applications greatly reduce the time, cost and risks involved in the construction of buildings. 

Using this technology helps the business can serve customers in the best way. For example, 

customers can set individual requirements for the design, selection of equipment for their home. 

Project investors can receive this information and immediately follow the request of each 

customer. This helps the real estate business to provide "personalized" products in a better way. 

6) The urbanization rate is projected to increase to 46% by 2025. It is estimated that over 

the next 10 years, total new home demand may reach 5.1 million units in the low- and mid-

priced housing segment. The pace of urbanization not only increases the demand for housing but 

also stimulates demand for real estate for tourism and convalescence. This has set the task and 

urgent solution to be able to structure appropriate and effective against population density 

pressure in urban areas. The Fourth Industrial Revolution, with its remarkable technological 

advances, has had a profound impact on most areas of industry, markets and everyday life. 

7) In the world, land registration agencies are concerned about the Blockchain system 

because they are skeptical that the system could allow the transfer of property ownership 'almost 

immediately' in a secure manner. Mr. Troy Griffiths - Deputy Managing Director of Savills 

Vietnam - believes that "blockchain is capable of revolutionizing the transfer of land." The oldest 

land register in the UK, calling it the "ambitious goal", calls for a "deeper transformation in the 

150-year history." The Ukrainian government is hoping to attract houses. Foreign investors using 

blockchain technology to replace paper processes will be able to conduct online transactions 

using smart contracts, which are based on Ethereum blockchain. It is second only to Bitcoin 

technology, and other similar projects are underway in Honduras and the Republic of Georgia. 

3.3. Challenges to the development of the real estate market in Vietnam 

1) Under the impact of the Industrial Revolution 4.0, real estate businesses will have to 

change much in the direction of science and technology. In the near future, high-tech robots and 

computers will gradually replace people throughout all work processes. Computers and robots 

will be real estate agents replacing people. With Big Data technology and superior analytical 

capabilities, the computer will have a customer database, psychological understanding and needs 

that far outweigh the human understanding. If you are a technology expert and working in the 
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real estate sector, the future will be guaranteed, whereas the 4.0 Industrial Revolution will take 

away the sales of sales staff. In the same vein, the Industrial Revolution 4.0 may cause 

inequality, breaking the labor market. The emergence of modern industry gradually will occupy 

most of the work of the working people, causing widespread unemployment, especially 

insurance, real estate brokerage... 

2) The development of technology is making the economy more and more thriving. This 

trend also has a strong impact on the real estate market due to some new business models. For 

example, consumers reduce their purchasing and ownership needs instead of renting or sharing. 

Like Uber and Grab in the field of transportation, the applications of "sharing" housing are 

growing very fast. For example, the Airbnb application helps connect people who have a need to 

rent a home and have an "idle" house efficiently. Only after 9 years of development has Airbnb 

been present in more than 34,000 cities in 192 countries. The value of this company is estimated 

to be up to $ 25 billion. In Vietnam, more than 6,500 customers (6/2017) have signed up for 

Airbnb. The average price per room on Airbnb in Vietnam is about $ 35 per night. Thanks to the 

competitive price and extremely convenient Airbnb is growing rapidly and is dominating the 

market share. From a start up with three cushions and a five-year loss, but only about 10 years 

after its inception, Airbnb was worth $ 25 billion. This home-based application is now available 

in 34,000 cities in 192 countries (2018). Similar to Grab and Uber, Airbnb is a big challenge for 

the traditional hospitality industry. This is the most powerful demonstration of the dramatic 

impact of the 4.0 technology revolution on the real estate market. 

3) The development of technology also makes the "Mantra" in the real estate industry 

"location and location" become less important. Trends in access to customers are also changing. 

Restaurants and shops do not have to be located in the frontage, many passersby can do business. 

Instead, the quality of services, products and marketing factors becomes a decisive issue. The 

sale of goods does not necessarily mean that there are goods that can be bought at home through 

the internet, including real estate. Particularly in some areas, people do not necessarily go to 

work every day and can work at home or anywhere. This certainly affects the shifts in the 

segment of the real estate market. 

4) In the period of the Industrial Revolution 4.0, marketing management must also change. 

In other words, 4P of real estate marketing needs to be replaced by 4C to make business more 

effective. The first C - Customer Solutions is tied to the P - Product, which represents the 

viewpoint of each product being delivered to the market. Addressing a practical need of some 

customers rather than just "profit solutions" of the business. The second C - Customer Cost is 

associated with the P - Price statement, which represents the view that the price of the product 

should be viewed as the cost to the buyer. This cost includes not only the cost of purchasing the 

product, but also the cost of using, operating, and canceling the product. This cost should be 

commensurate with the benefits the product gives the buyer. The third C - Convenience is 

associated with the letter P - Place requires distribution of products of the business to create 

convenience for customers. The last letter C - Communication (communication) is associated 

with the letter P - Promotion (promotion, communication) requires the communication must be 
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the interaction, two-way communication between the business companies and the client. 

Businesses companies listen to the mind, the aspirations of customers and "tell" to customers 

how the product will respond to such thoughts and aspirations. 

3.4. Solutions to develop the real estate market in Vietnam 

1) Changing awareness, raising awareness of leaders at all levels, sectors, localities, 

businesses and the whole society about the Industrial Revolution 4.0. Strengthening international 

integration and information and communication to create awareness and awareness about the 

nature, characteristics, opportunities and challenges of the Industrial Revolution 4.0 for 

appropriate approaches and solutions. fruit. Renew the leadership thinking of organizations in 

the micro-economy and lawmakers, law enforcement, and judicial at the macro level. Leadership 

has always played a key role in the functioning of the nation. Leaders, individuals and groups, 

ministries, departments need to change their old thinking, quickly learn, learn new things, and 

make the achievements of the industrial revolution 4.0 to become Nuclear foundation for the 

transformation of the nation, advance the same era. There should be a smart urban development 

strategy at the national level. This strategy must be calculated to provide developmental criteria 

that are as close to the global trend in the long term. 

2) Improve policies and laws on real estate market development To further develop the real 

estate market in the 4.0 industrial revolution, the Government should soon promulgate 

guidelines, incentives Real estate companies apply 4.0 technology in developing real estate 

projects to promote Vietnam's modern real estate market, catch up with smart project trends, 

smart cities on earth gender. The Government soon promulgated regulations to encourage real 

estate enterprises to apply 4.0 technology in the development of real estate projects in order to 

promote Vietnam's modern real estate market to catch up. smart project intelligent, smart city in 

the world. Institutional renewal, improvement of legal environment from central to local level. 

To quickly complete the legal environment for the development of the science and technology 

market in the direction of integrating and building a legal environment for the development of 

new business lines in Vietnam which are beginning to arise from the revolution. Fourth industrial 

revolution. It is necessary to create favorable conditions for enterprises to access, participate in 

and apply advanced technologies. To renovate state-based thinking and management methods 

based on high technology to reduce administrative procedures for enterprises and to ensure the 

transparency of state agencies. It is necessary to resolutely implement the e-Government project 

to reduce social costs and create favorable conditions for people and businesses. 

The government also needs to have policies to attract more foreign investment. Therefore, 

the proposal to adjust the rate of foreigners to buy a house in a project is not necessarily less than 

30%. Proposing to adjust the percentage of foreigners purchased in a particular area. Review 

strategies, action plans, proposals for development of plans and key tasks to be implemented in 

line with the development trend of the 4th Industrial Revolution. , intelligent management, 

priority development smart property (real estate 4.0), intelligent urban. 

3) Develop a database of real estate projects that connect with e-government. This helps 

the real estate market to develop transparently, making it easy for domestic and foreign investors 
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to learn about investment opportunities. In particular, with the database for real estate projects, 

regulatory authorities will manage transparency against speculation and market prices. A set of 

quantitative criteria at the national level is needed to create an effective tool for the application 

and deployment of smart urban development in each locality. Local governments need to use 

flexible criteria to build their own smart metrics for each area. Develop a database of real estate 

projects that connect with e-government. This helps the real estate market to develop 

transparently, making it easy for domestic and foreign investors to learn about investment 

opportunities. In particular, with the database for real estate projects, management agencies will 

manage transparency in anti-speculation, the price of the market. It is necessary to complete and 

put into operation the information system on housing and real estate market in order to publicize 

and clarify the market and raise the efficiency and effectiveness of state management. To 

develop solutions and solutions to control and promote the sustainable development of the real 

estate market. Perform well evaluating the situation, forecasting trends, proposing market 

solutions, management mechanisms and policies to promote the stable and healthy real estate 

market and economic security in the field. Housing and real estate market ensure social security 

to ensure good control of real estate market, ensuring the market development in the right 

direction, healthy and effective. 

4) It is necessary to bring into full play the advantages of applying digital technology: 

residential areas, urban areas, industrial zones or buildings need to be completely digitized as a 

management platform. When digitized, the database from the drawing will move to a digital 

platform on the GIS (geographic information system) and be posted on a Google Maps satellite 

map to help business customers and users know where the project is located. fieldwork. 

Management and visual tracking help businesses focus on developing and expanding the real 

estate market. In addition, it is necessary to create a long-term database on land, electricity, water 

and so on. The objects will be transformed into database systems and when customers interact, 

the software will update the data into each one. This helps the management unit to update 

scientific and accurate data. For example, with a plot of land, when you gather a database, you 

can manage the buyer's history of activities such as buying and selling land, contract 

documentation, coordinates ... until the customer enters. Similarly, the software stores each tree, 

lamp, road ... to help real estate enterprises have scientific and neat protocols. At the same time, 

it is necessary to bring into play the advantages of applying digital technology: Vietnam has 

become one of the countries with the highest Internet development and Internet penetration rate 

of 49.7 million. 52.1% of the population); ranked the world with 17 Internet users; Leading 

Southeast Asia on the number of national domain names. Therefore, it is necessary to promote 

this strength in the development of the real estate market. In addition, it is necessary to create 

conditions for enterprises to quickly absorb and develop new production technologies. 

Specifically, ministries and sectors need to expeditiously build e-government; To continue 

reviewing and abolishing the business conditions which are no longer appropriate; To amend the 

regulations on specialized management, including real estate business in the direction of 

simplification and modernization of administrative procedures. 

5) Education, training, science and technology: Vigorously changing the policies, contents 

and methods of education and vocational training to create human resources capable of receiving 
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technological production trends. It should focus on promoting the training in science, 

technology, technology and mathematics (STEM), foreign languages, informatics in the 

curriculum; promote university autonomy, vocational training; Piloting regulations on vocational 

training, university training for specific industries. Variable demographic challenges and the 

value of the golden population into the advantages of international integration and division of 

labor. In addition, it is necessary to focus on boosting the national innovation and innovation 

ecosystem towards the development of specific and appropriate mechanisms and policies to 

strongly develop creative start-ups such as: to promote the scientific research and technological 

development of enterprises with the guiding principle of enterprise-centric; Renovating the 

mechanism of investment, funding for scientific research and technological development; have 

policies to develop strong start-up businesses; To connect the Vietnamese community of science 

and technology overseas and the local community. 

4. Conclusions 

The industrial revolution 4.0 with features that are automation technology, robots, IoT 

technology, 3D printing technology, biotechnology, new materials technology, and Internet 

services. IOS, self-driving, and nanotechnology have a strong impact on the real estate market in 

general and the real estate market in particular. In addition to development opportunities, 

Vietnam's real estate market is facing major challenges such as low-level manpower risks of job 

loss; the demand for quality real estate increasingly; segmentation of the real estate market; 

Immovable marketing, policy, immobility laws need to be changed to accommodate new 

conditions. In order for the real estate market of Vietnam to develop sustainably and integrate in 

the industrial revolution 4.0 need to change awareness of Industrial Revolution 4.0 and real 

estate business; Real estate policies and legislation; make the most of the advantages of digital 

technology; improve the quality of human resources; change the method of managing the real 

estate market; Renovation of education, training, science and technology in the field of real 

estate in line with the Industrial Revolution 4.0. 
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Abstract: This research focuses on the quality of the master's degree in Vietnam through 

three stages: the quality of entrance examinations, the quality of teaching and learning advanced 

modules and the quality of master's theses. The study indicates that the quality of master's 

training in Vietnam has achieved certain results, but many limitations, weaknesses and lags with 

other countries in the region and in the world. The author concludes that the competition 

between postgraduate institutions in Vietnam under current conditions of autonomy makes the 

quality of master training tends to decrease. This document analyzes the causes of shortcomings 

and weaknesses, thus suggesting a number of key solutions focusing on state management in 

order to improve the quality of master training in the context of self-management and association 

and the international economic integration of Vietnam in the coming time.  

Keyword: quality of master training.  

 

1. Introduction 

The objective of the master training in Vietnam is clearly stated in Article 2 of the Master 

Training Regulation in Circular No.15/2014/TT-BGDDT dated 15 May 2014, issued by the 

Minister of Education and Training is: Master degree training to help students supplement, 

update and improve their knowledge of the discipline; strengthen interdisciplinary knowledge; 

have in-depth knowledge in a particular field of study or the skill to apply that knowledge to 

professional practice; have bility to work independently, be creative and able to detect and solve 

problems in the sector, and trained speciality.                    

To achieve the above objective, the basic issue is to ensure the quality of training. Quality 

of the master training is the responsibility of universities and institutes (hereinafter referred to as 

master training institutions) together with the direct management of the Ministry of Education 

and Training. The quality of the master training depends on and is a collective result of many 

subjective and objective as well as direct and indirect factors. But I think there are three 

important parts: the quality of entrance; the quality of teaching and learning advanced modules; 

and the quality of master theses.          

- Quality of enrollment: the quality of entrance is the first and most important part of the 

master training process. The quality of entrance examinations directly affects the quality of 
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teaching and learning and the quality of master's theses. The quality of enrollment is reflected 

through the stipulation of the conditions and the application for admission; syllabus, syllabus 

structure, examination form, examination mode, test time; examination method and results of 

entrance examination.   

- Quality of teaching and learning: It can be said that the quality of teaching and learning 

is the decisive factor in the quality of training masters. Teaching and learning in master's 

education is the teaching and learning of the professional, specialized and interdisciplinary 

disciplines that have not yet been taught or advanced in higher education. The quality of teaching 

and learning advanced modules is reflected in the curriculum structure, selection of subjects, 

teaching methods and proficiency of the instructors, methodology of learners, practice of writing 

and submitting theses, student's tests; the results of the theses and students's tests. 

- Quality of master theses: This is the last and important part of the master training. The 

quality of the master's theses demonstrates the ability to receive advanced and specialized 

knowledge and skills to apply those into the social practice, the ability to work independently, 

and creative thinking of masters. The quality of the master theses includes the quality of writing 

and protection of the same. 

These three parts have a close relationship with each other, in which the good entrance 

process will be a good basis for the quality of teaching and learning advanced modules and for 

the quality of master theses. It is not possible to have poor quality entrance examinations but to 

have the good quality of studying advanced modules and the good quality of writing and protect 

the master theses. It is not possible to have the poor quality of the advanced modules but well-

written and well protected theses (To Duc Hanh, 2017).  

2. The situation of the quality of master training in Vietnam  

2.1. Achieved goals 

2.1.1. Enrollment   

Generally speaking, master training institutions in Vietnam have well implemented the 

Ministry of Education and Training's regulations on enrollment in all aspects:  

- Training institutions have strictly implemented the master training enrollment up to 2 

times per year. To strictly follow the enrollment mode prescribed by the Regulation that is to 

conduct recruitment examinations for Vietnamese people and recruitment for foreigners wishing 

to study the master degree in Vietnam.  

- Regarding the examination conditions, applicants must ensure that they have graduated 

from the university with the right subject, in line with the majors and specialities registered for 

the master degree examination. In case graduates of the undergraduate degree have the nearly 

similar majors, they must take additional academic knowledge in the undergraduate program 

prior to the examination. Conditions on professional work experience shall be specified by the 

head of the training institution in terms of working time in order to accumulate practical 

experience before registering for the examination, depending on the requirements of each major 
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and speciality. If a person holds a degree of another major registering for major or specialized 

field of administration and management, he or she must have at least 2 (two) years of work 

experience in the same field. 

-  The representative of the training institution shall ensure that all the conditions for the 

acceptance of candidates' examinations are fully met and report to the Examination and 

Appraisal Council, and then they can call the examinees to attend the examination.  

- Entrance examinations for master training include 3 subjects; they are basic subjects, 

institution’s subjects (determined by the head of the training institution) and foreign languages. 

Graduation Examination is the sum of 2 subjects (basic and institution’s subjects) but must be 

at least 5 points for each subject, while foreign language must score a minimum of 50 on a 

scale of 100. 

- The examination program is open to the public with extensive knowledge in the syllabus 

of the examination. The main form of the examination is to do the essay (except for major 

foreign language tests). The task of exam preparation is to ensure basic knowledge, covering the 

curriculum and program, and should be confidential. There are master training institutions (such 

as the National Economics University) using the method of building the banking system for each 

exam subject with the number of 500 questions per subject (To Duc Hanh, 2017). The test is 

conducted in the form of objective ballot by the examination sub-board for each subject 

immediately before the examination. The marking process ensures the objective and scientific 

principles. 

In general, the quality of enrollment of the master training institutions is quite good for 

some prestigious public universities, especially in the time before 2010. During that time, the 

number of master training institutions licensed by MOET was still low, while the demand of real 

learners was higher (demands were higher than supplies).  For example, enrollment at the 

National Economics University from 2005 to 2008 with enrollment targets was only one-third of 

the candidates enrolled (Phan Cong Nghia, 2017), ... Therefore the quality of enrollment of the 

master training is quite high. 

2.1.2. Teaching and learning of advanced knowledge 

- In general, training institutions have implemented advanced curriculum. Subjects of study 

focus more on sectoral, specialized and interdisciplinary knowledge based on the knowledge that 

has been mentioned at the undergraduate level which the undergraduate programs have not yet 

gone into details. At the same time, there are also topics that expand modern knowledge and 

updates. 

- The teaching team of the master training has full academic titles (professors or associate 

professors), academic degrees (Ph.D., doctor of science), and includes lecturer or visiting 

lecturer. There are also training institutions that invite foreign lecturers to teach. 

- In terms of teaching methods, many training institutions use learner-centered methods, 

teaching as a facilitator. The instructor will give the students basic contents and knowledge to 
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read and study at home and then make presentation and discussion at class ... after that the 

instructors summarizes the knowledge of the chapter and subject. 

-  Regarding the method of doing assignments and giving lessons: for most of the subjects, 

the instructor evaluates the students' performance partly (40%) through their attendance and 

attitude at class, the quality of discussions and essays, and the test of subjects will cover 60% of 

the total score of the subject. 

-  Facilities for training masters in many training institutions are also quite adequate, such 

as curriculum system, research materials, library, … 

2.1.3. Quality of theses 

- It can be said that the quality of theses is the last part and accurately reflects the quality of 

enrollment and the quality of teaching-learning of the master's degree. Therefore, many master 

training institutions and students are very interested in master's theses, pay attention to and 

perform well. 

- In general, the process of registering the topic, receiving the topic, assigning the 

instructor, writing and conducting the thesis is carried out by many training institutions in a 

proper, scientific and suitable manner. 

- Training institutions have focused on instructing the students to use argument in 

researching topics related to the current economic and social problems. Many training 

institutions have requested the theses of the students under the guidance of the scientific 

instructors, after the completion, be submitted to the science council of the department, 

institution or department. After the students revise the theses in accordance with the council’s 

comments, the theses will be officially released.  

- There are institutions that use software technology to check the copy of students' theses. 

Leading institution which implements the most radically by using software Turnitin since 2015 is 

the National Economics University. Accordingly, the theses duplicate other scientific work 

accounted for 20% or more were not being protected. The theses’ quality of the National 

Economics University is generally high. However, there are many institutions that do not use this 

information technology.  

- The procedures, process and forms of organization of master thesis protection are also 

quite objective and open. 

From the results obtained in the quality of master training in Vietnam as presented above, 

there have been many theses applied to the reality of socio-economic activities in Vietnam and 

have contributed to bringing about certain efficiency. The training facility has provided a high 

quality human resources team to the country with hundreds of thousands of masters over the 

years. According to Le Van (2017) only in 2017 the number of master's degree is 105,801 (an 

increase of 12.8% compared to the 2015-2016 school year). The number of doctor training is 

15,112 (an increase of 21% compared to 2015-2016) [11]. The trained masters have also applied, 

promoted the knowledge gained in the master training to contribute to the socio-economic 
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development of the country. Many masters have become senior officials of the Party, the State, 

the National Assembly, the Government and major socio-economic organizations in Vietnam 

(To Duc Hanh, 2017). 

2.2. Weakness and limitations  

Although the master training in Vietnam has achieved remarkable results as above, but it is 

mainly developed in terms of quantity. It can be said that the quality of master training in 

Vietnam at present (especially in conditions of autonomy of postgraduate training institutions) 

has many disadvantages, limitations, and a far distance from other countries of the area. It has 

been easy in training and graduation, and even approving postpone to the graduation. Therefore, 

in many institutions, the master training in Vietnam nowadays is almost: "exam is passing, study 

is graduation". For those responsible for the cause of education, the development of the country, 

this is a worrying situation of master training in Vietnam today. 

2.2.1. Limitations in the quality of enrollment         

Firstly, the organization of learning and supplementary knowledge test is for rationalizing 

the examiners: 

According to MOET regulations, graduates of the discipline close to the discipline of 

registration have to learn additional knowledge. In order to attract learners, many training 

institutions are "very open" to organize the supplementary knowledge for the contestants, 

especially for the open class in the locality. Each subject is only about 10 sessions, then the 

examination is organized. According to Pham Quang Huan (2015): Many of our graduates 

(Hanoi University of Business and Management) have not qualified so they have to attend the 

conversion sessions. But what is worth mentioning is that whether or not the conversion sessions 

are enough to fill the gap of knowledge required, not to mention about the cheating in teaching 

and studying (3 subjects in 2 days).  

There are even cases where student just registers, pays for examination, or hires someone 

to study if the teacher rolls over, and then cheats when attending examination or copies the 

content of another person. The essence of the exam is just copying the lesson, learn what to do; if 

the exam is too hard and too tight, they cannot do it, the institution loses the students and 

moreover they will become the "most lively example" to make people in the next year do not 

dare to enter this institution.           

Secondly, the conditions for enrollment are quite low: 

Before the end of the year 2000, especially in the period 1975-1990, large, prestigious, 

traditional universities were approved to organize master training, so there were only a few 

universities approved to organize this. However, in society, the number of people who wish to 

study for masters to improve their knowledge is very high, so applicants for the master's 

examination at that time must meet high conditions, such as: the university lecturer must have a 

good university degree. If the applicant is a teacher of high school or college, he or she must be 

included in the list the planning department of the school district. After that, the conditions for 
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enrollment are reduced to having a good university degree or higher, having two or more years 

of work experience and be sent by the office to study because of centralized official master 

training program. After that, only a formal university degree can be taken, but must be fairly up. 

Then gradually reduced to just a regular college degree is accepted.  

In recent years, the newly established universities have been "striving hard" to be allowed 

to organize master training, so the source for master training enrollment for these institutions is 

increasingly scarce. The conditions to attend the master training are “gradually lower”, accepting 

even distance graduates, in-service graduates and non-social workers. There are also students 

who do not pass entrance examination for master training (entry credits), only before the theses 

protection they attend that entrance examination.  

Thirdly, requirements for the entrance examination are quite easy: 

In order to attract students, many institutions’ entrance examination is just formalistic. 

Regarding the examination preparation program, despite the fact that this program is openly 

publicized, in practice they invite teachers to help candidates to prepare for the examination 

while those teachers are the team who designed the contents of the examination (although this is 

contrary to MoET's regulations), but no one complained with sufficient evidence of this. They 

limited the examination to a few chapters, and each chapter with a few parts. Actually what was 

prepared was examed. In addition, the structure of the test contains only two questions (with the 

social scientific subjects) to make candidates easy to do, teachers easy to score, easy to add 

points and therefore candidates are easy to pass. 

Therefore, the ratio of candidates passing the exam in many institutions is very high. For 

example, candidates from the University of T (Binh Duong) in 2015, 19 candidates applied for 

the subject of history of Vietnam passed; 90 out of 105 candidates applied for business 

management passed.... The results of master training’s entrance examinations in June 2015 of the 

University of C. (Vinh Long) was similar, 31 candidates passed, only one candidate failed ... A 

person just received a master's degree in a private institution in Ho Chi Minh City admitted 

"Entrance examination was not difficult after two months of preparation at the institution,". Due 

to the fact that what was prepared was examed, the test would be roughly the same as the 

preparation material including both the main subject and the English test” (Han Tran, 2016).  

According to Pham Quang Huan (2015): At the graduation level, the easy started from the 

entrance. It is required only 2 subjects and only 10 points of the same to pass the entrance 

examination to the master training. The entrance examination’s results of the 10th year of Hanoi 

University of Business and Management were very good: Business Administration with 99.6% 

passed; Accounting, Finance and Accounting with 99% passed, and Software Engineering with 

97.6% passed. English test results were even more impressive. Candidates reached 51 to 93/100 

points. This year we have (phase 1) more than 500 passed candidates. So the institution has 

students, at the same time, the students want to have a degree - then, mutually beneficial! 

Before registering for the master training, many students from the 10th and 11th year of the 

University of Social Sciences and Humanities worried about English but when they came to 
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study, they found this subject too easy. N.B.T., a graduate student from the 11th year, said: "The 

entrance examination says that the level of the test is B but it is actually A. The graduation test is 

equivalent to C, but it is actually just B. Even English teachers do not dare to provide the tests 

which overstate the students” (Anh Khoa, 2011). 

2.2.2. The limitation of teaching and studying advanced subjects        

Firstly, on the teacher’s side  

- Teaching program and methods are inadequate: 

Experience in master training in countries shows that masters are trained in the motto of 

self-study, in which the self-study must be heavier than teachers’ work at class. The master 

training of foreign countries is shorter, the number of credits required is lower, and the quality of 

training is higher. Meanwhile, in Vietnam, the master program has more credits, mainly lecturers 

directly lecture at class by using the presentation method, that is the tradition of "lecturer, 

recorder". Self-study and discussion are almost nonexistent. Because of training by "studying 

while working" method - the same as the in-service training, students do not have time to study 

themselves, they cannot discuss hence the quality is inevitable. 

T.D.P.Loan, 11th year’s MA student of the University of Social Sciences and Humanities, 

Ho Chi Minh City said: “I felt like going to high school, I had to work very hard on writing 

down the lessons, and there was list of students’ names with attendance checking each class” 

(Anh Khoa, 2011). 

- Curriculum content has not met the advanced requirements:  

The curriculum of the master training’s advanced subjects is inconsistent, each institution 

has its own curriculum, lectures or curricula for its master training program. Therefore, there are 

training facilities to compile the content of the curriculum. The teaching is still sketchy, not 

ensure to update the new, advanced, and modern knowledge. At the same time, there are 

institutions that invite lecturers to know only the teaching, but the content depends on who 

teaches what and how well. As a result, many students completed the course but said that many 

subjects were the same as those of college.  

- Institutions also cut the program to reduce costs: 

To attract learners with the aim of not improving their knowledge (no sociological survey 

results yet but there are many opinions that this number is very high in Vietnam today, maybe it 

is majority), and to ensure efficiency under the conditions of autonomy, many training 

institutions have cut the number of credits. (not to mention that the lectures also cut the lessons 

at class). This has reduced the cost for the training institutions, and just meets the needs of 

learners. 

According to the Ministry of Education and Training's inspection conclusion at the 

Academy of Social Sciences on August 27, 2017, the knowledge volume of Ph.D. training in the 

institution was only 16 credits, while the regulated amount is 90 - 120 credits. This is a general 



2272 

training program designed by the institution for 4-5 different disciplines, even the module of 

specialized knowledge is the same. That is Ph.D. training so a master training is no different.     

- Many lecturers have failed to fulfill their responsibilities: 

In order to "satisfy" the students, many training institutes invite lecturers with direct 

requests of reducing their lecture at class, giving low requirements so that the students can have 

more time to work; the institutes allow the lecturers to decide the hours to giving lecture and the 

hours for resting, therefore many lecturers took the initiative to lecture late, but early breaks, cut 

the lecture time, provide only gentle request to the students. If the lecturers do not follow the 

requirements but do their job seriously, then next time they would not be invited anymore.  

According to Han Tran (2016) there were times when Assoc. Prof. Nguyen Thien Tong 

was hired to teach and a student could not pass his studies because of his lack of background 

knowledge in the field. At the same time, some people actively ask for points for this student 

with the reason that the student needs a master's degree to teach. But he still dropped the student, 

so the institution no longer invited him to teach the next time [3]. Especially, when lecturing in 

localities, many lecturers determine that this is a chance to take a break and eat with the students.  

Secondly, the students rarely come to class, rarely do research and respond to the lessons 

with coping attitude:  

- At present, master training in Vietnam is mainly in the form of in-service training which 

is “studying while working”, so students do not have the opportunity to go to class as regulated, 

rarely have self-study or many students take advantage of their busy work so they do not attend 

the classes, do not focus, or do other things. 

Pham Quang Huan (2015) said: Master training in Vietnam is overtime training, without 

strict management (both self-managed and supervised), therefore the students do not attend 

classes regularly, and they are not serious in listening to the lecturers and in responding to the 

lessons. In fact, I have not seen any students attend full time (usually only about 60 -70%, not to 

mention their leaving after attendance checked). While listening to the lectures they also do 

things not related to the lesson.  

- Because of low school attendance, less self-study, not focused in class hours, so during 

the discussion time, the students fail to present and discuss, the response of the students are only 

coping, mainly copying of each other, copying the lecture in the classroom of the lecturer or 

copying from many messy sources. According to Assoc. Prof. PhD. Pham Quang Huan: There 

are 46 students in the class, but 19 essays are "zero" (10 of them are 100% identical); The total 

number of unqualified essays is up to 27 items, that is nearly 59%. It should be noted that essays 

are prepared and written at home and then submitted to the lecturer (Pham Quang Huan 2015). 

- More specifically, many students also ask, even hire other people to attend classes to 

address, coping with the lecturers and the training management. Associate Prof. Dr. Do Van Xe 

said that at a 7th year I taught a class where there were 6 out of 53 students were hired (Pham 

Quang Huan 2015).  
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- Students often take the reason to go to work to ask the lecturer to pre-type "raise, 

whisper". If the lecturer seriously evaluates too, he or she would be complained by the students 

and the institution. Therefore, many lecturers are very sympathetic to the students and have very 

gentle assessment, so the scores of graduated students always "nice". 

2.2.3. Limitations of the quality of theses  

Firstly, writing master theses: 

Because the quality of input and the quality of teaching - learning has many weaknesses, so 

many students do not know how to choose thesis topic, they are unable to write the thesis, even 

do not know how to write the outline of the thesis to ask for instruction from the lecturer. 

Particularly, the students who studied in the different field or close to the master's degree must 

study many subjects, and lack of basic knowledge in the subject field to write the theses. 

Moreover, in the condition of internet development today, the plagiarism and copying is very 

easy if there is no software to detect. So many theses written in "copy-paste" technology or even 

hiring people to write theses are not a rare phenomenon.  

Second, many councils do not have scientific judgment. 

There are institutions that require students to report their theses in front of the council to 

provide feedback. After that, they must make corrections and additions in line with the 

suggestion of the scientific council of the subject area. These institutions are usually large public 

universities, full of faculty members whose academic titles are in place. The theses here are 

usually of good quality.  

In Vietnam there are now many training institutions, especially non-public training 

institutions, which almost do not have the science council of the subject, so when the direct 

instructors agree, the students can take on procedures to protect their theses officially. Many 

teachers have limited knowledge, guidance on student topics, or lack of time for in-depth 

instruction. So many theses are very poor, the members of the Evaluation Council even evaluate 

that they are wrongly directed, even when the students cannot answer the questions although 

they were given them before that. Even so, the council rarely rejects, but instead they give the 

"advanced" score for them to revise the theses with their instructors and then they can submit 

later to the post-college department. Assoc. Prof. Dr. Nguyen Thien Tong said that nowadays 

very rare students cannot graduate because the thesis failed. Even if the theses fail, instead of 

rejecting, the council will give the "advanced score" to wait for further correction. This advanced 

score is usually not lower than 7. "Sitting in the council, I feel like formal procedures, comment 

a lot but still let them pass" (Han Tran, 2016).  

The phenomenon is mainly in private institutions. According to Han Tran (2016) 

thanhnien.vn: While in public institutions, the proportion of graduate students who can receive a 

master’s degree is only about 50% of the number of students enrolled, the ratio in many private 

institutions is over 90%.  
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Master training in Vietnam nowadays creates a paradoxical concern: the higher the quality 

of education, the lower the enrollment rate, on the opposite side, any organization that manages 

strict training, attaches importance to quality will not attract learners. Therefore, many 

institutions have actively lowered enrollment in the entrance, the training and output as long as 

attract students. As a result, there has been a tendency for higher education students to move 

from public to private institutions. For example, on June 12, 2017, the Hanoi University of 

Technology was well evaluated by the Council for Higher Education Assessment (HCERES) for 

5 years. In July 2017, Webometrics published a ranking of universities in the world, of which 

Hanoi University of Technology went up to the first place in the universities of Vietnam. 

Probably, with the prestige and quality of training internationally accredited so it must attract 

many students to apply for graduate entrance examination, but in fact quite the opposite. In 2011, 

HUT recruited 3,053 graduate students to study in 32 master programs. But in 2017 enrollment 

of both courses is estimated at about 800 graduate students, equivalent to 25% of higher 

education in 2011. It is worth mentioning that in 2017, Hanoi University of Technology enrolls 

800 students to study 32 different subjects, while private universities Prof. Luong The Vinh 

(which has not yet had a full-time student) has recruited 200 students per year for studying only 

1 subject and has maintained for 6 years (Ngo Tu Thanh, 2017). 

The above practice can confirm that: the competition between postgraduate institutions in 

Vietnam under current conditions of autonomy makes the quality of training masters in Vietnam 

now tends to decrease. More worrying is the fact that many large universities are also tending to 

reduce the quality of their education in order to attract more of them.  

2.3. Reasons for the limitations and weaknesses. 

- The institutions licensed to organize master training are too many, with more than 

100,000 indicators of master training each year, although the students’ demand is big but it is 

time to saturate. According to statistics of the Ministry of Education and Training, by the end of 

the 2016-2017 academic year, there were 235 universities and institutes (including 170 public 

ones, 60 private ones, 5 institutions with 100% foreign investment, 37 scientific research 

institutes are assigned to train doctor degree (Le Van, 2017).  

- Under conditions of autonomy, master training has become a major source of income for 

training institutions, so they find ways to lower the quality of training to attract learners. 

According to Nghiem Hue (2017): "More than ten years ago, the" rice cooker "of the university 

was in-service training (the system of studying while working), but until now, the main "rice 

cooker" is the master training. 

- Many institutions do not have the thesis requirements passed through the specialized 

discipline council before the official protection or no scientific council of the discipline and do 

not advocate the use of modern technology to test the theses.  

- In the current master's program, the training is mainly studying while working (in-

service) so students do not have time to focus on studying and researching. On the other hand, 
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state agencies use diplomas as important criteria for recruiting and especially for promotion, 

arrangement and appointment of leading officials. Therefore, the motivation and purpose of the 

students only to obtain a master's degree to be promoted rather than to improve their knowledge. 

So they take time to go to work, not to focus on learning and researching. 

- Scientists also need to earn more, so they would like to be invited by many institutions 

for training masters. So they usually do the will of the training institutions. If not, they will not 

be invited, meaning the loss of additional income.  

- Many training institutions do not comply with the Ministry of Education and Training 

regulations, assigning one instructor too many trainees, so the quality of teaching, research and 

instruction cannot be good. Many misconceptions are: professors are good at anything. For 

example, Prof. Dr. Vo Khanh Vinh instructed 44 master students and 12 PhD students (29 of 

them in Law, 10 in Public Policy, 5 in Economics and Social Worker). Prof. Dr. Ho Sy Son 

instructed 18 students, Dr. Ha Thi Thu instructed 12 students. Dr. Tran Minh Duc instructed 9 

students … (Nghiem Hue, 2017). Meanwhile, according to Article 27 of Circular No. 

15/2014/TT-BGDDT the regulation, a professor is only allowed to instruct maximum 7 students; 

Assoc. Prof. PhD 5 students; PhD 3 students (Ministry of Education and Training, 2014). I think 

there are probably many such institutions, but not yet being inspected. 

- The training, inspection, supervision and handling of misconduct in MoET's masters 

training for training institutions are loose, insufficiently resolved or treated with insufficient level 

of deterrence. Therefore, training institutions are not afraid to breach regulations to some extent.    

3. Some suggested solutions to improve the quality of training masters 

I suggest that to improve the quality of masters training to provide high quality human 

resources for the development of the country, we should follow the below solutions: 

Firstly, MoET should seriously review the masters training institutions that actually have 

sufficient scientific staff with Professor, Associate Profession, PhD on their salary payroll as 

required to allow them to continue training masters. Because they really are the owner of the 

unit, so they have a high responsibility to improve the quality of training to retain the prestige 

and brand of their unit. Scientists who work as hired laborers often follow the direction of the 

institutions invited them.  

Secondly, MOET should reduce the training indicator, even gradually cut off the master's 

training license for training institutions without sufficient faculty members with academic titles 

and degrees (Professor, Associate Profession, PhD) within the allowed by age according to the 

Ministry's regulations. In the immediate future, it is necessary to immediately cut off the master's 

training license for universities which fail to enroll the regular university. As it is today, it is a 

great absurdity that they do not have college education but allow higher education. 

Thirdly, MoET should strengthen the monitoring of the implementation of the Master 

Training Regulations of training institutions at all stages. If there is a violation seriously and 
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objectively to the cause of severe treatment, deterrence enough to prevent them (avoid the 

type of recent too light treatment). Because it involves training the generations, the owner of 

the country, and causes incalculable damage. Strong responsibility should be exercised by 

the head.  

Fourthly, MoET should immediately stipulate that all establishments must use computer 

software to check the copy of students when writing the thesis. This has been done in Hanoi 

National Economics University since 2015, so the training quality is quite good. While other 

institutions do not use, so the students move to other institutions more easily, so the National 

Economics University has recently encountered difficulties in master enrollment and forced to 

reduce the quality of the master enrollment.  

Fifth, MOET should gradually reduce the masters training for those who are studying 

while working, gradually increasing the form of concentrated training for the training 

institutions, especially increasing the master training indicators for large public institutions with 

crowded and prestigious scientists. 

Sixth, socio-economic organizations, especially public service delivery agencies in 

recruiting and promotion of positions should rely mainly on the quality of their university 

degrees, and their actual capacity, not on a master's degree. If you rely on a master's degree, you 

should consider whether or not they have a master's degree in a prestigious institution. 
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Abstract: The Vietnamese accounting system is based on the legal basis and the basis of 

science that are the Accounting Law and Vietnamese Accounting Standards. That to applicate 

properly the accounting system is a very important issue in enterprise accounting in order to 

ensure the information and control functions of accounting, improve the usefulness of 

information on financial statements, assist Business owners in making the right decisions. 

However, there are still obstacles and challenges for SMEs by applying the accounting system to 

business practices. Through quantitative research, survey of SME's in the field of trade, three 

main factors  impact on the application of accounting system in SMEs is the "Capacity of 

Accountant", "Inspection – Examination and Accounting Infrastructure" and "Legal Document 

on accounting system and Enterprises Scale”.  

Keywords: accounting system, small and medium enterprises - SMEs, accounting system 

application 

 

1. Introduction 

On 05/8/2015, the Ministry of Finance (MOF) issued a draft circular amending the 

accounting system of small and medium enterprises to replace the Enterprise Accounting System 

issued in conjunction with Decision No. 48/2006/QD-BTC dated 14/9/2006 signed by the 

Minister of Finance and Circular No. 138/2011/TT-BTC dated 4/10/2011 of the Ministry of 

Finance. This Circular takes effect for the fiscal year beginning on or after 1/1/2017. In the 

Article 6, criteria for classification of SMEs according to the Government's Decree No. 

39/2018/ND-CP dated March 11, 2018, “detailing a number of articles of the Law on Support for 

Small and Medium sized Enterprises. Accordingly, depending on the type and size of 

enterprises, the enterprises apply the appropriate accounting system. The selection of accounting 

system shall comply with the following general principles 

Firstly, SMEs can choose to apply enterprise accounting system issued in accordance with 

Circular 200/2014/TT-BTC dated 22/12/2015 of the MOF and other amendments, supplements 

or replacements, but must notify the tax office who manages the enterprise and perform it 
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consistently in the fiscal year. In case of turning back to the application of accounting system for 

SMEs according to the Circular, it must be implemented from the beginning of the fiscal year 

and must be notified to the tax office. 

Secondly, SMEs shall base on the accounting principles, content and structure of the 

accounts specified in this Circular to reflect and account the arising economic transactions in 

accordance with their operation characteristics and management requirements of the enterprise. 

Third, in case of any change in the fiscal year, which leads to no longer be applicable to 

SMEs, the enterprise shall be able to apply this Circular until the end of the current fiscal year 

and shall follow the provisions of the law from the next fiscal year. 

This leads to difficulty in synchronism of scale and quality in the selection of accounting 

system for enterprises; meanwhile, it also causes certain difficulties in the inspection, 

examination and access to information for the involved parties. 

2. Literature Review 

Writer Study Content and result 

Szilveszter Fekete Yau 
M.Damagum Răzvan 
Mustata Dumitru Matis 
Ioan Popa (2010), [13] 

The factors affecting the 
selection of accounting system 
at SMEs: An empirical study 
on the ways of valuation 

The results of the quantitative study show that factors 
influencing the selection of accounting system at SMEs in 
Romania are: provision of accounting information; Accounting 
reports for managers, business owners and tax office 

Dr.Aremua, Mukaila 
Ayanda và Dr.Adeyemi, 
Sidikat Laraba (2011), 
[5]  

The job creating potential of 
the small and medium sized 
enterprises is a vital strategy in 
Nigeria 

The research shows that SMEs in Nigeria are considered as the 
engine of economic growth and promote industry development 
through job creation, poverty reduction, wealth creation, 
income distribution, income difference reduction 

 

Tran Dinh Khoi Nguyen 
(2010), [10] 

Discuss on the model of 
factors affecting the 
application of accounting 
system in SMEs 

 

The results of the study outlined the model of factors 
influencing the application of accounting system in SMEs in 
Vietnam: the capacity of accounting staff; change of 
management mechanism of enterprises; the supervision and 
inspection by functional agencies; costs for accounting work. 
Among them, the capacity of accounting staff is the strongest 
influence on the application of accounting system in SMEs. 

Ho Phan Minh Duc and 
partners (2010), [6] 

The status of applying 
accounting system of 
enterprises in Thua Thien Hue 
province 

 

The research shows that accountants themselves do not have a 
good understanding of accounting system applied for their 
company and the enterprises do not fully comply with 
accounting system's obligatory regulations on vouchers, 
accounts and accounting books that have impacted the results 
of applying the accounting system in the enterprises in Hue. 

Tran Thi Thanh Hai 
(2015), [7] 

Orientation to establish and 
apply the legal framework for 
accounting for SMEs in 
Vietnam 

 

The results from the survey, the model of the factors affecting 
the application of legal documents into the practice of 
accounting at the SMEs raised by the authors including 8 
factors: accounting infrastructure, the document system itself, 
the cost-benefit relationship, the accountant, the computation 
compliance, the size of the enterprise, the viewpoint of the 
manager - the business owner of the business, the pressure to 
provide information 

Tang Thanh Minh Xuan 
(2016), [19] 

The factors affecting the 
application of the accounting 
system in small and medium 
sized enterprises in Ho Chi 
Minh City 

 

The author studies the factors affecting the application of the 
accounting system of SMEs in Ho Chi Minh City. The study 
identified 7 factors that impacted the application of accounting 
system, but surveying and analyzing survey data only resulted 
in 4 factors: accounting infrastructure, Inspection / Examination 
work, the document system itself and the capacity of 
accountant. 

(Sources: Gathered by the group of authors 
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3. Research Methodology 

3.1. Study design 

- The object and scope of the study: The factors influencing the application of accounting 

system in SMEs of Vietnam in the field of trading. 

- Research question: 

Question 1: What are the factors affecting the application of accounting system in SMEs in 

the field of trading? How is the impact of each factor? 

Question 2: Which solutions can help SMEs in the field of trade applying accounting 

system in a reasonable and effective way? 

- Research methodology: (1) Use qualitative methodology for preliminary research to 

discover factors affecting the accounting system application of SMEs in the field of trade, (2) 

The official research using quantitative methods to assess the impact of each factor on the 

application of accounting system of SMEs in the field of trade in Vietnam. 

- Data collection: 

Secondary data: Using statistic data of  Statistical Yearbook 2017; 

Primary data: surveying, collecting data through questionnaire (including 3 parts and 28 

questions surveyed 7 factors of the proposed model affecting the application of accounting 

system. The questions were evaluated on the Likert scale of 5.0 (1: "completely disagree", 2: 

"disagree", 3: "normal", 4: "agree", 5: "absolutely agree") in 2018 

- Sampling Selection Method: The author uses a non-probability sampling method that 

stratifies the SMEs sector in the trading field, and aggregates 317/330 questionnaires through 

direct giving the questionnaires ( or telephone, email) to each chief accountant/ accountant staff 

or the SMEs owner in the field of trading. 

Table 1: Sample survey 

 Frequency Percent (%) N 

Sexual 
Male 171 53.9 

317 
Female 146 46.1 

Position 
Accountant/ Chief Accountant 185 58.4 

317 
Director/ the owner of the enterprise 132 41.6 

Working years 

Below 5 years 79 24.9 

317 From 5 to 10 years 133 42.0 

Over 10 years 105 33.1 

Type of 
enterprises 

State 19 6.0 

317 
Ltd., private enterprise 186 58.7 

Corporation 58 18.3 

Others 54 17.0 

Sources: gathered by the group of authors 
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3.2. Research model 

Research hypothesis: 

Hypothesis H1: The legal documents on accounting system have a positive impact on the 

application of the accounting system or not? 

Hypothesis H2: The capacity of accountant has a positive impact on the application of the 

accounting system or not?  

Hypothesis H3: The inspection/ examination work has a positive impact on the application 

of the accounting system or not? 

Hypothesis H4: Tax has a positive impact on the application of the accounting system  

or not? 

Hypothesis H5: The scale of the enterprise has a positive impact on the application of the 

accounting system or not? 

Hypothesis H6: The accounting infrastructure has a positive impact on the application of 

the accounting system or not? 

Hypothesis H7: The information providing pressure has a positive impact on the 

application of the accounting system or not? 

Derived from the synthesis of related previous research findings, the article has 

synthesized and proposed a research model of 7 factors that affect the application of accounting 

system in SMEs in the field of trading as follows: 

 

From the above model, the linear regression equation is assumed as follows: 

VD = β O + β1 HTVB +β 2 TĐKT + β3TTKT+ β 4 TH + β5 QMDN + β 6  CSHT + β7 CCTT +  

Document system of accounting system 
(HTVB) 

Capacity of accountant (TĐKT) 

Inspection/ Examination work (TTKT) 

Tax affection (TH) 

Enterprises scale (QMDN) 

Accounting infrastructure (CSHT) 

Information providing pressure (CCTT) 

Application 
of 

accounting 
system 
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In which: 

- VD: is a dependent variable represents for the application of accounting system in SMEs 

of Vietnam in the field of trading. 

-  β 0: regression constant 

-  β 1, β 2, … β 7: regression coefficients of independent variables 

- HTVB, TĐKT, TTKT, TH, QMDN, CSHT, CCTT: are independent variables that 

measure the 7 factors influencing the application of accunting system in SMEs of Vietnam in the 

field of trading. 

- : surplus 

4. Results and Discussion  

4.1. Assess the suitability of the proposed model 

After encoding the scale, perform a test of the reliability of the scales. To test the reliability 

of the scales, the study used the Cronbach's Alpha coefficient. The Cronbach's Alpha coefficient 

is a statistical test of the degree to which the items in the scale are the same. In general, the 

Cronbach's Alpha scale from 0.7 to 0.8 is quite good, if the scale is 0.8 or greater, then the 

measurement is very good. But many researchers believe that if the Cronbach's Alpha factor of 

0.6 or more is usable. Therefore, the study evaluates the reliability of scales with a Cronbach's 

Alpha of 0.6 or higher. 

Table 2: Using the Cronbach's Alpha coefficient to test the reliability of the scales 

Observed 
Variables 

Average scale if remove 
the variables 

Variance scale if 
remove the 
variables 

Correlation of total 
variables 

Cronbach's Alpha if 
remove the variables 

HTVB2 7.08 3.756 0.586 0.785 

HTVB3 7.29 3.269 0.675 0.692 

HTVB4 7.33 3.267 0.674 0.694 

Cronbach’s Alpha = 0.799 

TĐKT1 7.36 2.991 0.612 0.722 

TĐKT2 7.83 2.722 0.634 0.695 

TĐKT4 7.82 2.606 0.627 0.705 

Cronbach’s Alpha = 0.784 

TTKT1 8.05 2.751 0.686 0.802 

TTKT2 8.10 2.859 0.682 0.804 

TTKT3 7.97 2.724 0.755 0.735 

Cronbach’s Alpha = 0.842 

TH1 3.64 1.028 0.750 . 

TH2 3.70 0.994 0.750 . 
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Observed 
Variables 

Average scale if remove 
the variables 

Variance scale if 
remove the 
variables 

Correlation of total 
variables 

Cronbach's Alpha if 
remove the variables 

Cronbach’s Alpha = 0.855 

QMDN1 7.13 3.569 0.730 0.810 

QMDN3 6.91 4.014 0.722 0.821 

QMDN4 6.98 3.383 0.764 0,779 

Cronbach’s Alpha = 0.860 

CSHT1 11.75 5.376 0.848 0.788 

CSHT2 11.72 5.961 0.675 0.859 

CSHT3 11.52 6.111 0.663 0.863 

CSHT4 11.82 5.735 0.732 0.836 

Cronbach’s Alpha = 0.860 

CCTT2 7.46 3.357 0.572 0.723 

CCTT3 7.27 3.407 0.624 0.666 

CCTT4 7.28 3.236 0.612 0.677 

Cronbach’s Alpha = 0.768 

Resouces: Calculated by the group of authors by SPSS 20 software 

The Cronbach's Alpha coefficients determines the variable for each factor in the model are 

as follows: 

- "Legal Documents of Accounting System for SMEs", the research will use 3 variables: 

HTVB2, HTVB3, HTVB4; 

- In order to measure the "Capacity of accountant", the study uses 4 scales corresponding 

to 4 variables: TĐKT1, TĐKT2, TĐKT3, TĐKT4. 

After two reliability tests, the results show that if removing TTKT4 variable would cause a 

higher Cronbach's Alpha coefficient of the whole scale, it should be studied on removing this 

variable “Inspection/ Examination work” from the scale. To measure the "Inspection / 

Examination work" factor, the study used 4 scales with 4 variables: TTKT1, TTKT2, TTKT3, 

TTKT4; 

- The study uses 2 variables: TH1, TH2 to measure the "Tax" factor and use these two 

variables to analyze the factor of discovery. 

- To measure the "Enterprise Scale" factor, the study used 4 variables QMDN1, QMDN2, 

QMDN3, QMDN4. After two reliability measurements, the result was to remove QMDN2 

variable, Cronbach's Alpha coefficient of the entire scale was 0.860, and the variables had a 

coefficient of correlation of total variables greater than 0.3; 

- The research uses 4 scales: CSHT1, CSHT2, CSHT3, CSHT4 to measure the 

"Accounting Infrastructure" factor. After bringing 4 variables into the scale reliability test, the 

Cronbach's Alpha coefficient was 0.873 and the coefficients of correlation of total variables were 
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greater than 0.3. This result shows that the dimensions of the "Accounting Infrastructure" factor 

are very tight and that the measurement of the overall scale is very good. 

- To measure the "Information Providing Pressure", the study used 4 scales: CCTT1, 

CCTT2, CCTT3, CCTT4 for measurement. Firstly, the study brought all 4 variables on the scale 

reliability test. The first test result for the Cronbach's Alpha coefficient was 0.598 and the 

CCTT1 variable had a coefficient of correlation of total variables less than 0.3. Therefore, the 

study removed the CCTT1 variable and run the second reliability test. The second test result for 

the Cronbach's Alpha coefficient is 0.768 and the variables have a coefficient of correlation of 

total variables greater than 0.3. So, the study will measure the " Information Providing Pressure" 

by 3 variables: CCTT2, CCTT3, CCTT4. 

Table 3: The final test results have Cronbach's Alpha coefficient  

of "Applying Accounting to Practices in SMEs" 

Observed 
variables 

Average scale if remove the 
variables 

Variance scale if 
remove the 
variables 

Correlation of total 
variables 

Cronbach's Alpha if 
remove the variables 

VD3 3.66 0.972 0.569 . 

VD4 3.66 0.914 0.569 . 

Cronbach’s Alpha = 0.725 

Source: Calculated by the group of authors by SPSS 20 software 

Among the 28 variables corresponding to 28 scales of 7 factors affecting the application of 

accounting system in SMEs included: Legal Documents on Accounting System for SMEs, 

Capacity of accountant, Inspection/ Examination, Taxes, Enterprise Scale, Accounting 

Infrastructure, Information Providing Pressure, after testing the reliability scale, the study 

retained 21 variables.  

Analizing the EFA exploratory factor:   

Next, the study brought these 21 variables in the EFA exploratory factor analysis to group 

factors and find new factors that impacted the application of accounting system in SMEs. The 

test results for the KMO coefficient equal to 0.666 greater than 0.5 and Sig. = 0.000 of this test is 

less than 5%, for that reason, the factor analysis results are consistent. The result of the 

extraction showed that five new factors were derived from the 21 variables included in the 

analysis. The five new factors explained 70.54% of the variation in data. The load factors in the 

rotated factor matrix are greater than 0.5. After five factors were drawn, the study gave the name 

to the new factors as follows: 

- Factor 1 (X1): This factor is measured by 7 variables: TTKT1, TTKT2, TTKT3 and 

CSHT1, CSHT2, CSHT3, CSHT4. This factor was named "Inspection – Examination and 

Accounting Infrastructure". 

- Factor 2 (X2): This factor is measured by 6 variables: HTVB2, HTVB3, HTVB4 and 

QMDN1, QMDN2, QMDN3. The factor X2 is named "Legal Documents on Accounting System 

and Enterprise Scale". 
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- Factor 3 (X3): This factor is measured by 3 variables: TĐKT1, TĐKT2, TĐKT4. Factor 

X3 has variables in the factor "Capacity of accountant" - reflects the capacity, qualifications and 

experience of accounting staff in the application of accounting system in the enterprise. Factor 

X3 will retain its former name of "Capacity of Accountant". 

- Factor 4 (X4): This factor is measured by 3 variables: CCTT2, CCTT3, CCTT4 should 

be kept the same name as "Information Providing Pressure". This factor is reflected in the need 

to use accounting information of many users, which will have an impact on the application of 

accounting system in SMEs. 

- Factor 5 (X5): This factor is measured by 2 variables: TH1, TH2. Factor X5 reflects tax 

obligations and the difference between tax and accounting policies will affect the application of 

accounting system in SMEs. This factor is named "Tax Policies". 

After testing the reliability of scale of the "Application of Accounting System in SMEs", 

there are two variables, VD3 and VD4, which are included in the EFA factor analysis. The 

results of the EFA Exploratory Factor Analysis for the measurement scales of application of 

accounting system in SMEs in practice: 

KMO and Bartlett's Test: Barlett’s test result shows that the KMO = 0.5 and sig. = 0,000 < 

0.05 (table 4) 

Table 4: The factor analysis result is consistent 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy 0.500 

Bartlett's Test of Sphericity 

123.104 718.454 

1 15 

0.000 0.000 

Source: Calculated by the group of authors by SPSS 20 software 

Table 5: Total Variance Explained 

Component 

Initial Eigenvalues Extraction Sums of Squared Loadings 

Total 
% of 

Variance 
Cumulative % Total 

% of 
Variance 

Cumulative % 

1 1.569 78.457 78.457 1.569 78.457 78.457 

2 0.431 21.543 100.000    

Source: Calculated by the group of authors by SPSS 20 software 

The result of Total Variance Explained and following Eigenvalue criterion which is greater 

than 1, only one factor is derived from the 2 VD variables included in the analysis. The % 

Cumulative value of the "Extraction Sums of Squared Loadings" cell indicates that a new 

extracted factor explains 78.45% of the variation of the observed variables. 

Considering the "Component Matrix" below, the Factor Loading is more than 0.5, 

therefore, the observed variables are important when analyzing the impact on the application of 

accounting system in SMEs in Vietnam 



2286 

Component Matrixa 

 Component 

1 

VD3 0.886 

VD4 0.886 

Extraction Method: Principal Component Analysis.a 

a.1 components extracted. 

4.2. Adjusted study model 

Based on the results of the above EFA factor analysis, research hypotheses and research 

models are adjusted as follows: 

- Hypothesis H1: Inspection – Examination and Accounting Infrastructure have a positive 

impact on the application of accounting system in SMEs. 

- Hypothesis H2: Legal Document of Accounting System and Enterprise Salce have a 

positive impact on the application of accounting system in SMEs. 

- Hypothesis H3: The Capacity of Accountant has a positive impact on the application of 

accounting system in SMEs 

- Hypothesis H4: The Information Providing Pressure has a positive impact on the 

application of accounting system in SMEs 

 - Hypothesis H5: The Tax Policies has a positive impact on the application of accounting 

system in SMEs 

So, the results of the EFA factors analysis with the variables of application of accounting 

system in SMEs in Vietnam are consistent and the factor extracted is a new factor. This factor is 

named "Applying Accounting System" – with the sign of Y. And to test the hypotheses H1, H2, 

H3, H4, H5, the research will use the Multiple linear regression method. 

 

H5+ 

H2+ 

H3+ 

H4+ 

H1+ 
X1: Inspection – Examination and Accounting 
Infrastructure 

X2: Legal Document of Accounting System and 
Enterprise Scale 

X3: Capacity of Accountant 

X4: Information Providing Pressure 

X5: The Tax Policies 

Y 
The application of 

accounting system in 
SMEs in Vietnam  

 



2287 

To test the research hypotheses to see the impact of variables X1, X2, X3, X4, X5 on the 

application of accounting system in SMEs of Vietnam in the field of trade (varible Y), we use 

multivariate linear regression method to find the regression coefficients and use these factors to 

prove the hypothesis. 

The study will bring 5 independent variables: X1, X2, X3, X4, X5 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 

In which: 

Y: is the dependent variable, explaining "The application of accounting system in SMEs of 

Vietnam in the field of commerce". 

Xi: are independent variables, explaining for 5 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 

Model Summaryb 

Model R R Square 
Adjusted R 

Square 
Std. Error of 
the Estimate 

Durbin-Watson 

1 .934a .873 .871 .35938934 1.993 

a. Predictors: (Constant), X1, X2, X3, X4, X5 

b. Dependent Variable: Y 

Source: Calculated by the group of authors by SPSS 20 software 

The result of the Adjusted R Square, the coefficient is used to evaluate the extent to which 

the model explains. The results showed that the Adjusted R Square = 0.871, which means that 

this model explained for 87.1%. In other words, 87.1% of the variation in the application of 

accounting system in SMEs of Vietnam in the field of trading shall be explained by the linear 

relationship of independent variables. The Durbin-Watson coefficient of 1.993, less than 2, 

indicates that the model has no first order autocorrelation. 

ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 

Regression 275.831 5 55.166 427.113 .000b 

Residual 40.169 311 .129   

Total 316.000 316    

a. Dependent Variable: Y 

b. Predictors: (Constant), X1, X2, X3, X4, X5 

Source: Calculated by the group of authors by SPSS 20 software 

The F test is used to test the consistency of the model with Sig. 0,000 which is less than the 

5%, so the model is consistent with 95% confidence, the regression coefficients of the 
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independent variables are not simultaneously 0. Therefore, the coefficient results are statistically 

significant and be considered. 

Coefficientsa 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients t Sig. 

Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 

(Constant) 2.306E-016 .020  .000 1.000   

X1 .210 .020 .210 10.410 .000 1.000 1.000 

X2 .195 .020 .195 9.636 .000 1.000 1.000 

X3 .889 .020 .889 43.980 .000 1.000 1.000 

X4 -.002 .020 -.002 -.097 .923 1.000 1.000 

X5 -.006 .020 -.006 -.275 .783 1.000 1.000 

a. Dependent Variable: REGR factor score   1 for analysis 1 

Source: Calculated by the group of authors by SPSS 20 software 

The results Sig. of the regression coefficients, if the coefficient with Sig. less than 0.05, the 

coefficient of the independent variable is statistically significant in the model. The results show 

the variables: X1- Inspection – Examination and Accounting Infrastructure; X2 - Legal 

Documents on Accounting System and Enterprises Scale; X3 - The Capacity of Accountant has 

sig value less than 0.05 should be significant in the study model. For the two variables: X4 - 

Information Providing Pressure and X5 - Tax Policies have sig value 0.923 and 0.783, which are 

more than 0.05, should not significant in this study model. In addition, the VIF coefficient of 1.0 

less than 2 indicates that the independent variables are not multicollinearity. 

4.3. Testing result  

Hypothesis 
Result 

(Accept/ Reject) 

H1: Inspection – Examination and Accounting Infrastructure have a 
positive impact on application of accounting system in SMEs. 

Accept 

(do 1 = 0.210 > 0 và sig. = 0,000 < 0.05) 

H2: Legal Document on application of accounting system and 
Enterprises Scale have a positive impact on application of accounting 
system in SMEs. 

Accept 

(do 2 = 0.195 > 0 và sig. = 0.000 < 0,05) 

H3: The Capacity of Accountant has a positive impact on application 
of accounting system in SMEs. 

Accept 

(do 3 = 0.889> 0 và sig. = 0.000 < 0,05) 

H4: Information Providing Pressure has a positive impact on 
application of accounting system in SMEs. 

Not yet proved 

(do 4 < 0 và sig. = 0.923 > 0,05) 

H5: Tax policies have a positive impact on application of accounting 
system in SMEs. 

Not yet proved 

(do 5 < 0 và sig.= 0.783 > 0,05) 

Source: Calculated by the group of authors by SPSS 20 software 

4.4. Discussion and policy implications 

After analyzing each regression coefficient, we can summarize the results of the factors 

influencing the motivation and the order of impact of these factors. The biggest impact on the 

application of accounting system in SMEs is the "Capacity of Accountant". The more competent 
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and professional accountants are, the better, the more accurately and properly they will apply the 

accounting system in SMEs. The second is the "Inspection – Examination and Accounting 

Infrastructure". The third factor is the "Legal Document on accounting system and Enterprises 

Scale” 

Therefore, in order to improve the quality of application of accounting system for SMEs in 

Vietnam in general and in the field of trading in particular, enterprises should pay special 

attention to professional training via forms of linking training and supporting training programs 

from universities, professional associations, ... to create an exchange environment, learning, 

sharing experiences between accountants, experts in the field of accounting. Meanwhile, 

answering questions and collect opinions of enterprises in applying accounting regulations into 

practice. 

The application of accounting system depends on the management and supervision of State 

agencies, as well as the enterprises themself. We think that there should be consistency and 

compliance when drafting and implementing legal documents on accounting system to each 

enterprise; improving the sense of professional ethics of the supervising and inspecting agencies; 

adding the role of internal auditors, increasing the effect of forms of sanction on the compliance 

of the guidance of accounting system during implementation. 

5. Conclusion 

Although the sample can not represent the opinion of all SMEs in the field of trade in 

Vietnam. However, from the results of the regression model, the article explores the influencing 

factors in order to make recommendations that contribute to the development of accounting 

operation at SMEs, to increase understanding of the application of accounting system, and to 

support Vietnamese SMEs making appropriate policies for development and integration. 
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Abstract: This study analyzes and proposes a method to examine the impacts of sectorial 

restructure on the social labor productivity (SLP) growth when changing the proportion of each 

sector in the total output values and the value-added rates out of sector outputs. This method 

aims to supplement or replace the Shift Share Analysis (SSA)1, in which the central variable is 

the labor structure, with an application on the output. This new approach helps to avoid errors in 

calculation, and considers the aggregation of growth factors rather than labor mobility itself; 

hence, it provides a more comprehensive explanation of the origins of productivity growth and a 

meaningful assessment to improve the policies on restructuring economic sectors. The research 

uses methods of decomposing SLP growth and explains the influence of factors contributing on 

productivity growth including: output restructuring, changing the quality of economic growth 

measured by the value-added to gross output ratio, combination of interactions between 

structural change and change in value-added, and correlation between the production expansion 

and labor attraction. The research analyzes the SLP in Vietnam during 2000-2017 based on data 

collected from the General Statistics Office. Results show that the SLP growth rate of Vietnam in 

the recent years has improved but slowly due to the inefficient economic restructuring. It sheds 

light on proposing recommendations to increase the social labor productivity in Vietnam. 

Keywords: decomposition, economic restructuring, social labor productivity, Vietnam 

 

1. Introduction 

Social labor productivity growth is influenced by many factors, among which economic 

restructure is important. The two most popular types of economic structures are the output and 

the labor structures. In order to analyze the growth of SLP, it is necessary to quantify the 

contribution of sectoral restructure, especially the increase of number of sectors makes sectoral 

structure more complicated. There have been many methods to measure the contribution of 

economic structure to the SLP growth, and the most common one is the ShiftShare Analysis 

                                                 
1 The SSA method was introduced in 1942 by the Fabricant in the Employment in Manufacturing study, 1899-

1939. This method was detailed by Bart Van Ark in 1995. 
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(SSA). Over the past seventy years, many authors have used the SSA method to analyze labor 

productivity growth, quantify the contribution of economic restructure to the growth of SLP and 

the productivity of economic sectors.  

However, many studies showed that this method has many limitations such as: low 

accuracy and the limited breaking-down contribution of labor restructure; thus it makes difficult 

to fully explain the source of productivity growth. This paper proposes a new way of measuring 

the contributions of economic structure to the SLP growth without using the shift of labor 

structure but the output structure by economic sectors to explain better the impacts of economic 

structure on productivity growth. It also opens new research directions for economic 

restructuring and forecast labor productivity growth.  

This paper is organized as follows: After the introduction, section 2 provides literature 

review; section 3 presents model and data, section 4 presents empirical results and discussion, 

and section 5 concludes the paper and gives policy recommendations. 

2. Literature review  

Sectoral restructure of the economy has an important impact on the growth of social labor 

productivity. The theory on the relationship between structural change and productivity growth 

has a long history of development. In the early twentieth century, Schumpeter (1912, 1934) 

shows that moving resources from one sector to another could boost productivity growth if 

resources are re-allocated with priority to the higher productivity sector. Schumpeter argues that 

some mutual industries would grow slowly, while new industries grow faster. Under these 

conditions, the response of enterprises also varies in either passively or actively regulating 

production and improving the technology for growth and development. It requires the state 

policies influencing behaviors of the enterprises and thereby affecting the economic 

restructure. Kuznets (1966, 1971) explores more closely the factors that led to intra-sector 

movement of resources and concludes that differences in growth rates of the sub-sectors create a 

structural shift within sectors. This is also the case for the whole economy as a result of 

sectoral growth. Over time there would be a number of sectors that lagged behind (eg. 

agriculture) and some others emerged (eg. industry, services). The re-allocation of resources 

between industries motivates productivity growth. Fabricant (1942) proposes a by-partmethod 

which measured the contributions of structural change to the productivity growth of the US 

manufacturing industry during 1899-1939. This method was later largely exploited and used in 

assessing the contributions of structural change to the total productivity growth in the economy 

or sectors. Fabricant focuses more on the impacts of structural change on productivity growth as 

a result of labor mobility across economic sectors. 

Lewis (1955) developes a two-sector model to explain the transition of economic structure 

in poor countries. According to Lewis, in the backward agricultural sector with low wages due to 

labor surplus, the possibility of simple labor supply was not limited. At the same time, the 

industrial sector (mainly the processing industry) was able to make profits, thereby increase the 

accumulation of investment capital that formed the capital asset and attract an unlimited amount 

of labor from agriculture. This was the driving force behind the shift of labor from the 
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agricultural sector to the more productive industrial sector. The following models attempted to 

complement the limitations of the Lewis model. Rainis-Fei (1964) point out two fundamental 

limitations of the Lewis model: (i) the excess labor supply was not infinite and (ii) labor price 

was not fixed at the minimum wage. The authors presented a model of three-stage development 

in the low-developed countries. 

In terms of methodology, assessing the contribution of sectoral mobility to productivity 

growth has used various methods. Among those, the SSA is the most common method, which 

can be described as follows: 

Assume the economy has n sectors. �(�) is the total output of the economy in year t, 

and   �(���) is the total output of the year (t + 1); �(�) ��� �(���)  are the total real labor force in 

year t and (t+1) respectively; ��
(�)
���  ��
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The rate of increase in social labor productivity (SLP) is defined as: 
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Equation (1) shows SLP growth rate which was built by the total of two terms. The first 

term is the impact of productivity growth on internal sectors, the second term is the effect of 

structural sector shift. Structural shift occurs when there is labor mobility among economic 

sectors. If labor mobility contributes to overall productivity growth, the effect is positive and has 

a (+) sign. In contrast, labor redistribution reduces overall productivity growth, which is a 

negative  and  has a minus (-) sign. However, there is also a case of shifting resources between 



2294 

sectors that do not contribute to productivity growth because of the positive and negative impacts 

of one another (then the second term in equation (1) equals 0). 

In order to measure more accurately the effects of structural shift on these two alternatives, 

Bart van Ark (1995) relied on Fabricant's method (1942) to separate the structural shift (the 

second term in (1) into two separate works. Equation (1) becomes: 
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1 1
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Equation (2) is the decomposition of the SLP growth. This system consists of three parts 

corresponding to three components, in which: 

The first component shows the effect of the labor structure shift across sectors during the 

study period, with the weight of the labor productivity of the sectors in the start. According to the 

equation (1), the shift in labor structure can only increase SLP when labor is shifted from low 

productivity to higher  productivity and the value of equation (1) will be greater than 0. The 

effect of labor restructuring in this case is called the "static shift effect". In traditional economic 

theory, the increase in SLP by moving labor structure from the agricultural sector to the higher 

productivity industry is called the "structural reward". That means the structural reward is built 

on the positive expectation on contribution of the static shift effect into productivity growth: 
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The second component, the effect of the decomposition of labor structure, is the "dynamic 

shift effect," as measured by the combination of changes in labor structure and labor productivity 

in sectors. If labor is shifted to not only high productivity but also high labor productivity 

growth, it will increase labor productivity growth rate, positive interaction effect will be 

amplified. Conversely, the interactive effect will be negative if the sector with high productivity 

growth can not maintain a high employment rate in the total labor force of the economy. In the 

case of such a negative effect, the "dynamic shift effect" component is used to evaluate the 

assumptions of  Baumol (1967 and 1985) of the "structural burden" in the redistribution of labor 

by sector. Assume that the structural burden is described by the system: 
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The third component of labor productivity growth is reflected in the third equation, 

reflecting the increase in SLP as the labor productivity of sectors improves under no transition 
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conditions on labor structure. In this case, labor productivity growth is the result of technical 

progress, improved management, improved labor quality, and increased levels of capital 

equipment for labor. Volatility of SLP in this case is the result of "endogenous labor productivity 

growth". 

The SSA method has been used for decades to analyze economic restructure in many 

economies. Bart van Ark (1995) used this method to analyze the labor productivity growth of 

eight Western European economies2 on the post-World War II, from 1950 to 1990, and 

compared to the United States. The results of labor productivity growth under three 

components as presented in equation (4) were made for two periods, from 1950 to 1973 and 

from 1973 to 1990 and then compared to the results of the two phases to assess the change of 

each component contributing to the labor productivity growth (Table 2). The above results in 

developed economies show that productivity growth of the sectors contributes the most to 

labor productivity growth. But the contribution of structural change is still significant for 

countries with a high share of agricultural labor, such as Spain and Italy, over the 40-year from 

1950 to 1990. 

In order to measure the contribution of each sector to overall labor productivity growth as 

well as to split the contribution of each SSA component into individual productive labor, Bart 

van Ark and Timmer (2003) divided the economy of seven Asian countries into 10 sectors and 

calculated for four phases of 1963-1973, 1973- 1985, 1985-1996 and 1985-2001 (Nguyen Thi 

Tue Anh, 2007). In general, the contribution of each sector to the overall labor productivity 

growth has changed over the studied periods. The general trend was that manufacturing and 

processing industries contributed the most to labor productivity growth in all countries, which 

was the driving force for growth during the period of 1963-2001. Even for Japan and other NICs 

like South Korea and Taiwan, the contribution of the manufacturing sector was still huge, 

especially in South Korea. In the recent period, from 1985 to 2001, the manufacturing industry 

still contributed to 60% of overall labor productivity growth in Korea. 

In Vietnam, Nguyen Thi Tue Anh (2007) used the general SSA methodology and GSO 

data to quantify the contribution of the sectors and structural shifts to the total labor productivity 

growth in Vietnam during 1991-2006. The results confirm the positive contribution of shift 

effects to the total labor productivity growth during 1991-2006. Considering the three-time 

period of the plan, increasing labor productivity sectors themselves (Intra effect) created a 

decrease in SLP growth, while the contribution of restructure increased. In 2006, this trend 

becames more balanced and labor productivity growth contributed more to productivity. In the 

five-year plan (1991 to 1995), intra-sector labor productivity growth contributed 73.3% to the 

SLP growth, then the five-year plan from 2001 to 2005 contributed 67.1% to structural change, 

which became the engine of productivity growth. 

Although SSA has been applied generally in the world, it still has limitations. Firstly, the 

SSA method was hypothesized that labor mobility across sectors did not change the productivity 

                                                 
2 Danmark, Western Germany, Italy, Netherlands, Sweden, Spain, England and French 
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of sectors. Secondly, the new SSA model disassembled the impact of labor shift on productivity 

growth but did not isolate the impacts of other resources such as capital, technology, especially 

the impacts of total factor productivity (TFP). This limitation prevents SSA method from 

offering the full explanation of the source of productivity growth. In addition, model of 

accounting SLP using SSA method does not analyzed the root of the problem because the output 

structure plays the role as a main factor in the relation with sectoral structure of labor. This result 

was found out in Phi (2014) based on the Vietnam’s database during 2006 -2012. In this study, 

we propose that the model of impact assessment for SLP considers as the output restructuring 

among sectors (measured in VA/GO ratio) in lieu of using the labor mobility that is regarded as a 

specific source (measured in sectoral labor productivity). The difference between our model and 

the SSA model is not just about variables, but about error risk in SSA accounting. That is 

because it cannot be guaranteed that labor mobility between industries does not cause any 

change in the productivity of industries. Further, although this model does not employ any 

particular resource as an analysis unit, it appears that the shift in the sectoral share in total output 

offers a much greater opportunity to exploit the effectiveneness of economic growth in a way in 

which a combination of resources and conditions selected may allow to reduce the rate of 

intermediate cost and thus increase the VA/GO ratio of sectors and have positive impact on the 

growth of SLP. That is considered as a driving force of productivity growth and the target of 

economic growth. Another benefit of the proposed model is the ability to link with the I-O model 

to develop forecasting models of SLP under the influence of the structure of final consumption 

of the economy. 

3. Model development and data description 

3.1. Model development 

We continue to denote several variables as follows: 

SLP, GDP and L stand for labor productivity, Gross Domestic Product and the number of 

labors working in the year, respectively. SLP is calculated through the equation below: 

1
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i i
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                            (3) 

in which, 
i

i

X
s

X
  represents the proportion of output value of sector i in total output value 

of the whole economy (X), (i= (1; n); vi is a proxy of value added rate of sector i: �� =
���

��
  in 

which VAi  means value added of sector i. 

Labor productivity growth at two different points in time is presented as follows: 
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In which, we denote �(���) =
�(���)

�(���)
; �(�) =

�(�)

�(�)
   as the average output value per worker at 

a given time of t+1 and t; then (4) is transformed into (5): 

( 1) ( 1) ( 1) ( )
( 1) ( )

1 1( )
( ) ( ) ( )

1

n nt t t t t t
x v s x v st t i i i iLP LP i iG LP nt t ttLP x v siii

  
  

   




      (5) 

Splitting the equation (5) results in the new one as follows: 
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       (6) 

Equation (6) shows the way of categorizing SLP into seven sub-fractions. More 

specifically: 

The first component of the equation (6) stands for the combination of differences in 

proportion of industries at two different points in time at t+1 and t in which the proportion of 

industries is based on the rate of value added of industries and the growth rate output value per 

worker at the given time. This fraction shows that increasing the proportion of industries with a 

high rate of value added along with reducing the proportion of those with a low rate of value 

added will cause improvement in SLP. In other words, the value of this fraction is higher than 0, 

and vice versa. The value of this fraction shows the contribution of the shift in output structure of 

industries to SLP growth. Similar with SSA, this kind of impact is called ‘static-shift effect’ 

meaning merely analyzing the impact when the change in sectoral structure of output is the only 

thing to occur. 

Component (2) presents the combination of differences in the rate of value added at two 

different points in time between t + 1 and t with the weights that are reflected through the 

proportion of industries and output value per worker at a given time. This fraction presents the 

SLP that is expected to rise when value added rate of industries is improved without the shift in 

both sectoral structure and output value per worker. In this case, SLP growth is considered as a 

result of advancement in economic growth quality through different ways such as reducing 

manufacturing activities, increasing processing activities along with the upgrading technology-

led contribution and effectiveness of total factor productivity. In other words, the change of SLP 

is, thus, named ‘improvement of intra-sectoral economic growth quality’. 
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Component (3) represents the contribution to SLP due to the increase in output value per 

worker at the time (t + 1) with the condition in which there is no change in sectoral structure and 

value-added rate of industries. The improvement of production output may come from the 

expansion of low-level processing activities hired by external parties or the increase of gross 

output of the entire economy coupled with the high proportion of industries with low value-

added rate.  

Not only does component (4) show the combination of changes in proportion, but also 

include the changes in value-added of industries. This fraction reflects the contribution resulted 

from the interaction between the change in proportion and value-added of industries. 

Accordingly, the value of this fraction is higher than 0 only when the shift in sectoral structure 

occurs in a way in which the proportion of the high-value-added industries is boosted. This kind 

of impact is called ‘dynamic shift effect’. 

Component (5) is the contribution of the increase in average output in the condition in 

which there exists an interaction with the change in value-added rate of industries. Clearly, the 

improvement of the output value per worker only causes an increase in SLP when value-added 

rate of industries is higher. 

The influence of the interaction between the increase in average output value and the 

change in proportion of industries on SLP is presented by the sixth component. Accordingly, the 

contribution will be higher than 0 when the increase of output per worker coupled with the 

expansion in high value-added-rate industries and reduction of industries with a low level of 

value-added. 

The seventh component stands for the contribution of three interactive factors including the 

shift in sectoral structure, the change in the rate of value-added among industries and output per 

worker. Obviously, if the level of output per worker is higher, productivity growth will be higher 

than 0 when there is a shift in sectoral structure towards expanding the industries with high rate 

of value added. This effect is more exaggerated when industries with high rate of value-added 

prevail in the whole economy.  

Splitting the increase of SLP described in equation (6) allows differentiating the 

contributions of three determinants to SLP such as: The shift in economic structure of industries, 

the change in the rates of value added among industries and average output per worker. If output 

per worker remains unchanged, equation (6) may be shortened to (7) as follows: 
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    (7) 

In other words, an estimation of the contribution of the shift in sectoral structure and the 

rate of value added of industries becomes succinct.  
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Further, equation (6) may provide a simulation-based estimation of SLP at a future certain 

time given the conditions regarding the shift in sectoral structure and the probability of 

improving multiplier coefficients of sectors. This method is advantageous because it does not 

require many data. Based on the data analysis in available I-O sheets (Bui Ba, C., Bui, T., & 

Duong Manh, H., 2014), the calculation requirements are easily met.  

Back to equation (5), �(���) =
�(���)

�(���)
 ���  �(�) =

�(�)

�(�)
 stand for output per worker at 

different points in time t+1 and t, respectively. Of which, X(t+1)and X(t) are indicated by I-O 

method.  
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Of which, ��
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 is final consumption of produced goods and services of sector i at time t.  

��
�(���)

 is final consumption of produced goods and services of sector i at time (t+1) 

bijis defined as the complete distribution coefficient of Leontief matrix 

∑ �����
�(�)

= ��
�
��� is the output of sector k at time t; 

∑ �����
�(���)

= ��
�
���  is the output of sector k at time (t+1). 

As a result, I-O matrix analysis can offer a prediction of gross output (X) of the economy 

and the value of output of sector (Xk) based on the change in components of final consumption 

of produced goods and services. After all, equation (6) provides a method for predicting the 

change of SLP at a future certain time.  

3.2. Data description 

Data used in this paper are collected from GSO during 2000-2017, I-O matrix sheets for 

2000, 2007 and 2012 in which the updated I-O sheet for the year of 2016 has been made by Bui 

(2016) based on I-O sheet released in 2012. The term ‘economic sector’ employed in this paper 

covers the level-I sectors described in the system of industrial economic in Vietnam regulated in 

the Decision 10/2007 issued on 23rd January 2007 including 21 economic sectors. To calculate 

the VA/GO for the years of 2000, 2007 and 2012, this paper attempts to synthesize and use the 

aggregated data of such sectors in I-O sheets.  

For sectoral structure, the proportion of sectors is presented through the rate between 

outputs of each sector and GO; the rate of value-added of sectors is calculated by value-added 

and output value (production price applied). This type of data is collected from above-mentioned 

I-O matrix sheets. The real annual average number of workers is extracted from the statistical 

yearbooks. 

Calculating and comparing indicators of SLP and the value of output per worker require an 

application of constant price. Due to the change of price in gross output’s components and the 
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limited access to database, we calculate these indicators based on interbank exchange rate for the 

years of 2000, 2007, 2012 and 2016 officially released by the State Bank of Vietnam.  

4. Empirical results and discussion 

To illustrate the method, the author performs the model calculation with the Vietnam data 

for the period 2000 - 2016. The I-O data and the actual number of labors of the whole economy 

allow to create a comparative table of indicators such as GO, GDP, output per worker and SLP. 

These indicators employ a current price and are measured in USD.  

Table 1: The Value of Output and labor productivity per worker 

Indicators 2000 2007 2012 2016 

GO (bil. VND, Current price) 948,296 2,861,116 9,157,2445 16,081,158 

GDP (bil. VND, Current price) 424,296 1,094,242 3,267,536 4,502,724 

VA/GO 0.4474 0.3825 0.3568 0.2800 

The number of labors (thousand) 37,609.6 45,208.0 51,422.4 53,302.8 

Interbank exchange rate (VND/USD)* 14,200 16,132 20,828 22,350 

The value of output/worker (USD) 1,776 3,923 8,550 13,499 

Labor productivity (USD/worker) 794.5 1,500.4 3,050.9 3,779.6 

Source: computed by the author based on data of I-O sheets and statistical yearbooks 

* The average interbank exchange rate officially released by The State Bank of Vietnam 

for the years of 2000, 2007, 2012 and 2016 

Table 1 shows that Vietnam's labor productivity during 2000 - 2016 witnessed a rapid 

increase from US$ 794.5/worker (2000) to US$ 3779.6/worker (2016). The average rate of SLP 

growth per worker in the period 2000-2007 was 9.51%, 15.25% for the period 2007 – 2012 and 

5.5% for the period 2012-2016. The labor productivity growth rates were calculated based on 

applying PPP method (data from I-O tables published by GSO) which is somewhat different 

from the results revealed in several previous studies. For example, Nguyen (2007) found that 

Vietnam's labor productivity growth was 4.25% in 2001, 6.04% in 2005 and the average growth 

rate was 4.9% in the period 2001-2005.  

Table 2: The Growth Rate of Output/worker and Labor Productivity 

Periods 
Growth rate of GO/worker measured in USD (%) SLP growth rate measured in USD (%) 

For the entire period Annual average For the entire period Annual average 

2000-2007 120.94 11.99 88.85 9.51 

2007-2012 117.94 16.86 103.33 15.25 

2012-2016 57.88 12.09 23.89 5.50 

Source: Calculated by the author from the data of I-O tables and statistical yearbooks 

Results in Table 2 reveal that the growth rate of labor productivity of Vietnam has not been 

stable over time and tends to decrease to the lowest level over the past 5 years with an increase 



2301 

rate of approximately 5.5% per year. The critical question needs to be answered is: ‘what causes 

this status? The process of restructuring the economy, in which how policies towards 

restructuring the economy have influenced SLP growth in Vietnam?’ By the method of 

accounting of SLP described above, results are expressed in Table 3 as follows: 

Table 3: Calculating and splitting the contribution of factors  

to labor productivity growth, 2000 - 2016 

 

Indicators 

2000 - 2007 2007 - 2012 2012 - 2016 

Contribution 
(%) 

Share(%) 
Contribution 

(%) 
Share 
(%) 

Contribution 
(%) 

Shares(%) 

SLP growth rate 88.84 100 103.36 100 23.89 100 

The shift in sectoral structure -9.45 -10.64 -1.53 -1.48 -1.46 -6.11 

Change in VA/GO ratio -7.66 -8.62 -4.12 -3.99 -20.46 -85.64 

The growth of GO/worker 120.89 136.07 117.95 114.11 57.89 242.32 

Structure and the proportion 
of VA in GO 

2.60 2.93 -1.05 -1.01 0.38 1.59 

Change in VA/worker and 
GO/worker 

-9.25 -10.42 -4.86 -4.7 -11.83 -49.52 

The shift in sectoral structure 
and GO/worker 

-11.43 -12.86 -1.8 -1.74 -0.85 -3.56 

Aggregated effect of 3 
factors 

3.14 3.54 -1.23 -1.19 0.22 0.92 

Source: Calculated from the data of I-O tables and statistical yearbooks 

Table 3 shows that in all three investigated periods, Vietnam's labor productivity has 

increased at a relatively high rate, mainly thanks to an increase in the average output value per 

worker. The average growth rate of output value per worker is much higher than that of SLP 

growth in all three investigated periods. Economic sectoral restructuring and the VA/GO ratios 

of the sectors have negative impacts on SLP growth. In other words, Vietnam's economy has 

largely depended on input increases and has low-productivity labor.  

A further analysis offers an unpromising prospect for SLP growth of Vietnam’s economy. 

Over the three studied periods, the contribution of an increase in output per worker to SLP 

decreased slightly from 136.07% in 2000 to 114.11% in 2012, and then increased to 242.32% in 

2016. This result shows that the contribution of economic restructuring and value-added has 

experienced a declining trend over the past few years. This result is further strengthened by 

considering the general VA/GO ratio of the economy (shown in Table 1): VA/GO ratio of the 

economy has continually declined from 44.74% in 2000 to 38.25% in 2007, 35.68% in 2012 and 

only 28% in 2016. Regarding the economic restructuring, using the "Vector Factor" method, 

UNIDO (2009) demonstrates that the shift in economic sectoral structure of Vietnam is slow. 

More clearly, it was 11% during 2000-2007, 6.53% for 2007-2012, and 3.47% for the period 

2012-2016. More noticeably, it appears that there exists a reduction of VA coefficient of 

industries, combined with the slow restructuring that has not aimed at increasing the proportion 

of industries with a high level of value-added. Therefore, it hindered the improvement of SLP.  
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The change of VA coefficients among sectors has witnessed a downward trend of VA/GO 

ratio in many industries. Particularly in the 2012-2016 period, this declining trend occurred in all 

sectors. This trend is illustrated in the table 4. 

Table 4: Changes in VA Coefficient of Sectors 

Unit: % 

Sectors 2000-2007 2007-2012 2012-2016 Sectors 2000-2007 2007-2012 2012-2016 

1 -24.25 -1.74 -7.98 12 -16.4 8.33 -12.31 

2 -29.54 5.22 -7.7 13 3.65 9.52 -16.69 

3 -31.52 4.66 -6.31 14 12.48 -5.35 -14.5 

4 2.16 -26.52 -9.77 15 -10.69 0.75 -12.2 

5 -0.05 -0.2 -4.59 16 9.56 12.89 -15.98 

6 -8.41 10.6 -14.85 17 -3.92 16.77 -17.1 

7 4.91 -1.86 -6.3 18 -18.52 -1.32 -9.23 

8 13.61 -3.86 -13.29 19 -9.7 15.33 -13.94 

9 -10.18 -4.37 -7.7 20 -17.55 -4.53 -11.05 

10 10.98 -26.7 -7.91 21 1.53 29.79 -19.1 

11 -6.96 -14.48 -7.38     

Source: Calculated from I-O data for all sectors listed in Table 5 

Table 5: System of Economic Sectors in Vietnam 

 Sectors  Sectors  Sectors 

1 
Agriculture 

8 Wholesale and retail trade; repair 
of motor vehicles and motorcycles 

15 Administrative and support service 
activities 

2 

Forestry 

9 

Transportation and storage 

16 Activities of Communist Party, socio-
political organizations; Public 
administration and defense; compulsory 
security 

3 
Fishing 

10 Accommodation and food service 
activities 

17 
Education and training 

4 Mining and quarrying 11 Information and communication 18 Human health and social work activities 

5 
Manufacturing 

12 Financial, banking and insurance 
activities 

19 
Arts, entertainment and recreation 

6 Electricity, gas, steam 
and waste 
management 

13 

Real estate activities 

20 

Other service activities 

7 
Construction  

14 Professional, scientific and 
technical activities 

21 
Paid domestic work in households 

       Source:  Government of Vietnam (2007) 

Using equation (6), we calculate the SLP and present in Table 3. However, on the one 

hand, Table 3 only sheds light on the aggregated contribution of the components. On the other 

hand, it does not provide the specific effect of each component on SLP or the correlation among 

them. To highlight the contribution of economic restructuring to SLP, it is critical to divide the 

impacts into "static" and "dynamic" impacts. Static impact is defined because of a shift in the 

economic structure towards increasing the proportion of the sector with high value-added along 
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with reducing the share of the sectors with low level of value-added. The ‘dynamic’ impact is 

driven by the increase in the share of the industry which has a higher growth rate in the VA/GO 

ratio while at the same time reducing the share of the industry with low growth rate of VA/GO 

ratio. In other words, the "dynamic" impact is created when a sector has both increased its 

VA/GO ratio and advanced its share in the overall economy. The following table decomposes the 

aggregated impacts into two separate impacts. 

Table 6: Analysis of ‘Static’ and ‘Dynamic’ Impacts on Labor Productivity 

Unit: % 

Periods 

Growth 
rate of 
SLP 

 

Contribution to SLP through ‘static’ and ‘dynamic’ impacts 

Change in VA/GO ratio 
Increase in 

output/worker 

The shift of economic structure 

Net 
contribution 

‘static’ 
contribution 

‘dynamic’ 
contribution 

Net 
contribution 

‘static’ 
contribution 

‘dynamic’ 
contribution 

2000-
2007 

88.84 
-16.91 

-7.66 -9.25 120.89 
-15.14 

-9.45 -5.69 

2007-
2012 

103.36 
-8.98 

-4.12 -4.86 117.95 
-5.61 

-1.53 -4.08 

2012-
2016 

23.89 
-32.29 

-20.46 -11.83 57.89 
-1.71 

-1.46 -0.25 

Source: Calculated by the author from the data of I-O tables and statistical yearbooks 

Table 6 shows the net contribution of the factors, as well as the "static" and "dynamic" 

effects. For example during 2000-2007, the net impacts of the economic structure on labor 

productivity were-15.14%, of which the "static" impact was -9.45% and the "dynamic" effect 

was -5.69%. That means that the change in economic structure reduced labor productivity 

growth by 15.14%, of which the independent effect decreased by 9.45% and the integrated effect 

between growth of sectors and productivity declined by 5.69%. Obviously, the decrease of 

VA/GO ratio coupled with the increase in the value of output per worker leads to a more 

negative net contribution of economic structural changes. A similar analysis is for VA/GO ratios 

of industries in two other periods. The declining trend of VA/GO ratio and economic 

restructuring are visualized in Figure 1 and Figure 2 below: 

 

Figure 1: Value Added coefficient of sectors 

Source: Calculated from I-O tables for the years 2000, 2007, 2012 and 2016 
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Figure 2: The Proportion of Sectors in Investigated Periods 

Source: Computed from from the I-O data 

Four important conclusions are from Table 6 as follows: Firstly, although the changes in 

economic structure have negative effects on SLP growth, this effect tends to decrease over 3 

analyzed periods. The negative but declining trend of ‘static’ contribution to SLP growth reveals 

that the shift in economic structures has been moving slowly on the right track. That means that 

there is no major changes in the shares of low-level VA industries.  

Secondly, the "dynamic" contribution was negative, indicating a negative impact on SLP 

growth. Nonetheless, the negative impacts experienced a decrease from -6.4% (2000-2007) to -

3.95% (2007-2012) and then to -1.05% (2012-2016). It results from the impacts of two 

processes: it does not sufficiently reduce shares low VA industries, and the low VA industries 

account for significant shares and slowly reduce. Especially as mentioned above, during the 

studied periods, the VA/GO ratio has significantly declined in most sectors. 

Thirdly, the net contribution to SLP growth is negative, and it implies an adverse effect on 

SLP growth. It is worth noting that the negative contribution increased during 2012-2016 by 

135.16%. Of which, the contribution of "static" and "dynamic" impacts were -85.63% and -

49.53%, respectively. Thus, the large adverse impacts on SLP resulted from sectoral VA/GO 

ratios, especially during 2012-2016. It indicates that the growth quality is low, mainly based on 

increases of input mobility without making good use of contribution of TFP.  

Finally, the growth of SLP was primarily a result from increase in output per worker. 

Ironically, the growth rate of output per worker is much higher than that of SLP. For instance, 

the growth rate of output per worker is 121%; 118% for the period 2007-2012, and 58% for 

2012-2016 along with relatively lower growth rates of SLP in the same reference periods are 

88.84%, 103.36%, 23.89%, respectively. The increase in growth rate of output per worker 

without the corresponding to increases in SLP growth can be explained by the increases in 

economy size, increases in the intermediate costs, a minimal change in economic structure, 

changes in export markets, and other external factors, of which the economic structural changes 

play a critical role. 
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5. Conclusion and recommendations 

The study proposes a model for analyzing contributions of economic sector restructuring to 

the labor productivity growth. By decomposing the SLP growth, this paper develops equations 

for labor productivity growth, which consists of components grouped in: the shift in economic 

structure, sectoral change of VA/GO ratios, the growth rate of output per worker. Components 

present as the "net" contribution of the factors, which includes "static" and "dynamic" effects. 

The proposed model successfully reflects the contribution of factors and the economic structural 

change to the SLP growth. Although no specific resource is included in this model, the shift 

shares of industries in gross output provides opportunities to exploit economic efficiency by 

resource re-allocation, reduce in intermediate cost, and increase in added-value. That is a driving 

force of labor productivity growth. Another benefit of the proposed model is its ability to link 

with the I-O model to develop SLP forecasting models based on influence of final consumption 

structure in the economy.  

Based on the proposed model, empirical results show the contribution of output per worker 

to the SLP growth. The contribution of economic structural change is unfavorable and hindering 

SLP growth, of which "static" impacts are greater than the "dynamic" impacts. It implies a rapid 

shift in the economic structure towards increasing shares of high VA/GO ratio sectors. At the 

same time, selecting the industries with  high value-added become a center of policy making 

process to promote SLP growth.  

The results also show that the impact of endogenous capacity of sectors on productivity 

growth declines. Over time, the fall of sectorial added-value-rate not only reduces the “static” 

impact on SLP growth, but also, combined with sectorial restructure, decreases "dynamic" 

impacts on SLP growth. There is a need to improve the quality of economic growth in the sectors 

via taking industries competitive advantages and by applying advanced technology of the 

production. 

Labor productivity growth is an interesting issue, but the SLP growth is slow. In order to 

rapidly improve SLP growth and reduce the absolute gap compared to other countries in the 

region (WB, 2016), it is necessary to carry out synchronous and consistent measures, in which 

the focus is on launching policies towards economic restructuring. It is therefore necessary to 

further reduce the shares of agriculture by rapidly developing non-agricultural sectors such as 

industry and construction, and services. In agricultural sector, it is critical to speed up the process 

of sub-sector restructuring towards high VA industries, moving agricultural labor to non-

agricultural sectors. In industry and construction sectors, priority should be given to the 

development of processing industries with high added-value and concentrated on modern science 

and technology to rapidly increase VA/GO ratios. Service sector should engage with more 

advanced technology, reduce intermediary costs, and more efficiently use labor. Thus, it is 

necessary to speed up reforms to overcome the "bottlenecks" and "barriers" related to institutions 

and administrative procedures. 
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Abstract: Executing strategy has always been a challenge for organizations across 

industries. It is obvious that the execution phase manifests the strategic intent of a company 

through various tactical and competitive actions to achieve the desired results on the way to 

success of any enterprise, which otherwise may remain as distant dreams. In the context of small 

and medium sized enterprises (SMEs) in Vietnam, there is little research on the rate of success 

and the barriers to strategy execution. Thus, this paper attempts to identify the barriers to 

effective strategy execution in SMEs, particularly in Quang Nam province, and explore the 

relationship of the barriers with the success of strategic decision. A questionnaire survey was 

administered to 500 SMEs in Quang Nam, and 237 companies responded. Results of the survey 

show that form of enterprise and capital size when considered as control variable in regression 

model has some effect on the relationship between barriers to strategy execution and success of 

the strategy. In light of the findings, some recommendations were raised for the companies to 

implement their strategies successfully in an increasingly competitive business environment. 

Recommendations include estimating the probability of looming problems, training staff and 

communicating strategy documents. 

Keywords: barriers, strategy execution, strategic management, SMEs, Quang Nam 

province, Vietnam 

 

1. Introduction 

Strategic management is viewed as the set of decisions and actions that results in the 

formulation, implementation and control of plans designed to achieve an organization’s vision, 

mission, strategy and strategic objectives within the business environment in which it operates 

(Pearce and Robinson, 2007). Strategy implementation is an integral component of the strategic 

management process and is viewed as the process that turns the formulated strategy into a series 

of actions and then results to ensure that the vision, mission, strategy and strategic objectives of 

the organization are successfully achieved as planned. Whereas crafting strategy is largely a 
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market-driven activity, implementing and executing strategy is primarily an operations-driven 

activity revolving around the management of people and business processes (Thompson et al., 

2010). The implementation phase, during which complex problems may arise and hinder the 

completion of the business strategy, is believed to be the foremost challenging period for all 

businesses. Nevertheless, the formulation side of the strategy has drawn so much attention of 

researchers, that there have been numerous studies on strategy formulation while few are on 

strategy implementation (Alexander 1985; Al-Ghamdi 1998, Beer and Eisenstat 2000, DeLisi 

2001, Hrebiniak 2006, Cater 2010). Until the two recent decades, research has indicated that 

strategy implementation, rather than strategy formulation alone, been a key requirement for 

superior business performance (Holman 1999; Kaplan & Norton 2000). In addition, there is 

growing recognition that the most important problems in the field of strategic management are 

not related to strategy formulation, but rather to strategy implementation (Flood et al. 2000), and 

that the high failure rate of organizational initiatives in a dynamic business environment is 

primarily due to poor implementation of new strategies. Thus, it is essential to identify the real 

barriers to strategy implementation in organizations so that appropriate solutions may be 

suggested for the success of strategy implementation phase. 

Recently, Vietnamese enterprises managers have been aware of the significance of strategy 

formulation and put much effort in crafting their business strategies. Unfortunately, only a few 

companies succeeded in executing their strategies due to a lot of reasons. This undeniable fact 

has led to the rationale for the study in order to figure out the problems, which impeded the 

strategy execution in Vietnamese SMEs, particularly in Quang Nam province. Based on the 

statistics of Quang Nam People’s Committee, as of December 2017, there was 5.293 enterprises 

have been doing business of which mostly are of small and medium scale. Micro enterprises 

(with less than 10 employees) has accounted for nearly 50 percent of the total number of 

enterprises. In terms of capital size, over 50 percent of enterprises has less than 5 billion VND, 

and most of them are private companies, which reach the number of 5.126 enterprises. As a 

consequence of small scale, enterprises are lacking of strategy, they are still facing a lot of 

difficulties due to the unawareness of the barriers in the execution process. For instance, in the 

PCI ranking of 2016, Quang Nam took the tenth position out of 63 provinces. However, some 

aspects were scored very low such as business support activities, dynamism, and unofficial cost. 

Such low scores reflects doomy difficulties from the external environment, which regard to 

inside barriers.  

Acknowledging the above rationale, the primary objective of this research is to pinpoint 

the recurring execution strategic problems in Quang Nam SMEs and assess their influence on the 

successful execution of company strategy. This empirical study, thus, may be helpful in 

identifying facilitative mechanisms and solutions that reduce recurrent implementation problems 

and provide guidelines on how to cope with those problems for SMEs. 

The rest of this paper is organized as follows: In the Section 2, we present the theoretical 

background and research model. Section 3 mentions the methodology to do the empirical 

experiment, describes sampling method and variables used in the estimation. Some findings 

would be discussed in Section 4. Section 5 is the conclusion and the future work. 
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2. Theoretical background and research model 

2.1. Barriers to strategy execution 

During recent decades, many studies have been conducted to identify potential strategy 

implementation problems. Research by Alexander (1985) in more than ninety American 

companies identified twenty-two major barriers to strategy implementation, of which ten were 

cited by over 50 percent of firms sampled as major problems. They are included as follow: 

(1) Implementation took more than originally allocated. 

(2) Major problems surfaced which had not been identified earlier. 

(3) Competing activities distracted attention from implementing this decision 

(4) Uncontrollable factors in the external environment had an adverse impact on 

implementation. 

(5) Leadership and direction provided by departmental managers were inadequate. 

(6) Key implementation tasks and activities were not sufficiently defined. 

(7) Information systems used to monitor implementation were inadequate. 

(8) Co-ordination was not sufficiently effective. 

(9) Capabilities of employees involved were insufficient. 

(10) Training and instruction given to lower level employees were inadequate.  

In a similar study, Al-Ghamdi (1998) replicated and extended Alexander’s study to 

research fifteen mentioned implementation problems in companies in the UK and found that six 

strategy implementation problems were experienced by over 70% of the sample group of firms 

of which the top three problems are (1) implementation took more time than originally allocated, 

(2) major problems surfaced which had not been identified earlier, (3) competing activities 

distracted attention from implementing this decision.  

Moreover, Hansen et al. (1998) in their case studies identified additional implementation 

problems such as (1) failing to periodically alter the plan or adapt it to changes in the business 

environment (2) deviation from original objectives and (3) lack of confidence about success.  

Beer and Eisenstat (2000) found “six silent killers of strategy implementation” which are 

(1) top-down or laissez-faire senior management style, (2) unclear strategy and conflicting 

priorities (3) ineffective senior management team, (4) poor vertical communication, and (5) poor 

coordination across functions, businesses or borders, and (6) inadequate down-the-line 

leadership skills and development.  

Research by DeLisi (2001) revealed several other potential reasons for the failures in 

strategy execution. These included: (1) lack of knowledge of strategy and the strategy process; 

no commitment to the plan; (2) the plan was not communicated effectively; (3) people are not 

measured or rewarded for executing the plan; (4) the plan is too abstract, people can’t relate it to 
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their work; (5) people are not held accountable for execution; (6) senior management does not 

pay attention to the plan; (7) reinforcers, such as culture, structure, processes, IT systems, 

management systems and human resource systems, are not considered, and/or act as inhibitors; 

(8) people are driven by short-term results.   

Brannen’s (2005) concluded that in order to improve execution certain issues have to be 

tackled. These include inadequate or unavailable resources, poor communication of the strategy 

to the organization, ill-defined action plans, ill-defined accountabilities, and 

organizational/cultural barriers. Brannen’s survey revealed another significant obstacle to 

effective strategy implementation namely, “failing to empower or give people more freedom and 

authority to execute.”  

Hrebiniak (2006) reported relatively similar results from two surveys where he found the 5 

main barriers to strategy execution to be (1) the inability to manage change effectively and 

overcome the resistance to change, (2) poor or vague strategy, (3) not having guidelines or model 

to guide strategy implementation, (4) trying to execute strategy that conflicts with the existing 

power structure, and (5) unclear responsibility or accountability for implementation decisions or 

actions. Additionally, Hrebiniak identified some factors that  cause barriers to successful strategy 

implementation including: (1) lack of feelings of "ownership" of a strategy or execution plans 

among key employees; (2) lack of understanding of the role of organizational structure and 

design in the execution process; (3) inability to generate "buy-in" or agreement on critical 

execution steps or actions; (4) lack of incentives or inappropriate incentives to support execution 

objectives; (5) insufficient financial resources to execute the strategy. 

Furthermore, O’Regan and Ghobadian (2007) studied the implementation process in small 

and medium sized enterprises in the electronics and engineering sectors UK and found eight 

major barriers. Five out of these barriers are internal factors such as (1) communication was 

inadequate; (2) implementation took longer than anticipated; (3) a short fall in employees 

capabilities; (4) overall goals of strategy were not well enough understood by staff; (5) co-

ordination of implementation was not effective enough. The remaining three barriers are 

attributed to external factors consisting of (1) crises distracted attention from implementation; (2) 

unanticipated external problems arose, and (3) external factors impacted on implementation.  

Koseoglu et al. (2009) in an effort to discover the causes of strategies failing to success 

found that most importance issues in the implementation process are related to organizational, 

individual and managerial aspects. The authors concluded that factors relating to strategy 

implementation process did not seem to be more influential than those of strategy formulation 

process in explaining strategic failure. Also in this study, the most important problems in the 

formulation process are “Lack of consensus among decision makers”, “Lack of identification of 

major problems”, “Lack of effective role formulators, “Unsuitable training system” and “Unclear 

regulation and executive policies.” Moreover, it was found that the most important reason for the 

failure experienced during strategy implementation process is the organizational issues. The 

most commonly experienced problems concerning the organizational issues are “Incompatible 



organizational culture”, “Competing activities among people”, “Lack of adequate 

communication”, “Lack of effective co

Additionally, a survey conducted by Cater (2010) in 172 Slovenian companies showed that 

managers mostly rely on planning and organizing activities when implementing strategies, while 

the biggest barriers to strategy execution is poor leadership. He also concluded that 

barriers to strategy execution in the forms of inadequate leadership skills and employees' 

reluctance to share their knowledge have a negative influence on performance, while adapting 

the organizational structure to the selected strategy as an activity for st

a positive influence on performance. 

In conclusion, it can be seen from all previous studies that a lot of barriers are identified in 

the strategy implementation process. In this paper, a list of forty

mostly from the study of Alexander (1985), Al

Appendix).  

2.2. Research model and hypotheses

From literature review, it is clear that many factors hinder the strategy execution process of 

an enterprise. These hindrances are classified into several categories depending on the purpose of 

analysis. In this paper, the authors classify 45 barriers to strategy execution into five groups, 

which including: managerial barriers, individual barriers, resources barriers, organiza

barriers and external barriers. These barriers are assumed to have negative impact on the 

successful execution of company strategy. Thus, the 

The following hypotheses are develope

H1: Managerial barriers have negative impact on strategy success

H2: Individual barriers have negative impact on strategy success

H3: Resources barriers have negative impact on strategy success

H4: Organizational barriers have negative imp

H5: External barriers have negative impact on strategy success

organizational culture”, “Competing activities among people”, “Lack of adequate 

communication”, “Lack of effective co-ordination” and “Lack of adequate information system”.

onducted by Cater (2010) in 172 Slovenian companies showed that 

managers mostly rely on planning and organizing activities when implementing strategies, while 

the biggest barriers to strategy execution is poor leadership. He also concluded that 

riers to strategy execution in the forms of inadequate leadership skills and employees' 

reluctance to share their knowledge have a negative influence on performance, while adapting 

the organizational structure to the selected strategy as an activity for strategy implementation has 

a positive influence on performance.  

In conclusion, it can be seen from all previous studies that a lot of barriers are identified in 

the strategy implementation process. In this paper, a list of forty-five barriers is synthesize

mostly from the study of Alexander (1985), Al-Ghamdi (1998), and DeLisi (2001) (see 

2.2. Research model and hypotheses 

From literature review, it is clear that many factors hinder the strategy execution process of 

ces are classified into several categories depending on the purpose of 

analysis. In this paper, the authors classify 45 barriers to strategy execution into five groups, 

which including: managerial barriers, individual barriers, resources barriers, organiza

barriers and external barriers. These barriers are assumed to have negative impact on the 

successful execution of company strategy. Thus, the research model is proposed as in Figure 1.

Figure 1: Research model 

The following hypotheses are developed in this study: 

H1: Managerial barriers have negative impact on strategy success 

H2: Individual barriers have negative impact on strategy success 

H3: Resources barriers have negative impact on strategy success 

H4: Organizational barriers have negative impact on strategy success 

H5: External barriers have negative impact on strategy success 
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organizational culture”, “Competing activities among people”, “Lack of adequate 

ordination” and “Lack of adequate information system”. 

onducted by Cater (2010) in 172 Slovenian companies showed that 

managers mostly rely on planning and organizing activities when implementing strategies, while 

the biggest barriers to strategy execution is poor leadership. He also concluded that greater 
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rategy implementation has 

In conclusion, it can be seen from all previous studies that a lot of barriers are identified in 
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From literature review, it is clear that many factors hinder the strategy execution process of 

ces are classified into several categories depending on the purpose of 

analysis. In this paper, the authors classify 45 barriers to strategy execution into five groups, 

which including: managerial barriers, individual barriers, resources barriers, organizational 

barriers and external barriers. These barriers are assumed to have negative impact on the 

research model is proposed as in Figure 1. 
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In addition, some control variables are also put into the regression model including 

company field of business, number of employees, capital size, number of years since 

establishment.  

3. Methodology 

A questionnaire survey was conducted in Quang Nam province during May and June, 2018 

to gather data for hypotheses testing. The questionnaire is divided into three parts. Part 1 has four 

questions about the company field of business, number of employees, capital size, number of 

years since establishment. Part 2 focuses on the recent strategic decision which has been 

implemented in the company and the recurrent problems that hinder the strategy execution. The 

45 strategy execution barriers were included as questionnaire items. Most frequent strategic 

decisions were included such as acquiring or merging with another company, introducing a new 

product or service, opening and starting up a new plant or facility, changing the location of the 

company, expanding operations to enter a new market, discontinuing a product or withdrawing 

from a market, changing the strategy in an operational department, etc. The respondent was 

requested to choose the most recent strategic decision among the mentioned decisions about 

which he or she had a great deal personal knowledge or involved in implementation. Then Likert 

five-point scale is used to evaluate the influence of the barriers to strategic decision execution. 

Respondent choices range from 1 to 5 where 1 = “Not influential”, 2 = “Little influential”, 3 = 

“Medium influential”, 4 = “Rather high influential”, 5 = “High influential”. Part 3 is designed 

to assess the overall success of the strategy execution process based on five criteria which are the 

achievement of strategic objectives of market share, financial ratios, budget, timeframe and 

overall strategic targets. The five-point scale is used where 1 = “Very low successful” and 5 = 

“Very highly successful”.  

500 questionnaires were sent to SMEs in Quang Nam province. After nearly two months, 

237 questionnaires were returned reaching the response rate of 47.4 percent. The relatively low 

response rate was attributed to the nature of the survey about strategy execution which is 

considered as a sensitive area for managers. All the responded questionnaires were valid and 

used for statistical analysis in SPSS software version 20.0.  

4. Findings and Discussion 

4.1. Sample profile 

The industry structure of the sample is distributed into 4 sectors: processing (56.1 percent); 

construction (27.4 percent); agriculture, forest and aquaculture (16 percent); and mining (0.4 

percent). Moreover, the largest group that participated in the study was Cooperatives (45.1 

percent) while the smallest group is Private company (1.3 percent). Regarding the company size, 

65.4 percent of the respondents have less than 20 employees, and only 5.1 percent have more 

than 200 employees. In terms of experience, most of the surveyed companies (34.6 percent) had 

more than 5 years of operations.  

  



2313 

Table 1: Frequency of strategic decision 

Decision Number Percent 

Acquire or merge with a company in the same industry 22 9.3 

Diversify business into other industries 43 18.1 

Discontinue a product or withdraw from a market 10 4.2 

Open and start a new branch or facility 10 4.2 

Expand business to enter a new market 38 16.0 

Change location of the company 14 5.9 

Change cost structure to reduce unit price 34 14.3 

Differentiate current product lines 10 4.2 

Hire more technicians to develop new products 31 13.1 

Implement branding strategy 19 8.0 

Change strategy at a functional department 3 1.3 

Find a new source of key materials 3 1.3 

Source: Authors’ analysis from survey results 

As shown in Table 1, three most frequent strategic decisions among the surveyed 

companies are “diversify business into other industries” (18.1 percent), “expand business to enter 

a new market” (16.0 percent), and “change cost structure to reduce unit price” (14.3 percent). 

While the two least frequent strategic decisions are “change strategy at a functional department” 

and “find a new source of key materials”.  

4.2. Results of reliability test and EFA analysis 

Verification of scale reliability is based on Cronbach's alpha. Cronbach's alpha test results 

show that the Cronbach’s alpha value of all scales were greater than 0.6, ranging from 0.910 to 

0.976. In addition, the coefficients of the variables in the scales are greater than 0.3. Thus, these 

variables meet the requirements of reliability for further analysis (see Table 2). 

Table 2:  Results of scale reliability test  

Factors Cronbach’s alpha Number of items 

Managerial barriers (M_Bar) 0.910 6 

Individual barriers (I_Bar) 0.957 9 

Resources barriers (R_Bar) 0.927 8 

Organizational barriers (O_Bar) 0.976 12 

External barriers (E_Bar) 0.945 11 

Strategy success (SS) 0.940 5 

Source: Authors’ analysis from survey results 

Moreover, to test the validity of scales, EFA analysis was done with the 5 scales of barriers 

to strategy execution (M_Bar, I_Bar, R_Bar, O_Bar and E_Bar). The standard for EFA test is 
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that the Eigen value must be greater than 1, and the correlation coefficient must be at least 0.5. 

When EFA analysis was run, several variables did not meet the requirements of uniqueness and 

validity. The removed variables from the scales include M7, I3, I7, I8, R1, O1, E7. Results of 

EFA analysis is shown in Table 3 below. 

Table 3: Exploratory Factor Analysis of barriers to strategy execution 

 

Component 

1 2 3 4 5 

M1 0.571     

M2 0.616     

M4 0.570     

M5 0.540     

M6 0.508     

I1   0.520   

I2   0.675   

I4   0.694   

I5   0.620   

I6   0.533   

I9   0.570   

R2    0.622  

R3    0.616  

R4    0.693  

R5    0.673  

R6    0.771  

R7    0.701  

R8    0.637  

O2  0.510    

O3  0.601    

O4  0.559    

O5  0.721    

O6  0.714    

O7  0.558    

O8  0.550    

O9  0.581    

O10  0.572    

O11  0.600    

O12  0.574    
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Component 

1 2 3 4 5 

E1     0.583 

E2     0.652 

E3     0.695 

E4     0.762 

E5     0.736 

E6     0.672 

E8     0.593 

E9     0.594 

E10     0.567 

E11     0.570 

Source: Authors’ analysis from survey results 

4.3. Results of hypothesis test 

To test the hypotheses about the effect of barriers to strategy execution on strategy success 

(SS), regression analysis was performed in SPSS20.0 software and gave the following results 

(see Table 4). 

Table 4: Results of regression analysis 

 Model 1 Model 2 

Independent variables   

Constant 1.536 2.348 

Managerial barriers (M_Bar) 0.134 0.045 

Individual barriers (I_Bar) 0.161 0.267** 

Resources barriers (R_Bar) - 0.168 - 0.083 

Organizational barriers (O_Bar) 0.215* 0.075 

External barriers (E_Bar) 0.156* 0.126 

Control variables   

Field of business  0.052 

Form of enterprise  - 0.117*** 

Number of employee  0.031 

Capital size  - 0.361** 

Number of years since establishment  - 0.038 

R2 0.360 0.465 

Adjusted R2  0.346 0.442 

F 25.868 19.581 

*Sig.<0.05           **Sig.<0.01     ***Sig.<0.001 

Source: Authors’ analysis from survey results 
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As shown in Table 4, results from regression analysis indicate that when control variables 

are not put in the model, two variables O_Bar and E_Bar have the positive impact on SS. 

However, when five control variables are put in the model, the value of estimates changes. In the 

full model, only three factors have impact on strategy success (SS) which are individual barriers 

(β2 = 0.267, Sig. = 0.002), form of enterprise (β7 = - 0.117, Sig. = 0.000), capital size (β9 = - 

0.361, Sig. = 0.009). It is notable that individual barriers are positively influential on strategy 

success. So even though the regression model estimate for this variable is significant, the 

hypothesis H2 is rejected.  

In conclusion, regression analysis shows that all hypotheses from H1 to H5 are rejected 

because there are not enough statistics to verify negative impact of the independent variables 

(M_Bar, I_Bar, R_Bar, O_Bar, E_Bar) on strategy success (SS).  

4.4. Descriptive statistics of barriers to strategy execution 

Mean value of independent variables will give more information of how the barriers affect 

the success of the strategy (see Table 5).  

Table 5: Descriptive statistics of barriers to strategy execution 

Factors  Mean Standard deviation 

Managerial barriers (M_Bar) 2.615 1.149 

Individual barriers (I_Bar) 2.753 1.029 

Resources barriers (R_Bar) 2.688 0.967 

Organizational barriers (O_Bar) 2.383 1.057 

External barriers (E_Bar) 2.510 0.967 

Source: Authors’ analysis from survey results 

Table 5 reveals the fact that individual barriers rank the first among the five types of 

barriers (Mean = 2.753) while external barriers rank the lowest (Mean = 2.510). All five types of 

barriers have mean value less than 3.0. Thus, it means that surveyed company managers do not 

think that their strategy implementation can be strongly hindered by the barriers.  

In addition, this study also discovers the most influential barriers to SMEs in Quang Nam 

province. Table 6 shows more details of 10 most influential barriers. 

Table 6: Ten most influential barriers to strategy execution 

Rank Code Barrier Mean 

1 O9 Departments compete each other for benefits 3.139 

2 E2 Bank interest rate changes 2.928 

3 O7 Cooperation between departments is ineffective 2.928 

4 I2 Employees are incapable to execute strategy 2.895 

5 E11 The emergence of substitute products affects the strategy 2.864 

6 I9 Employees lack commitment to strategy 2.835 

7 I5 Employees do not want to change 2.768 

8 I6 Employees do not understand company strategy 2.726 

9 E5 Tax regulation changes 2.717 

10 I4 Employees object the strategy  2.713 

Source: Authors’ analysis from survey results 



Among the 10 most influential barriers, it is seen that the competition among departments 

in a company may cause the highest influence on strategy execution (Mean = 3.139). Moreover, 

5 out of 10 most influential barriers are individual barriers.

Regarding the success of strategy, the mean value of SS variable is 2.779 so it implies that 

SMEs in Quang Nam mostly repor

strategy in terms of market share (Mean = 2.810), financial aspect (Mean = 2.696), budget (Mean 

= 2.725), timeframe (Mean = 2.759) and overall strategic objectives (Mean = 2.903).

4.5. Discussions and implications

On the basis of data analysis in previous parts, some major findings of this study are 

discussed as followings.  

Firstly, it is interesting that all assumed barriers to strategy execution finally could not be 

verified to have negative impact

Particularly, individual barriers are shown to positively influence the strategy success of 

surveyed SMEs. In other word, the higher the individual barriers, the more successful the 

strategy is. Further discussion can be made when we examine the mean value of each barrier in 

this group (see Figure 2). 

Figure 2:

In Figure 2, all six barriers seem to have medium influence on strategy execution of SMEs 

as all mean values are less than 3.0. The two most influential barriers are 

incapable to execute strategy” (Mean = 2.895) and 

(Mean = 2.835). While the lowest one is 

2.582). It is clear that the reverse relationship between individual barriers (I_Bar) and strategy 

Among the 10 most influential barriers, it is seen that the competition among departments 

the highest influence on strategy execution (Mean = 3.139). Moreover, 

5 out of 10 most influential barriers are individual barriers. 

Regarding the success of strategy, the mean value of SS variable is 2.779 so it implies that 

SMEs in Quang Nam mostly report that they cannot achieve the full potential outcome of 

strategy in terms of market share (Mean = 2.810), financial aspect (Mean = 2.696), budget (Mean 

= 2.725), timeframe (Mean = 2.759) and overall strategic objectives (Mean = 2.903).

d implications 

On the basis of data analysis in previous parts, some major findings of this study are 

, it is interesting that all assumed barriers to strategy execution finally could not be 

verified to have negative impact on strategy success of SMEs in Quang Nam province. 

Particularly, individual barriers are shown to positively influence the strategy success of 

surveyed SMEs. In other word, the higher the individual barriers, the more successful the 

iscussion can be made when we examine the mean value of each barrier in 

Figure 2: Mean value of individual barriers 

In Figure 2, all six barriers seem to have medium influence on strategy execution of SMEs 

as all mean values are less than 3.0. The two most influential barriers are 

(Mean = 2.895) and “employees lack commitmen

(Mean = 2.835). While the lowest one is “employees compete each other unfairly”

2.582). It is clear that the reverse relationship between individual barriers (I_Bar) and strategy 
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Among the 10 most influential barriers, it is seen that the competition among departments 

the highest influence on strategy execution (Mean = 3.139). Moreover, 

Regarding the success of strategy, the mean value of SS variable is 2.779 so it implies that 

t that they cannot achieve the full potential outcome of 

strategy in terms of market share (Mean = 2.810), financial aspect (Mean = 2.696), budget (Mean 

= 2.725), timeframe (Mean = 2.759) and overall strategic objectives (Mean = 2.903). 

On the basis of data analysis in previous parts, some major findings of this study are 

, it is interesting that all assumed barriers to strategy execution finally could not be 

on strategy success of SMEs in Quang Nam province. 

Particularly, individual barriers are shown to positively influence the strategy success of 

surveyed SMEs. In other word, the higher the individual barriers, the more successful the 

iscussion can be made when we examine the mean value of each barrier in 

 

In Figure 2, all six barriers seem to have medium influence on strategy execution of SMEs 

as all mean values are less than 3.0. The two most influential barriers are “employees are 

“employees lack commitment to strategy” 

“employees compete each other unfairly” (Mean = 

2.582). It is clear that the reverse relationship between individual barriers (I_Bar) and strategy 
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success (SS) can be contributed to the fact that the role of employees is very low in strategy 

execution in Vietnamese SMEs in general, and Quang Nam SMEs in particular, especially in this 

study, most of surveyed companies have less than 20 employees. So when employees show their 

objections to strategy, managers may force them to follow, and the managers also try to 

minimize the negative impact of employees on strategy by blocking the objectors’ authority. At 

the same time, managers will deploy other resources to implement the strategy to supplement for 

the lack of commitment and effort of employees. As a result, the higher the individual barriers 

are, the more successful the strategy is. This result is not in line with other studies by Hrebiniak 

(2006) and Koseoglu et al. (2009). So the context of this study can be part of the reason for the 

reverse relationship. 

Secondly, as presented in Table 4, only two of the control variables ie. “form of 

enterprise” and “capital size” are proved to have impact on the relationship between barriers 

and strategy success. In other words, the barriers to strategy execution change in accordance with 

different forms of enterprises and capital size. Regarding the form of enterprise, the negative 

estimate value (β7 = - 0.117, Sig. = 0.000) shows that the impact of barriers to strategy execution 

is limited liability companies are higher than those in other forms of enterprises. In addition, the 

capital size also affects how the barriers are related to the success of strategy. Results of 

regression analysis reveal that strategy success in those companies that have capital size of more 

than 20 billion VND is more heavily affected by the barriers than companies with capital size of 

less than 20 billion VND (β9 = - 0.361, Sig. = 0.009).  

Thirdly, regression analysis shows that field of business, number of employees and number 

of years since establishment do not have any effect on the relationship between barriers and 

strategy success. This result can be explained by the sample characteristics.  

In light of the findings, it is implied that manager of SMEs in Quang Nam province should 

be aware of the potential problems that may occur during strategy execution process. Managers 

in Quang Nam SMEs should pay much attention on the individual barriers, then the resources 

barriers. To overcome the barriers of individuals and resources, it is suggested that manager 

should train staff and communicate strategy documents to them so that they understand the 

company strategy. Once employees have better understanding of company strategy, they will be 

less reluctant to change and follow the strategy directions of the board of directors. 

5. Conclusion 

This study focuses on SMEs in Quang Nam province only and has some major findings as 

discussed in section 4. The implications for managers of Quang Nam SMEs are expected to help 

them change their viewpoint towards strategy execution. Several opportunities for future 

research also exist. 

Due to the limitation of time and financial resources, the field survey in this study has been 

conducted only in Quang Nam province. Low response rate led to small sample size and reduce 

the reliability of the statistical evidence. As a consequence, the findings and suggestions are 

mostly suitable for those sample enterprises and can be inferred to Quang Nam SMEs to just a 
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certain extent. Therefore, further research should be done to explore the significant barriers in 

Vietnamese enterprises on a larger scale and clarify the variety of frequent barriers depending on 

the size of the company, the characteristics of the industry. Moreover, these following questions 

should also be considered: “What kind of relationship exists between factors affecting the 

successful implementation of strategies and firm performance?”, “What kind of relationship 

exists between the leadership characteristics and factors impeding successful implementation of 

strategies?” and “Which preventive factors affect the firm performance more?” 
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Appendix: Measurement scale 

Code Barriers to strategy execution Source 

  Managerial barriers (M_Bar)  

M1 Decision makers lack consensus  

Alexander, L. (1985); Al-
Ghamdi, S. (1998), DeLisi, 
P. (2001), Koseoglu M. A., 
Barca M., Karayormuk K. 
(2009) 

M2 Managers are not aware of key strategy execution issues 

M3 Managers lack commitment to strategic objectives 

M4 Groups in the board of management compete one another for benefits 

M5 Managers lack motivations to perform their tasks 

M6 Managers do not timely appreciate innovation ideas from employees 

  Individual barriers (I_Bar)  

I1 Employees compete each other unfairly 

O’Regan, N., Ghobadian, A. 
(2007); Koseoglu M. A., 
Barca M., Karayormuk K. 
(2009);  

I2 Employees are incapable to execute strategy 

I3 Employees do not understand company vision 

I4 Employees object the strategy  

I5 Employees do not want to change 

I6 Employees do not understand company strategy 

I7 Advocates leave the company during strategy execution process 

I8 Employees do not have motivations to perform their tasks 

I9 Employees lack commitment to strategy 

  Resources barriers (R_Bar)   

R1 Human resources quantity is inadequate 

Cater, T., Pucko D. (2010); 
Alexander, L. (1985); Al-
Ghamdi, S. (1998),  

R2 Human resources management is not appropriate 

R3 Training system is not aligned to the company strategy  

R4 Incentives are inadequate 

R5 Salary and bonuses are not commensurate with performance 

R7 Facilities are not well-equipped 

R8 Resources are not appropriately allocated 

R9 There are not enough financial resources to execute strategy 

 Organizational barriers (O_Bar)  

O1 Regulations are unclear  
Hrebiniak L.G. (2006); 
Alexander, L. (1985); Al-
Ghamdi, S. (1998), Branner 
(2005) 

O2 Organizational structure are not aligned with strategy 

O3 Strategy is not aligned with corporate culture 

O4 Strategy communication to employees is poor 
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Code Barriers to strategy execution Source 

O5 Internal information system is in sufficient 

O6 Inter-departmental communication is not smooth 

O7 Cooperation between departments is ineffective 

O8 Evaluation and control system is not appropriate 

O9 Departments compete each other for benefits 

O10 Performance measurement system is not suitable 

O11 Co-ordination of implementation is not effective enough 

O12 Other daily activities distract attention from strategy execution 

  External barriers (E_Bar)  

E1 Related government regulations change 

Alexander, L. (1985); Al-
Ghamdi, S. (1998), and 
authors’ self-development 

E2 Bank interest rate changes 

E3 Exchange rate fluctuates 

E4 Inflation occurs 

E5 Tax regulation changes 

E6 Natural environment degrades 

E7 Socio-cultural trends affect the strategy 

E8 Changes of existing competitors affect the strategy 

E9 Suppliers change that affect the strategy 

E10 Changing of customer demand that affects strategy execution 

E11 The emergence of substitute products affects the strategy 
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Abstract: This study measures the impact of social factors on green purchase intention of 

young consumers in Vietnam. Based on social learning theory (Bandura, 1977)and planned 

behavioral theory (Ajzen, 1991), we developed a research model that examines how green 

purchase intention of young people are influenced via learning in four dimensions: (1)social 

media (2) government, (3) school, (4) reference group. A survey of 216 young consumers aged 18 

to 30 in Ho Chi Minh City was conducted, results of qualitative research and quantitative 

analysis showed that the above four constructs have a positive impact on green purchase 

intention. An intermediary variable namely green purchase attitude was also considered. Finally, 

we proposed some recommendations for policymakers, regulators, and businesses in the 

promotion of green consumption among young people in Viet Nam. 

Keywords: green product, green consumption, green purchase intention, social learning 

theory 

 

1. Introduction 

In the recent decade, consumption level has been increased enormously every year leading 

to depletion of natural resources and serious damage to the environment (Chen and Chai, 2010). 

The most serious consequences of those environmental damages are global warming, increased 

pollution, and degradation in flora and fauna (Chen and Chai, 2010). Many countries have 

recognized this threat and have begun working towards reducing the negative impact of business 

practices on the environment. 

Although green consumption has become prevalent in many countries in the world, 

however, Vietnamese consumers have not considered it an important issue. Recently, their 

concern about safety and environmental protection products has been increasing. The 

Government of Vietnam is progressively promoting encouragement for the protection of the 

natural environment and food safety via legal and media activities. Therefore, the market for 

environmentally friendly products in Vietnam is extremely potential. 

In order to meet green consumption demand of Vietnamese consumers, there is a demand 

for research, analysis to find out factors that cause intention of green product’s consumption. 
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There are several researches assessing the relationship between green product’s intention and it’s 

influencers (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) and the studies in different 

countries such as Chen and Chang (2012); Shih-Tse Wang (2013); Waseem Akbar and 

Collaborators et al. (2014); Wilson Kong et al. (2014); Ebru Tümer Kabadayıa et al. (2015). 

However, from the author’s perspective, there is no issued study detecting the impact of social 

factors (approaching social learning theory) to green purchase intention of Vietnamese youth. 

From the mentioned reasons, the author decided to investigate the topic of “Impact of 

social factors on green purchase intention of young consumers in Vietnam applying social 

learning theory”. 

2. Theoretical background and hypothesis development 

2.1. Green purchase intention 

Green purchase intention is a particular practice of environmental behavior that expresses 

consumer’s interest in the environment (Zia-ur-Rehman and Dost, 2013). According to Chen and 

Chang (2012), green purchase intention is the capability of consumers to buy a specific product 

for themselves which will be beneficial for protecting the environment. Nik Abdul et al. (2009) 

argue that green purchase intention is the probability and willingness of a person to prioritize 

products that are more environmentally friendly than conventional products. 

The theory of action was widely accepted to explain the consumer behavior of green 

consumption presented by Fishbein and Ajzen in 1975. It claimed that intense consumers’ 

attitude about environmental issues determines their actual behavior and green purchase behavior 

(Albayrak et al., 2013). Consumption behavior theories have reinforced this theory and 

demonstrated that consumers’ decision on green purchase was decisive (Kalafatis et al., 1999). 

2.2. Factors affecting green purchase attitude 

This study is based on the model of Social Learning Theory (SLT), which is the underlying 

theory of the research model to examine green purchase intention of young people in Vietnam.  

The theory of social learning was given by psychologist Albert Bandura in 1971, which 

agrees that people learn from one another by observing, environmental influences on human 

behavior are a cognitive process. In the cognitive process, people do not automatically imitate a 

model’s behavior, individuals give though priorly then consider whether or not imitate observed 

behaviors, instead. This is a mediational process between observation (stimulus) and imitating it 

or not (response). 

 

Figure 1: Purchase process 

External impact 
(Stimulus) 

Inner realization 
(Organism) 

Purchase Decision 
( Response) 
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The decision-making process of green product is affected by the environment via 

observational learning. This study measures four learning sources: social media, government, 

school, and the reference group. 

2.2.1. Learning from social media (LSM) 

Consumer’s decision-making process depends on the sources of obtained information from 

different sources including media. Various studies have shown that exposure to environmental 

messages via media construct influences young consumers (Holbert et al., 2003; Good, 2006). 

The social media has a strong influence and could increase awareness about environmental 

issues, affecting the decision-making process of consumers (Holbert et al., 2003). 

Communication campaigns by different means show positive impacts on consumers’ recycling 

behavior (Mee and Clewes, 2004). Mass media has a significant influence on perception and 

preference of young consumers for various products (McNeal and Ji, 1999). Recently, Lee 

(2014) has found that shared environmental messages through the media affect consumers’ 

buying behavior toward sustainable products.  

=>H1: Learning from social media has a positive impact on green purchase attitude. 

2.2.2. Learning from government (LFG) 

Government policies encourage green product consumption and support for green product 

purchase, which also has a positive impact on consumers. Citizens tend to learn from the 

policies, they have a positive attitude about green product consumption because of its advantages 

to social development forming green purchase attitude. 

=>H2: Learning from government has a positive impact on green purchase attitude. 

2.2.3. Learning from school (LFS) 

The school has a heavy impact on young people’s attitude and behavior. Students learn a 

lot from their teachers’ lectures, extracurricular activities, and propagation relating to the 

environmental subject. Therefore, concern about the environment is enhanced by their school 

activities. As a result, the relation between environmental interest and consumption will be 

established by high consciousness. 

=>H3: Learning from school has a positive impact on green purchase attitude. 

2.2.4. Leaning from reference group (LRG) 

Reference groups include family, surrounding people, celebrities, professionals, etc. These 

people have a strong impact on learning minds of young people, forming a strong impact on 

attitudes and also consumer behavior. Those reference groups have a close relationship with the 

young, with a direct or indirect impact on their attitude, making them feel confident and positive. 

Young people tend to imitate positive attitude to green products from their reference group.  

=>H4: Learning from refernce group has a positive impact on green purchase attitude. 



2325 

2.3. Green purchase attitude (GPA) and green purchase intention (GPI) 

Attitude serves as an important precondition for intention and behavior, and it is also 

described as a measure of favorable or unfavorable behavior (Ajzen, 1991). Ajzen (1991) argued 

that individuals will intentionally perform certain actions when they consider them positive. 

Attitude is determined by the individual’s beliefs about the outcomes of the behavior. The more 

aggressive the attitude is, the more aggressive the intention is. Therefore, attitude can be used as 

a prediction for consumer behaviors. 

Theory of Planned Behaviour stated that attitude has a strong, positive impact on future 

intention. This relationship is confirmed by various studies of green purchase behavior (Chan, 

2001; Bamberg, 2003; Kumar, 2012; Wu and Chen, 2014).  

=>H5: Green purchase attitude has a positive impact on green purchase intention. 

 

Figure 2. The proposed research model 

3. Methodology  

The study was conducted in two phases: qualitative research and quantitative research. 

- The qualitative research method was applied to make exploration, adjustment supplement 

for scale’s components. On the basis of inheriting previous studies, and consulting with experts 

and lecturers specializing in marketing, the author conducted group discussions including 20 

young consumers who were students and employees from different fields living in Ho Chi Minh 

city. Participators were divided into 3 groups for discussion.  

- Subsequently, quantitative research was conducted by distributing questionnaires to 50 

young customers. Results of Cronbach’s Alpha analysis showed all scales were reliable. 

However, there were some attributes that were not suitable then several respondents did not give 

the answer. Following the pilot test, minor changes were made to the wordings of the items used 

in the survey. The items used in this study are presented in Table 1. 

  

Learning from social media 

Green purchase 
attitude 

Learning from reference group 

Learning from government 

Learning from school 

H1 

H2 

H3 

Green purchase 
intention 

H4 

H5 
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Table1. Constructs and Measures 

Variables Name Items 

Learning from 
social media  

LSM1 I keep track of issues/topics related to environment on social media 

LSM2 I usually keep track of environmental messages on advertisements 

LSM3 Social media information helps me better understand green products 

LSM4 I usually get information from social media before making a purchase of green products. 

Learning from 
government 

LFG1 
I will buy green products if they are environmentally certified by governmental 
organizations. 

LFG2 Environment protection should be one of those most important agendas of the government. 

LFG3 The government has many broadcasting events relating to green products 

LFG4 The government encourages people to use green products 

Learning from 
school 

LFS1 I will use green products as instructed by my teachers 

LFS2 My subjects mention about green products. 

LFS3 The school often organizes extracurricular activities related to green products 

Learning from 
reference group 

LRG1 I know about green products from experts 

LRG2 I want to act as people in green products’ advertisements 

LRG3 My family encourages me to use green products 

Green Purchase 
Attitude 

GPA1 I like the idea of green consumption 

GPA2 I believe green consumption is a smart choice 

GPA3 I prefer products with green label 

GPA4 Green consumption results in a lot of advantages for environment and the society 

Green purchase 
Intention 

GPI1 I am ready and happy to purchase green product  

GPI2 I intend to purchase more green products than conventional products 

GPI3 I will advise people to use green products 

The result shows that there are 14 variables representing 4 social factors; 4 variables 

representing green purchase attitude and 3 variables representing green purchase intention. The 

questionnaire uses 5-point Likert (1 = totally disagree; 5 = totally agree). 

Convenience sampling method was applied, all sample was collected in the second quarter 

of 2018. Respondents were young people aged 18 -30 years old living in Ho Chi Minh City. The 

total number of respondents was 224 including 120 respondents by online survey and 104 

respondents by direct handling. There were 216 valid respondents, the remained 8 respondents 

were excluded because of incomplete information. 

4. Data analysis and results 

4.1. Scale and research model testing 

The reliability of reflective constructs was assessed with Cronbach’s alpha. As shown in 

Table 2, all reflective constructs in this study had Cronbach’s alpha more than 0.6 and Corrected 

Item-Total Correlation more than 0.3. Thus, all variables demonstrate adequate construct 

reliability. Therefore, they were allowed for exploratory factor analysis and regression analysis 

in following assessments. 
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Table 2. Reliability statistics 

Construct N of Items 
Cronbach’s 

Alpha 

Corrected Item-Total 
Correlation 

Learning from social media  

Learning from government 

Learning from school 

Learning from reference group 

Green Purchase Attitude 

4 

4 

3 

3 

4 

0.923 

0.909 

0.861 

0.800 

0.937 

0.808 

0.755 

0.640 

0.62 

0.771 

Green Purchase Intention 3 0.863 0.703 

Source: Data from survey 

4.2. Exploratory factor analysis 

Exploratory factor analysis for 4 factors affecting green purchase attitude of youth showed 

that KMO = 0.805 and p= 0.000. The 4 variables were extracted at Eigenvalue and reached value 

of 1,081 and variance extracted was 69,923%. The variables were remained the same as 

mentioned in Table 3. 

Table 3. EFA analysis for factors affecting green consumption 

 

Factor loading 

1 2 3 4 

LSM2 .865 
   

LSM3 .851 
   

LSM1 .824 
   

LSM4 .817 
   

LRG4 
 

.853 
  

LRG 3 
 

.834 
  

LRG 2 
 

.768 
  

LRG 1 
 

.717 
  

LFS2 
  

.842 
 

LFS 1 
  

.837 
 

LFS 3 
  

.578 
 

LRG2 
   

.785 

LRG 1 
   

.696 

LRG 3 
   

.672 

Eigenvalue 5.540 2.077 1.091 1.081 

Variance 21.994 42.243 56.872 69.923 

Source: Data from survey 

Exploratory factor analysis of Green Purchase Attitude 

The four items of green purchase attitude were grouped into one variable. There was no 

item omitted. The four items were satisfactory with KMO = 0.825; variance = 78,885%; factor 

loading = 0.5 and p = 0.000. 
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Exploratory factor analysis of Green Purchase Intention 

The three items of green purchase attitude were grouped into one variable. The three items 

were satisfactory with KMO = 0.731; variance = 67,987%; factor loading = 0.5 and p = 0.000. 

4.3. Correlation analysis 

Followed by CFA of model constructs, Pearson correlation analysis was conducted to 

verify discriminant validity between the independent variables and the dependent variable in the 

conceptual model. These Pearson coefficients are structure coefficients or discriminant loadings, 

the function could be developed by insightful gains. In our research, all independent variables 

were satisfied a significant level (p < 0.05). Therefore, researchers could conclude that the 

independent variables are associated with the green purchase attitude (Table 4). 

Table 4. Construct correlation matrix 

  LSM LFG LFS LRG 

GPI 

Correlation .189** .326** .143* .362** 

Sig. (2-tailed) .005 .000 .036 .000 

N 216 216 216 216 

Source: Data from survey 

4.4. Regression analysis 

To test the hypotheses in the model, regression analysis was used. The regression results 

(Table 5) showed that the factors influencing green purchase intention with adjusted R2 = 0.252, 

which means that 25.2% of the variance in green purchase intention can be explained by four 

independent variables. The remaining 74.8% of green purchase intention of young consumers are 

explained by other factors. F = 19.117 with p = 0.000 verifies autocorrelation by Durbin-Watson 

coefficient (1<1,882<3); as such, the data obtained were consistent with the tested model. 

Table 5. Durbin - Watson  

Model R R square Adjusted R square Std. Error of the Estimate Durbin-Watson 

 1 .516a .266 .252 .84325681 1.882 

Source: Data from survey 

Table 6. ANOVA 

Model Sum of square df Mean Square F Sig. 

1 Regression 54.375 4 13.594 19.117 .000b 

Residual 150.038 211 .711   

Total 204.413 215    

Source: Data from survey 
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Table 7. Coefficients 

Model Unstandardized Coefficient 
Standardized 

Coefficient 

t Sig. 

Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 Constant  .057  .000 1.000   

LSM .180 .060 .176 2.984 .003 .998 1.002 

LFG .305 .061 .294 4.968 .000 .993 1.007 

LFS .121 .062 .115 1.944 .035 .996 1.004 

LRG .369 .066 .333 5.620 .000 .993 1.007 

Source: Data from survey 

The relationship between green purchases attitude and 4 independent variables is linear 

regression models, this is shown as following: 

GPA = 0.176*LSM + 0.294* LFG + 0.115*LFS + 0.333*LRG 

With regard to the four variable between variances and green purchase attitude, the 

estimation results showed that every variable was significant at the p < 0.05. There are none VIF 

values higher than 3,3 indicating that multicollinearity was unlikely to be an issue in this 

structural model. The arguments above are supported by the results given in Table 7.  

Green purchase attitude and green purchase intention 

The path between green purchase attitude and green purchase intention was significant at 

the level of p = 0.000 (R square = 0.673, F = 444,094, Durbin – Watson = 1,884). The indices 

were shown in Table 8. 

Table 8. Regression model between green purchase attitude  

and green purchase intention 

Model R R2 Adjusted R2 
Estimated standardized 

tolerance 
Durbin-Watson 

1 .821a .675 .673 .53328963 1.884 

 

 

Figure 3. Structural model testing results 

0.176 

0.294 

Learning from social media 

Learning from government 
Green purchase 

attitude 

Learning from reference group 

Learning from school 

Green purchase 
intention 

0.333 

0.115 

0.673 
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5. Discussion and conclusion 

The finding shows 4 constructs: (1) learning from social media, (2) learning from the 

government, (3) learning from school, (4) learning from reference group as the positively 

significant variables to green purchase intention via intermediate variable namely green purchase 

attitude. To be more specific, the learning from the reference group was the most impacting 

factor on green purchase intention. 

This study makes several academic and practical implications for government and 

businesses in Vietnam as follows. Firstly, young people frequently communicate, share their 

interests, ideas via social media, especially the fast-moving internet and social networks. 

Therefore, businesses could conduct a marketing campaign with celebrity, key opinion leaders as 

sources spreading green product consumption concept. 

Secondly, enterprises, as well as policymakers, should promote green product consumption 

among young people. Currently, green product consumption is a growing tendency. There is a 

need for more propaganda campaigns such as “Green product consumption month”, “Smart 

consumption for the environment attached with climate change”, etc.Therefore, the development 

of appropriate propaganda programs among the youth is to raise awareness. At the same time, 

encourage them to become volunteers in these programs to demonstrate their role in the mission 

of calling on the community to use green products. 

Thirdly, the government needs to develop and accomplish legal framework for green 

consumption that will create incentives for green consumption. Advocacy programs, propaganda, 

and support for green consumption should be invested heavily. At the same time, policies should 

be promulgated green label. Products which are labeled green will help consumers identify green 

products, while also creating confidence in the quality and environmental friendliness of that 

product. 

Fourthly, businesses should conduct advertising and marketing campaigns for green 

products. Companies producing green product need to be connected together organizing 

exhibitions to showcase and introduce products to their customers, increasing their awareness of 

green products. Specifically, in the message design, businesses need to deliver messages that 

help consumers understand the meaning behind the word "green" in their product such as 

cleaner, safer or more fuel-effective, more protective in terms of health and the environment. 

When young consumers have understood the idea of “green”, they could conduct purchase 

actions for green products. 
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Abstract: The purpose of this study is to investigate the role of consumption value in the 

purchase intention of new smartphones in emerging market as Viet Nam. This study draws on the 

calls that manufacturers should pay more attention to enhance consumer perceived value, hence 

increasing new product adoption rate. Regression analyses were employed to test the model and 

research hypotheses, using a data set of convenience samples surveyed from 430 Vietnamese 

smartphone users. The empirical findings indicate three factors of consumption value have 

positive impact on the intention to purchase new smartphones, including functional value, social 

value and cognitive value.  The research results are discussed and some implications for 

smartphone manufacturers and policy makers are proposed. 

Keywords: consumption value, repurchase intention, new product adoption, smartphone 

 

1. Introduction 

Perceived value has long been studied by other researchers and widely considered as a 

crucial predictor of consumer behavior (Sheth et al., 1991; Zeithaml, 1988). Many scholars have 

various definitions of perceived value and these are called with different concepts as perceived 

value (Ziemthaml, 1998); customer value concept (Lai, 1995; Khalifa, 2014; Woodruff, 1997)  

whereas the others are concerned with consumer values (Lai, 1995; Holbrook, 1999; Nwankwo 

et al., 2014), consumption value (Hur et al., 2012; Sheth et al., 1991; Kainth & Verma, 2011), 

consumer perceived value (Sweeney and Soutar, 2001); customer perceived value (Lapierre, 

2000; Eggrert & Ulaga, 2002). In this study, perceived value has considered as consumption 

values that guide us to explain why the consumers buy a product or making decision of their 

consumption (Sheth et al., 1991).  

In academic world, many researchers have addressed the importance of the consumer 

value (Zeithaml, 1988; Sheth et al, 1991). Although some researchers have studied in 

consumer value and its impact to consumer behavior, a limited number of studies focus on the 

relationship between consumer value and new product adoption. In general, the smart phone 

market is rapidly changing and strongly increasing in competition thus manufactures in this 
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industry are facing the threats of securing their market share, creating a better image and 

position in the market by maximizing consumer perceived value (CPV). The use of smartphone 

has significantly increased in the recent years. Nowadays, a mobile phone is not only limited to 

receiving calls and messages but could perform other multiple tasks through supplement of 

new functions. A smart phone is a cellular telephone with an integrated computer and other 

features not originally associated with telephones, such as an operating system, web 

browsing and the ability to run software applications.  GfK’s report indicated that smart phone 

demand in 2017 totaled 1.46 billion units, and it approximately generated revenue of $479 

billion, overall. GfK forecasts global demand growth will improve from three to nine percent 

in 2018.  

In emerging Viet Nam market, smart phone is no longer a new phenomenon as ownership 

of smart phones has a sharp increase during last 5 years. Smart phone keeps up the growth 

momentum with increasing usage incidences and ownership in both urban and rural areas in 

Vietnam (Nielsen, 2017). Nielsen’s Vietnam Smart phone Insights Report 2017 shows the 

number of people using smart phone amongst mobile phone users still enjoys the verge of 

growth with 84% in 2017, compared to 78% in 2016. Basing on the fact that demand for smart 

phones is sharply increasing, Viet Nam is becoming a very attractive market for new domestic 

enterprises such as Viettel, FPT, Mobiistar and foreign brands such as Apple, Samsung, Lenovo, 

Huawei, Sony, LG, W-mobile, Obi, Asus, Oppo, Xiaomi, Vivo…  

Amue & Adiele (2012) stated that launching new products into the market plays an 

important role in increasing the size of a business and the profits of a company. The success of 

introducing new product on the market is one of the most critical issue as well as the most 

challenging task managers face (Hoffman, 2005). Nowadays, the business environment is 

quickly changing, with sharply rapid development of technological advances and products life 

cycle is shorter and shorter, companies need a suitable strategy for new product development, 

but also know the factors that determine the market success of new products and consumers’ new 

product adoption behavior (Roenrich, 2004). Wang et al. (2008) suggested that both marketers 

and researchers need to understand the key determinants of new products adoption, which helps 

organizations to design strategies more effectively.  

Saeed et al. (2014) found consumers may have different motivations behind adoption of an 

innovation. Turel et al. (2010) found that consumers’ perceived value is the key factor that 

leading to their new product adoption. Vandecasteele and Geuens (2010) advocated that 

consumers adopt an innovation is related to the needs of people to satisfy some public or private 

goals and pointed out that there is little attention to the motives that drive people’s tendencies 

toward innovative products. To fill this gap, the purpose is to clarify the relationship between 

consumption value and the intention to buy new products of Vietnamese consumers. Because of 

great changes of technology, high-tech electronic products like smartphones have faced 

challenges of new product development each year. The study examines new products in the 

smartphone context as it is considered to have a greater number of new products being developed 

and launched than other products of the market (Im et al., 2007; Chao et al., 2013). 
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2. Literature Review 

2.1 Perceived value 

There are many existing concepts of perceived value in marketing literature, however the 

early concept made by Zeithaml (1988) is seemed to be the most common definition concerned 

in perceived value. Zeithaml (1988) conceptualize consumer perceived value as a consumer’s 

total assessment of the utility of a product or service based on his or her perceptions of what is 

gotten and what is given. According to Prameka et al. (2016), perceived value is configured by 

two parts, one of benefis received (economic, social and relationship) and another of sacrifices 

made (price, time, effrot, risk) by the consumers. Above this conceptualization was criticized 

because of its simplicity that focused on perceived quality and monetary price, while ignoring 

the multi-dimensionality of consumer behavior (Sheth et al., 1991; Woodruff, 1997). In fact, a 

difference comes out of the idea that a customer is someone (individual or enterprise), who buys 

a product and has a particular economic value for the seller/producer, whereas a consumer is 

someone who actually uses a product (Parasuraman & Grewal, 2000). Lai (1995) found the fact 

that customer and consumer value has some differences, however from a consumer research 

approach, perceived value concept should be understood as consumer value (Gallarza & Saura, 

2006). This study uses the concept of consumption value that explain why the consumers buy a 

product or making decision of their consumption (Sheth et al., 1991). 

2.2. Consumption value 

Lai (1995) defined the consumption value is refer to subjective beliefs about desirable 

ways to attain personal values. Thus, in consumer studies literature consumer value designate a 

set of stable worldviews and motivations, which guide and explain consumers’ consumption 

practices and choices. According to Sheth et al. (1991), there are five main types of consumption 

values:  

- Functional value. “The functional value is defined as the perceived utility acquired from 

an alternative’s ability for functional, utilitarian, or physical performance” (Sheth et al., 1991, 

p.160).  An alternative acquires functional value through the possession of salient functional, 

utilitarian, or physical attributes.  

- Social value is about association or belonging to a certain group of people: demographic, 

socioeconomic or cultural-ethnic. For example, jewelry can have a strong social value in 

consumer’s eyes. In addition, social value can "touch" all variety of products with social features 

or benefits in them.   

- Emotional value is about individual’s feelings and emotional experiences while 

possessing a good. By making choices in casual life a variety of emotions arises - feelings of 

comfort, satisfaction, romantics or happiness, fear and disappointment. Emotional value is 

created when a product or service arouses feelings or affective states. 

- Epistemic value is defined as a “value aroused by curiosity excitement for innovations 

and novelties, and desire for knowledge” (Sheth et al., 1991, p.162). People are constantly 

searching for products, which can arouse the curiosity or interest, avoid boredom in their routine 

consumption, boost new knowledge and discover something new or innovative in their lives.  
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- Conditional value is the perceived alternative utility in the specific situation in which the 

people are facing with choices. The circumstances in which the product was detected when a 

person who faced a choice are: seasonal value, emergent situation, subtle situation conditions or 

an important event which may be occurred “once in a lifetime”. (Sheth et al., 1991, p.162). 

Sweeney and Soutar (2001) suggests that the functional value should be considered be the 

key influence on consumer behaviour. The functional value includes quality and price value 

however quality has a positive effect but price a negative effect to perceived value (Dodds, Monroe 

& Grewal, 1991). Consequently, Sweeney & Soutar (2001) argue that price and quality are 

functional subfactors that contribute to perceived value and they should be measured separately. 

Sweeney and Soutar (2001) also noted that any other type of value can also be called conditional 

value in each specific choice situation. Conditional value hence could be described as a certain 

case of other types of value, and this value was seen less critical than other values. Therefore, 

Sweeney and Soutar (2001) modified Sheth et al.’s (1999) model and developed the perceived 

value scale was based on four dimensions, including quality, price, emotional value and social 

value, with quality and price being seen as subcomponents of functional value. Vandecasteele and 

Geuens (2010) found that previous researches have paid little attention to the factors that motives 

consumer behavior toward innovative products. They therefore developed and validated a 

multidimensional consumer innovativeness scale called Motivated Consumer Innovativeness 

(MCI) that takes into account four different motivations of consumers, including (1) functionally 

motivated consumer innovativeness (fMCI); (2) hedonically motivated consumer innovativeness 

(hMCI); (3) socially motivated consumer innovativeness (sMCI); and (4) cognitively motivated 

consumer innovativeness (cMCI). These four motives are also equivalent of the taxonomy of 

Sweeney and Soutar (2001) and Vallerand’s (1997) taxonomy (Vandecasteele & Geuens, 2010, 

p.311). Caricati and Raimondi (2015); Vandecasteele & Geuens (2010) affirmed all of four 

motives have high ability to predict intentions to buy new products.  

Table 1. Relationship between four motives to adopt new product  

and consumption values 

Motives Dimension definitions Values 

Functional Consumers are willing to adopt a new product by the 
functional performance of innovations and focuses on task 
management and accomplishment improvement 

- Functional value 

Social 
Consumers’ new product adoption motivated by the self-
assertive social need for differentiation 

Power (preserving public image, social 
power) 

Social value 

Hedonic 
Consumers’ new product adoption motivated by affective or 
sensory stimulation and gratification 

 

Stimulation (leading a varied and exciting 
life) 

Hedonism (pleasure and enjoying life) 

Emotional value 

Cognitive 
Self-reported consumer innovativeness motivated by the need 
for mental stimulation 

 

Achievement (intelligence, skill and 
success) 

Stimulation (mental) 

Epistemic value 

Source: Vandecasteele & Geuens, 2010 
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2.3. Concept of new product 

There is no consensus in definition of new product and now existing definitions of various 

types of product innovations in the literature. Crawford and Benedetto (2003) defined a new 

product is a statement about anticipated product features (form or technology) that will provide 

different benefits relative to other products or problem solutions already available. Trott (2012) 

conceptualized a product is a multidimensional concept (brand name, features, technology used, 

price, services, packaging, etc.) and theoretically any product with any changed dimension may 

be called “new’’. Cooper (2001) considered a product as new if it has launched on the market 

within five years, including extensions and major improvements. Dorbe et al. (2009) stated that a 

product is regarded as new if it is on the market from three to six months. Kolter and Amstrong 

(2012) stated that new products include original products, product improvements, product 

modifications, and new brands that a business develops through its own research and 

development efforts. New products can also be products that are to be introduced into the market 

or are perceived by consumers as newer than existing products (Blackwell et al., 2006). A 

product that is new to consumers may not be new to businesses, and vice versa, some “products 

that they have never seen is a new product” (Ho & Wu, 2011, p.259). 

2.4. New product adoption 

Kotler & Amstrong (2012) define the adoption process as “the mental process through 

which an individual will pass from first learning about an innovation to final adoption” and 

adoption may be described as the decision by an individual to become a regular user of the 

product (Rogers, 2003). Many researchers considered the new product adoption process is 

complementary to the innovation process and suggest that new product adoption does capture the 

consumer innovativeness elements (Chao, 2012). Hassan (2017) defined new product adoption 

as an individual makes decision to use the product and service systematically and repeatedly. 

According to Kotler & Amstrong (2012), there are five stages in the adoption process: 

(1) Awareness: The consumer becomes aware of the new product but has little information 

about it 

(2) Interest: The consumer shows interest in new product and seeks information about it 

(3) Evaluation: The consumer considers whether trying the new product makes sense.  

(4) Trial: The consumer tries the new product on a small scale to improve his or her 

estimate of its value. 

(5) Adoption: The consumer decides to make full and regular use of the new product. 

Im et al. (2007), Chao et al. (2012) found there are three basic ways to measure the new 

products adoption behavior. The first method called the relative time of new product adoption 

that is evaluated by “measuring the length of time needed for a specific percentage of users of a 

system in acceptance of innovation” (Rogers and Shoemaker, 1971); the second method 

considers the number of new products owned/adopted at the time of the survey (Midgley and 

Dowling, 1978). The final method is to use purchase intentions to predict the adoption behavior. 
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Many studies have used purchase intentions instead of the actual buying behavior because the 

actual purchase behavior is the inevitable result of the purchase intentions (Hassan, 2017) and 

employed by many the previous research (Chao et al., 2016; Hassan, 2017; Huang et al., 2011).  

In this study, intention to purchase the new products is used to predict new product adoption. 

3. Theoretical framework and Hypotheses Development 

This research bases on the consumption value theory developed by Sheth et al. (1991) and 

Sweeney and Soutar (2001) including four factors: functional value, economical value, social 

value, emotional value and espistemic value. However, this study focuses in new product 

adoption, Vandecasteele and Geuens’s (2010) scale also is employed because motivations are at 

the core of consumers’ intentions toward an innovative product. The model and hypotheses will 

be illustrated in Figure 1.  

 

Figure 1: The Reseach Model 

Source: Synthesis of the author theoretical and previous studies 

The hypotheses of relationships among research constructs of consumption value and new 

product purchase intention withdrawn from the previous researches, they now are proposed as 

followings:    

 The influence of functional value on the intentions to purchase new smartphones 

Sheth et al. (1991) claim that customers initially are affected by the functional value of a 

product in their preferences. A consumer who is about to buy a product or not, makes a decision 

by considering whether she needs the properties that the product has or not, and whether the 

product has the qualities that he or she expects it to have or not (Sheth et al.,1991). The 

utilitarian functions of products are important to consumers (Holbrook, 2006). A smartphone 

H2 

H3 

H4 

H1 

Funtional value 

Emotional value 

Social value 

Cognitive value 

 

Purchase intention of 
new smartphone 

Control variables 
Demographic variables 
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could perform other multiple tasks through supplement of various utilities, therefore functional 

value is very important.  Functional value has positive effect on the purchase intentions toward 

convergence product (Hur et al., 2012). Caricati and Raimondi (2015), Vandecasteele and 

Geuens (2010) affirmed the positive relationship between functional value and the intention to 

buy new products. Therefore, the following hypothesis is proposed: 

H1: Functional value has a positively influence on the intention of purchasing new 

smartphones 

 The influence of social value on the intentions to purchase new smartphones 

Social value can help people interact with others in his or her community (Holbrook 2006; 

Sheth et al. 1991). The social class a person belongs to and the social role he/she plays affect 

his/her consumption. The consumer buys product that are suitable for his/her identity and so 

others can easily recognize him or her, so product consumption can show the image a person 

desire. Indeed, products in general and innovations in particular help people to reach some public 

or private goals, shaping identities and providing people with characteristics they desire (Grewal 

et al., 2000).  A new product can also help consumers conform to a certain group they wish to 

belong (Cui and Im, 2017). Vandecasteele and Geuens (2010) defined Socially Motivated 

Consumer Innovativeness (sMCI) as self-reported consumer innovativeness motivated by the 

self-assertive social need for differentiation. Research therefore proposes the following 

hypothesis: 

H2: Social value has a positive effect on intention of purchasing new smartphones 

 The influence of emotional value on the intentions to purchase new smartphone  

Chaudhuri and Holbrook (2001) found a product could provide the hedonic value which is 

the pleasure potential of a product. Sweeney et al. (2001) defined emotional value as the utility 

acquired from the feelings or affective states that a product generates. Consumers who hold 

strong emotional value describe product use as an experience, in general (Holbrook, 2006). The 

emotional values have an effect on purchasing intentions toward convergence product (Hur et al., 

2012). Consumers would develop their purchase intention if they feel positive emotions for new 

products (Wu & Chang, 2016). Following the above discussion, research hypothesizes: 

H3:  Emotional value is positively related to intention of purchasing new smartphones 

 The influence of epistemic value on the intentions to purchase new smartphone 

Epistemic value means the ability to provide novelty or satisfy customer need of new 

knowledge.  In the smartphone industry, the fact that manufacturers are always racing the 

technology, launching products with new features.  Epistemic value is considered as an 

important value which can influence consumer repurchase behavior because converged products 

as smartphones may provide novelty and curiosity, thereby satisfying consumers’ knowledge-

seeking aspirations (Hur et al., 2012).  Hence the following hypothesis is proposed as: 

H4:  Cognitive value has a positive influence on the intentions to purchase new 

smartphones 
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4. Research methodology  

4.1. Measurement and Questionnaire Development   

Vandecasteele and Geuens (2010) developed a self-report scale composed of 20 items on a 

5-point Likert-type scale (from 1 = strongly disagree, to 5 = strongly agree). The scale measures 

four dimensions, which correspond to the four values that motivate consumer innovative 

behavior. The consumption value scales used in this study were adapted from Vandecasteele and 

Geuens (2010), Sweeney and Soutar (2001) and Sheth et al. (1991). New product adoption scale 

was adapted from Hussain and Rashidi’s (2015) scale.  The items are translated into Vietnamese 

by two independent researchers, then compared and discussed to determine the final resulting 

scale. The resulting items were pretested by focus group with some students to fill out the scale 

and modify misunderstanding items. The results after focus group were used to design the initial 

questionnaire.  Before collecting data, the initial questionnaire was pretested using a small 

sample for the purpose of ensuring correct understanding about the content of the questionnaires, 

and to modify and complete the final questionnaire. 

Table 2: Component variables in research model 

Factor Code Items Sources 

Functional 
Value (FV) 

FV1 I think a new smartphone help me to save my time 

 

Vandecasteele  
& Geuens, 
2010 

 

FV2 A new smart phone gives me more comfort than my current product 

FV3 A new smartphone is more functional than my current product 

FV4 A new product can make my work easier 

FV5 A new smartphone is in a more convenient size 

Emotional 
Value (EV) 

EV1 Using a new smartphone gives me a sense of personal enjoyment. 

 

Vandecasteele  
& Geuens, 
2010 

 

EV2 It gives me a good feeling to acquire new smartphone. 

EV3 A new smartphone makes my life exciting and stimulating. 

EV4 Acquiring an innovative smartphone makes me happier. 

EV5 The discovery of a new smartphone makes me playful and cheerful 

Social 
Value (SV) 

SV1 A new smartphone would help me to feel acceptable 

Sweeney & 
Soutar (2001) 

SV2 A new smartphone would improve the way I am perceived 

SV3 A new smartphone would make a good impression on other people 

SV4 A new smartphone would give its owner social approval 

Cognitive 
Value (CV) 

CV1 A new smartphone will arouse my curiosity for novelty 

Sheth et 
al.(1991) 

CV2 A new smartphone will provide me with a new experience 

CV3 A new smartphone will help me to come across marvelous things 

Intention 
Behavior  
(IB) 

IB1 I intend to purchase a new smartphone in near future 

Hussain and  
Rashidi (2015) 

IB2 I have adopted smartphone when it was launched 

IB3 I purchase the new smartphone as soon as it hits the market 

Source: The authors’ synthesic 
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4.2. Sample and Data collection  

The research data set was gathered within two weeks through directly personal interview 

by a group of students who were carefully trained. These interviews were carried out in Ho Chi 

Minh city – one of the largest economic centers in Viet Nam with convenience sampling method. 

A total of 450 questionnaires were sent, however only 430 ones were valid and suitable for 

analyses. The demographic information of the respondents presented in Table 3, shows that 

across the population sample of 430 participants, male and female clients are 50.5% and 49.5% 

respectively. 94.2% of sample was between 18-54 years old and the age group with the largest 

number of respondents was 18-34 (60.3%) which are called millennials (Generation Y). Im et al. 

(2007) suggested that consumer innovators tend to have higher levels of income are younger and 

the young people tend to adopt new smartphones more quickly and widely. The survey showed 

that majority of respondents’ income ranged from 5 million to under 10 million a month, 

(40.5%). Group of consumers under 5 million per month is 40.0%, and 19.5% respondents have 

income above 10 million. The research result indicated that Samsung is the most widely used 

smartphone brand with 22.8%, the second popularly owned brand is Iphone (21.9%), and Oppo 

is the third brand that more frequently use than the others (16%).  

Table 3. Demographic information of respondents 

  Count % 

Sex Male 217 50.5% 

Female 213 49.5% 

Age 18 - 34 259 60.3% 

35 - 44 93 21.6% 

45 - 54 53 12.3% 

>54 25 5.8% 

Income < 5 million 172 40.0% 

5 - 10 million 174 40.5% 

10-15 million 78 18.1% 

Above 15 million 6 1.4% 

Using smartphone brand Iphone 94 21.9% 

Samsung 98 22.8% 

Huawei 16 3.7% 

Oppo 69 16.0% 

Xiaomi 32 7.4% 

Vivo 8 1.9% 

Asus 28 6.5% 

Sony 37 8.6% 

HTC 5 1.2% 

Nokia 43 10.0% 

Total 430 100.0% 

Source: Author’s calculation from SPSS 22.0 
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5. Research findings and discussion 

5.1. Scale Reliability and Exploratory Factor Analysis Results 

This study used Cronbach’s alpha coefficient and EFA to evaluate the scales. The 

Cronbach’s alpha method was conducted with each scale, including four independent scale and a 

dependent one, the result of all these scales is that the Cronbach’s alpha coefficients are larger 

than 0.7 (ranking from 0.797 to 0.859) and Corrected Item-Total Correlation coefficients are 

larger than 0.3. These results reflected a good level of reliability with Cronbach’ alpha 

coefficient exceeding 0.70. As a result, all of the independent scales were analyzed the 

exploratory factors. EFA was conducted with Principal Component Extraction method using 

Varimax rotation with a criterion of eigenvalue greater than 1.0. The EFA result demonstrated 

four independent factors are extracted, Kaiser-Meyer-Olkin (KMO) value is larger than 0.5 

(0.781) and Bartlett's Test of Sphericity has Sig. value under 0.05; Eigenvalue > 1 (1.581); the 

data set was suitable for the EFA analysis. We employed factor loadings are larger than 0.5.  The 

EFA procedure was also performed for dependent variable (IB). The result showed one factor 

was extracted with KMO = 0.657; Bartlett's Test’s Sig. value < 0.05, eigenvalue is 2.135.   

Table 4: The results of Cronbach’s Alpha testing and EFA 

Items 
Factor loadings 

Factor 1 Factor 2 Factor 3 Factor 4 

FV factor, Cronbach’s alpha = 0.805 

FV2 .812    

FV1 .786    

FV3 .772    

FV4 .659    

FV5 .623    

SV factor, Cronbach’s alpha = 0.859 

SV2  .904   

SV1  .836   

SV3  .832   

SV4  .729   

EV factor, Cronbach’s alpha = 0.769 

EV4   .801  

EV5   .747  

EV2   .737  

EV1   .663  

EV3   .610  

CV factor, Cronbach’s alpha = 0.851 

CV3    .863 

CV1    .858 

CV2    .842 
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Items 
Factor loadings 

Factor 1 Factor 2 Factor 3 Factor 4 

Eigenvalues 4.163 3.126 2.04 1.581 

% of Variance 24.487 42.873 54.871 64.172 

Dependent factor (IB),  Cronbach’s alpha = 0.879 

IB2 .899 

Eigenvalue is 2.135, Cummulative % of 
Variance = 71.171% 

IB3 .858 

IB1 .769 

Source: Author’ s calculation from SPSS 22.0 

5.2. Regression results and hypothesis testing 

In order to test the model and hypotheses, multiple regression technique was employed. 

Before doing that, we conducted correlation analysis between independent variables (FV, EV, 

SV, CV) and dependent variable (IB) using Pearson Correlation coefficient. The result 

demonstrated that only three independent factors including FV, SV and CV have significant 

correlation with dependent factor (IB). We therefore eliminated EV factor and analyze multiple 

linear regression for the independent variables (FV, SV, CV) and IB. 

Table 5: Pearson’s Correlation Coefficients 

Factors FV EV SV CV IB 

FV 1 .150** .191** .350** .667** 

EV  1 .279** .064 .054 

SV   1 -.008 .375** 

CV    1 .321** 

IB     1 

** Correlation is significant at the 0.01 level (2-tailed) 

Source: Author’s calculation    

Regression model analysis based on applying the method of Enter in multiple linear 

regression, the result of regression model shows that the statistical result was R2 = 0.521 and 

adjusted R2 = 0.518 (table 6). Adjusted R-square showed that three consumption values (FV, SV, 

CV) caused 51.8% variance in the purchase intention of new smart phones. In other words, an 

estimated 51.8% of the purchase intention of new smart phones is accounted for by independent 

variables, the remaining is due to other variables caused by errors random or non-model factors. 

Table 6: Result of Regression Model Summary 

Mode
l 

R 
R 

Square 
Adjusted R 

Square 
Std. Error of the 

Estimate 

Change Statistics 

Durbin-
Watson 

R2 
Chang

e 

F 
Chang

e 
df1 df2 

Sig. F 
Change 

1 .722a .521 .518 .51732 .521 154.672 3 426 .000 1.994 

a. Predictors: (Constant), CV, SV, FV 

b. Dependent Variable: IB 

Source: Author’s calculation 
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Table 7: Regression Coefficientsa 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients t Sig. 

Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

(Constant) 

FV 

SV 

CV 

.216 .184  1.173 .242   

.602 .038 .573 15.653 .000 .840 1.191 

.213 .027 .267 7.787 .000 .957 1.045 

.130 .038 .123 3.433 .001 .872 1.147 

a. Dependent Variable: IB 

Source: Author’s calculation    

Table 8: Result of ANOVA testing 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 124.179 3 41.393 154.672 .000b 

Residual 114.006 426 .268   

Total 238.185 429    

a. Dependent Variable: IB 

b. Predictors: (Constant), CV, SV, FV 

  Source: Author’s calculation    

The result of ANOVA (Analysis of variance) (table 8) illustrates the statistical value F = 

1545.672, Sig. = 0.000, with a confidence level of 99%, it can be concluded that the theoretical 

model is consistent with the actual data. In other words, the independent variables have a linear 

correlation with the dependent variable with a 99% confidence level.  

Multi-collinearity testing of independent variables presented in Table 7. Variance Inflation 

Factor (VIF) is used to determine whether have or not multi-collinearity phenomenon existing 

between independent variables. The result is clear that the VIF values of the variables are lower 

than 10. Thus, there is no multicollinearity phenomenon between the independent variables of 

the model.  Durbin-Watson is used for testing significant residual autocorrelation, with resulting 

value of Durbin-Watson Statistics is 1.994, approximately equal 2 (table 6), so we conclude that 

there is no residual autocorrelation in the model.  Result of Beta Coefficients pointed out that the 

functional value plays the most important role in new smartphone adoption of consumers. (β = 

0.573). This means the consumer will adopt a new smartphone which can bring them more 

useful functions. This explains why smartphone manufacturers usually launch new smartphone 

brands that are line extensions or product improvements on the account of the consumers’ 

benefit. The final regression model is following:  

IB = 0.573*FV + 0.267* SV + 0.123 * CV 

6. Conclusion  

This research conducted to find out the factors influencing the consumers’ intention to buy 

new product in the smartphone context. The results of 430 smartphone users surveyed show that 
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there are three groups of factors that directly influence on the intention to buy new smartphone 

such as Functional Value, Social Value, Cognitive Value. This finding supports the result of 

Vandecasteele & Geuens (2010) whereas Emotional Value do not affect. We also find that 

functional value plays a positively strong role in predicting new product adoption behavior. 

Therefore, the paper gives some recommendations for smartphone manufacturers such as adding 

and raising physical and functional benefits of new smartphones. Moreover, manufactures also 

should pay attention to enhance Social value and Cognitive value in a new smartphone. The 

study has several limitations. First, the present paper collects data from Ho Chi Minh city that 

respondents here might have more chances to obtain new technology products information and 

thus have different perspectives from people who live in other, smaller cities. Second, the use of 

a convenient sample that may limit the findings. A further limitation is the predictive validity of 

the scale because the intention to buy a new smartphone was measured and not the actual 

purchasing behavior. Finally, the paper only contributes and enriches the consumer behavior 

theory in the case of acceptance of the new smartphone. Future research should examine other 

product categories and/or new services to expand the scope of this research field.  
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Abstract: The paper applied the parametric method with stochastic frontier analysis (SFA) 

technique to evaluate the business performance of 30 Vietnamese joint stock commercial (JSC) 

banks in relation to credit risk in the 2009 – 2015 period, using the “financial intermediation” 

approach. When using the parametric method in measuring banks’ business performance, the 

author used the linear Douglas function, in which business performance is technical efficiency, 

selected credit risk is loan loss provision, calculated in proportion to banks’ classified loans. The 

analysis shows that when credit risk increases by 1%, banks’ output decreases by 0.586%. 

Besides, business performance of banks is also responsible for the changes in credit risk, 

according to Granger causality analysis. The regression analysis indicates that when banks’ 

business performance increases by 1%, credit risk decreases by 1.246569%.   

Key words: Business performance, technical efficiency, joint stock commercial bank, 

stochastic frontier analysis (SFA), credit risk.  

 

1. Introduction 

All over the world, the study of the impact of credit risk on business performance of 

commercial banks has been carried out for a long time. Berger and DeYoung (1997) first showed 

the evidence of the relationship between credit risk and business performance by using data from 

the US banks. When reviewing the studies of the relationship between credit risk and banks’ 

business performance, it can be seen that these studies used a variety of research methods 

reflected in the selection of credit risk variable, the approach to a bank’s business operation and 

methodology for evaluating bank’s business performance: parametric and non-parametric.. 

However, each approach has advantages and disadvantages as well as specific condition of 

application, thus making the research results inconsistent in the same research context. 

Moreover, two questions concerning the degree of credit risk that is acceptable to a commercial 

bank or the level of business performance of a bank as credit risk changes are virtually left open 

in the previously conducted studies.  
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This article will introduce two models corresponding to the SFA method to evaluate the 

business performance of Vietnamese JSC banks in relation to credit risk in the 2009 – 2015 

period by assessing technical efficiency and using “financial intermediation” approach. The 

author compares banks’ business performance calculated from two models, from which 

quantifies the impact of credit risk to business performance of Vietnamese JSC banks by 

estimating regression coefficients, and evaluates the impact of business performance to credit 

risk in Vietnamese JSC banks through Granger causality analysis. In addition to Granger 

causality analysis, regression analysis is used to assess the relationship between credit risk and 

business performance of Vietnamese JSC banks. Therefore, research results need to be verified 

to enhance confidence, which can help company executives, managers, policymakers, bank 

executives and investors to make appropriate decisions to improve banks’ business performance 

as well as to limit risks in business. This article will introduce two models corresponding to the 

SFA method.  

2. Research overview and theoretical basis   

2.1. Research overview 

Studies evaluating banks’ business performance with the impact of credit risk variable 

have been widely conducted in different contexts over the past several decades.  

First of all, there are two approaches related to research objectives. In the first approach, 

credit risk is considered an exogenous variable that influences banks’ business performance, and 

vice versa, banks’ business performance also affects credit risk. In other words, studies using this 

approach analyze the causal relationship between business performance and credit risk. In the 

second approach, credit risk is considered an endogenous variable inserted into the model to 

evaluate banks’ business performance.  

Regarding techniques to measure banks’ business performance, there are two techniques 

which are parametric analysis (SFA) and non-parametric analysis DEA. The two techniques have 

their own advantages, disadvantages as well as specific condition of application. The main 

difference is that parametric analysis requires a function that determines the relationship between 

input and output variables while non-parametric analysis does not require a specific function 

when assessing banks’ business performance.   

Finally, when considering credit risk as a factor affecting banks’ business performance, 

this variable is also shown in different types such as non-performing loan ratio or loan loss 

provision coverage ratio. A summary of some significant studies conducted on related topic is 

presented in Table 1 below.  
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Table 1. Summary of empirical studies on banks’ business performance in relation to credit risk 

outside the country  

Author 

Approach to banks’ business operation 

Credit risk measurement 

Efficiency analysis technique 

Chang and Chiu (2006) 

Financial intermediation 

NPLs ratio 

Non-parametric and Tobit regression 

Pasiouras (2008) 

Financial intermediation 

Provision for loan losses 

Non-parametric and Tobit regression 

Chen and Kao (2011) 

Profit oriented 

NPLs ratio 

Non-parametric and Malmquist index 

Said (2013) 

Financial intermediation 

NPLs ratio 

3-stage non-parametric analysis 

Tsolas and Charles (2015) 

Financial intermediation 

Provision for loan losses 

3-stage non-parametric analysis 

Sun and Chang (2010) 

Financial intermediation 

Provision for loan losses 

Parametric analysis 

Altunbas et al (2000) 

Financial intermediation 
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NPLs ratio 

Parametric analysis 

Fan and Shaffer (2004) 

Profit oriented 

Provision for loan losses 

Parametric analysis 

                                                                                                Source: The author’s summary 

Overseas studies on business performance in relation to credit risk have been carried out in 

different contexts over a long period of time. Therefore, studies methods have been improved 

and research results have yielded valuable findings. However, the conducted studies were not 

consistent in selecting the approaches to banks’ business operation (financial intermediation, 

profit, or added value, etc). The parametric and non-parametric measures were widely used. As a 

result, the relationship between credit risk and business performance of banks was inconsistent in 

each study. 

Table 2. Summary of empirical studies on banks’ business performance in relation to credit risk 

inside the country  

Authors 
Approach to banks’ 
business operation 

Credit risk measurement 
Efficiency analysis 

techniqueEfficiency 
analysis technique 

Nguyen Thi Hong Vinh 
(2014) 

Financial intermediation NPLs ratio Non-parametric and Tobit 
regression 

Nguyen Minh Sang (2013) Financial intermediation NPLs ratio Non-parametric and Tobit 
regression 

Source: The author’s summary 

It can be seen that studies in Vietnam have mostly been conducted to evaluate business 

performance of  banks. These studies have only used the non-parametric DEA approach 

while the parametric SFA approach has not been applied. The number of studies clarifying 

the relationship between business performance and credit risk of banks is quite small, if any, 

credit risk has not yet been demonstrated as an important factor influencing business 

performance of banks.  

Therefore, the study has used the parametric method with stochastic frontier analysis 

(SFA) technique to evaluate business performance of 30 Vietnamese joint stock commercial 

(JSC) banks in relation to credit risk in the 2009-2015 period. These are state-owned banks, 

private banks, the collected data are cross-sectional, including 210 observations. When applying 

parametric method in assessing business performance of banks, the author used the linear 

Douglas function, in which business performance is technical efficiency, credit risk is loan loss 

provision of banks calculated in proportion to banks’ classified loans.  
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2.2. Theoretical basis  

2.2.1. Business performance of commercial banks  

Business performance of banks, stemming from general definition of business 

performance, appeared in studies from the 1950s of the 20th century. Despite its long-term 

implication, the concept of efficiency was only presented explicitly in Lovell’s study (1992).  

According to Lovell (1992), business performance of an organization reflects the 

relationship between its input and output value in comparison with the minimum input or the 

maximum output that the organization can achieve. In other words, this relationship can be 

measured by comparing the observed output with the maximum output that the organization 

obtains on a given input or comparing the observed input with the minimum input to achieve a 

given amount of output.  

Among studies on efficiency, Farrel’s research (1957) is a noticeable one since he clarified 

the concept of efficiency as well as the identification of each type of efficiency and their 

modeling. Farrel (1957) introduced the efficiency frontier in which an organization can 

maximize output from a given amount of input. Thus, business performance of an organization 

includes technical efficiency, allocative efficiency and economic efficiency.  

Technical efficiency is the ability to maximize output from a given amount of input or 

minimize input to achieve a given amount of output. An organization is said to be technically 

inefficient if it cannot produce the maximum output from a given amount of input. In other 

words, this organization is producing at a point outside the efficiency frontier.  

2.2.2. Credit risk 

a. Definition of credit risk 

Credit risk, as defined by the Basel Convention in 2010 and Rose (2002), is the probable 

risk that the bank will lose part or all of its loans from events that threaten its solvency. Credit 

risk is one of the great concerns of commercial banks because it does not only affect the bank's 

performance directlybut also determine the existence and development of the bank.Credit risk 

reduces the value of a bank's assets, resulting in loss of capital and affects the payment ability. 

Bessis (2002) emphasized that banks need to pay special attention to credit risk because only a 

small number of bank customers lose their payment ability can also lead to large losses of the 

bank. In particular, for banks that are poor in their financial services, while credit is considered a 

major lucrative business, credit risk is becoming more and more apparent. 

b. Credit risk measurement 

There are quite a number of studies using Non – performing loans (NPLs) to describe the 

credit risk of a commercial bank, typically by Eisenbeis et al. (1999); González (2005); Chen and 

Kao (2011); Ghafooria et al. (2013), in which credit risk is measured by the ratio of NPLs to 

total debt. However, these indicators are not really associated with the concept of credit risk as a 

potential loss. In other words, it is difficult for the bank to predict how risky the bank will bein 

the future. 
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In addition to traditional  measurement, credit risk is measured by loan loss provisions 

such as those of Ahmed et al. (1998) and Fisher, Gueyie and Ortiz (2000), Tsolas and Charles 

(2015); Sun and Chang (2010); Chang and Chiu (2006); Mester (1996). In addition to these two 

measures of direct credit risk, Sillah et al. (2015) in his study used the Capital Adequacy Ratio 

(CAR) as the Tier 1 capital on total assets of the bank to assess indirectly the credit risk. This 

index evaluates the ability of banks to adapt to credit risk. 

Thus, the use of NPL ratios, capital adequacy ratios, or loan loss provisions to describe 

credit risk has been used simultaneously in a variety of relevant studies over time.In the context 

of research in Vietnam, loan loss provisioning criteria are considered more appropriate because 

the information on NPLs of commercial banks is not publicly disclosed and the accuracy is 

notguaranteed.At the same time, loan loss provisioning is an indicator that can be obtained on 

financial statements at an accrual rate that has been specifically guided by the Ministry of 

Finance and the State Bank of Vietnam. 

3. Research methodology 

3.1. Research Resources 

In this study we use the sample of 30 Vietnamese commercial joint stock banks.Datas on 

the variables in the models are collected from audited annual financial statements of banks from 

2009 to 2015. The financial statements are collected by the author from Stoxplus 

Corporation.The data collected was cross-sectional, including 210 observations.The list of banks 

in the sample is summarized in Annex 01. 

3.2. Research method 

The study used the parametric method to evaluate business performance of bank in relation 

to credit risk, associated with the determination of efficiency frontier, and used a quantitative 

approach to show the relationship between input and output factors in the operation of banks. 

Effective frontier is defined as the achievable limit, which means the optimal value in an 

organization’s economic activity. The closer to the frontier, the more effective the organization. 

An organization operating on the frontier is considered the most effective one in comparison 

with others in a particular industry, or this organization has efficiency level equal to 1.  

When developing the efficiency frontier using SFA, the author used the linear Cobb-

Douglas function to describe a bank’s business process. This function is designed in association 

with models using different variables.  

When developing an efficiency frontier based on a function describing the relationship 

between credit risk and business performance of banks, credit risk is added to the function as a 

control variable, affecting banks’ inefficiency, in other words, credit risk can be a factor that 

helps banks to operate efficiently outside the frontier.  

In this study, the author used the “financial intermediation” approach and business 

performance is technical efficiency, the credit risk in the business operation of a commercial 

bank is the likely loss to the bank's debt due to the failure or the inability of customers to perform 
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part or all of their obligations. The selected credit risk variable is the loan loss provision variable.  

3.3. Research model 

Models use the linear Cobb-Douglas function  

 

In which, Qi denotes output variables while Xi denotes input variables during banks’ business 

operation. Ui is a bank’s inefficiency factor while vi is statistical noises. In the method defining 

efficiency frontier using the linear Cobb-Douglas function, models are determined as below:   

- Model 1: the model does not contain credit risk variable. It is the original model, which is:  

 

- Model 2: the model contains credit risk as a variable influencing banks’ inefficiency. 

 

 

Model 2 also inserts credit risk variable to the function describing the relationship between 

input and output of banks. Here, credit risk is inserted into the model as a variable affecting 

banks’ inefficiency , in other words, it is a factor explaining the separation from efficiency 

frontier in the operation process of banks. 

The input and output variables in the models are calculated from the audited financial 

statements of banks and are described in details as below:  

- Fixed assets (X1): using net fixed assets, equal to fixed asset value minus accumulated 

depreciation.  

- Customer deposits (X2): total deposits of customers and other credit institutions. 

- Labor (X3): total salary cost (equals to total salary divided by total number of employees). 

- Credit risk (X4): measured by loan loss provision.  

- Customer loans (Q1): total amount lent to individuals and organizations 

- Other profitable assets (Q2) : total loans to other credit institutions, trading securities, 

investment securities and long-term investments.  

4. Research result for Vietnamese joint stock commercial banks  

4.1. Assessment results on business performance of Vietnamese joint stock commercial 

banks according to the parametric method (SFA)  

With the support of FRONTIER 4.1 software, business performance of each commercial 

bank is illustrated on table 3. In this table, output and input variables in the linear Cobb-Douglas 

function is determined as in the original model (model 1). Business performance of banks is 
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sorted in descending order to easily classify banks with different levels of efficiency.  

Among 30 banks, those with the highest business performance are BID, PVF and CTG 

with the efficiency level of over 90%. These banks are large-scale with total assets of more than 

45,000 billion VND and have been operating for more than 10 years up to now. Among these 

three banks, BID and CTG are state joint stock commercial banks while PVF’s capital structure 

is owned by the State. Regarding capital structure, calculated by the liabilities to equity ratio, all 

these banks have a debt to equity ratio (D/E) of more than 10.  

Banks with lowest level of business performance (less than 70%) include 7 banks which 

are both large, small and medium-sized, but all are not state-owned commercial banks. Some 

banks have been operating for more than 20 years such as NAB, SEAB, MSB, some have short 

life span of less than 10 years (VTTB, LVB, TPB). It is noteworthy that these banks have a quite 

small debt to equity (D/E) ratio, almost less than 10.   

Regarding the change over the years, it can be seen that business performance of banks has 

gradually increased over the years. However, this increase is not too big, almost less than 10%.  

Table 3. Calculated result of business performance of banks according to model 1 

STT Bank 2009 2010 2011 2012 2013 2014 2015 Average 

1 BID 0.964 0.964 0.965 0.965 0.966 0.966 0.967 0.965 

2 PVF 0.961 0.961 0.962 0.962 0.963 0.963 0.964 0.962 

3 CTG 0.942 0.943 0.944 0.944 0.945 0.946 0.947 0.944 

4 VCB 0.878 0.880 0.881 0.883 0.885 0.886 0.888 0.883 

5 NASB 0.820 0.822 0.825 0.827 0.830 0.832 0.834 0.827 

6 STB 0.816 0.819 0.821 0.824 0.826 0.829 0.831 0.824 

7 ACB 0.807 0.809 0.812 0.814 0.817 0.820 0.822 0.814 

8 EAB 0.794 0.797 0.800 0.803 0.805 0.808 0.811 0.803 

9 VIB 0.781 0.784 0.787 0.790 0.793 0.796 0.799 0.790 

10 EIB 0.774 0.777 0.780 0.783 0.786 0.789 0.792 0.783 

11 OCB 0.765 0.768 0.771 0.774 0.777 0.780 0.783 0.774 

12 SCB 0.764 0.768 0.771 0.774 0.777 0.780 0.783 0.774 

13 VPB 0.760 0.763 0.766 0.769 0.772 0.775 0.779 0.769 

14 VAB 0.742 0.746 0.749 0.752 0.756 0.759 0.762 0.752 

15 TCB 0.739 0.743 0.746 0.749 0.753 0.756 0.759 0.749 

16 MBB 0.737 0.740 0.744 0.747 0.751 0.754 0.757 0.747 

17 SGB 0.734 0.738 0.741 0.745 0.748 0.751 0.755 0.745 

18 PGB 0.730 0.734 0.737 0.741 0.744 0.747 0.751 0.740 

19 KLB 0.726 0.729 0.733 0.736 0.740 0.743 0.747 0.736 

20 NVB 0.724 0.727 0.731 0.734 0.738 0.741 0.745 0.734 

21 HDB 0.714 0.718 0.722 0.725 0.729 0.733 0.736 0.725 

22 SHB 0.698 0.702 0.705 0.709 0.713 0.717 0.720 0.709 

23 ABB 0.696 0.700 0.704 0.707 0.711 0.715 0.719 0.707 
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STT Bank 2009 2010 2011 2012 2013 2014 2015 Average 

24 GDB 0.673 0.677 0.682 0.686 0.690 0.694 0.697 0.686 

25 VTTB 0.670 0.674 0.678 0.682 0.686 0.690 0.694 0.682 

26 NAB 0.642 0.647 0.651 0.655 0.660 0.664 0.668 0.655 

27 SEAB 0.638 0.643 0.647 0.651 0.656 0.660 0.664 0.651 

28 MSB 0.638 0.642 0.647 0.651 0.655 0.660 0.664 0.651 

29 LVB 0.635 0.640 0.644 0.649 0.653 0.657 0.661 0.648 

30 TPB 0.583 0.588 0.593 0.597 0.602 0.607 0.612 0.597 

Source: Result analyzed on FRONTIER 4.1. 

4.2. Analyze the relationship between credit risk and business performance of 

Vietnamese joint stock commercial banks 

Model 2 has credit risk as a control variable which influences business inefficiency of 

banks (ui). In this model, credit risk is considered a variable that can make banks operate 

effectively outside the frontier. Table 5 shows the business performance of banks when credit 

risk is inserted into the model as a variable that can affect banks’ inefficiency. According to this 

table, the bank with highest business performance is BID with an average efficiency level of 

over 90%. Two banks with business efficiency level of over 80% are VCB and CTG.  

PVF bank has efficiency level of over 90% in model 1 but only over 75% in model 2. 

There are 5 banks with efficiency level of less than 50% (SGB, KLB, LVB, VTTB, GDB, NAB 

and TPB).  

Business performance of banks calculated in model 2 varies widely, in different directions. 

Most banks increased their business performance in the 2010-2012 period. However, some banks 

sharply decreased their business performance, typically PVF bank. Some banks, despite their low 

level of average business performance, are likely to improve in the researched period, namely, 

TPB and GDB.  

Table 4. Calculated result of business performance of banks according to model 2 

STT Bank 2009 2010 2011 2012 2013 2014 2015 Average 

1 BID 0.840 0.892 0.884 0.937 0.936 0.948 0.919 0.908 

2 CTG 0.805 0.840 0.913 0.912 0.892 0.906 0.911 0.883 

3 VCB 0.727 0.769 0.811 0.852 0.856 0.854 0.882 0.822 

4 PVF 1.000 0.724 0.939 0.795 0.668 0.617 0.591 0.762 

5 ACB 0.590 0.706 0.743 0.737 0.732 0.707 0.709 0.703 

6 STB 0.584 0.702 0.738 0.722 0.684 0.679 0.697 0.686 

7 EIB 0.573 0.659 0.696 0.695 0.657 0.657 0.657 0.656 

8 TCB 0.571 0.630 0.640 0.640 0.630 0.660 0.675 0.635 

9 MBB 0.509 0.607 0.645 0.625 0.660 0.677 0.699 0.632 

10 VIB 0.563 0.593 0.685 0.681 0.627 0.618 0.624 0.627 

11 SCB 0.573 0.606 0.584 0.627 0.661 0.605 0.682 0.620 
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STT Bank 2009 2010 2011 2012 2013 2014 2015 Average 

12 VPB 0.517 0.543 0.622 0.619 0.591 0.655 0.703 0.607 

13 EAB 0.571 0.564 0.638 0.637 0.606 0.590 0.599 0.601 

14 NASB 0.589 0.583 0.595 0.585 0.552 0.602 0.636 0.592 

15 SHB 0.428 0.480 0.562 0.572 0.602 0.661 0.677 0.569 

16 HDB 0.511 0.482 0.529 0.504 0.549 0.612 0.606 0.542 

17 OCB 0.453 0.514 0.550 0.561 0.565 0.564 0.564 0.539 

18 ABB 0.488 0.517 0.555 0.566 0.522 0.541 0.527 0.531 

19 MSB 0.481 0.568 0.561 0.600 0.516 0.506 0.472 0.529 

20 VAB 0.456 0.516 0.558 0.550 0.521 0.516 0.520 0.520 

21 NVB 0.462 0.539 0.532 0.534 0.581 0.485 0.482 0.517 

22 PGB 0.394 0.482 0.525 0.524 0.549 0.540 0.549 0.509 

23 SEAB 0.480 0.470 0.583 0.466 0.470 0.504 0.588 0.509 

24 SGB 0.477 0.480 0.507 0.519 0.490 0.493 0.490 0.494 

25 KLB 0.448 0.484 0.508 0.489 0.504 0.507 0.497 0.491 

26 LVB 0.436 0.457 0.473 0.443 0.510 0.533 0.579 0.490 

27 VTTB 0.454 0.437 0.472 0.487 0.477 0.480 0.483 0.470 

28 GDB 0.357 0.437 0.469 0.459 0.481 0.476 0.511 0.456 

29 NAB 0.405 0.444 0.428 0.435 0.458 0.499 0.505 0.453 

30 TPB 0.232 0.398 0.418 0.351 0.505 0.537 0.557 0.428 

Source: Result analyzed on FRONTIER 4.1. 

4.3. Evaluate the change of business performance when affected by credit risk  

After calculating business performance of Vietnamese commercial banks when credit risk 

appears, the author continues to assess the change of business performance in comparison with 

that from the original model.  

In table 5, business performance of banks calculated from model 1 and 2 is compared 

based on the average business performance of the 2009-2010, 2011-2012 and 2013-2015 

periods. The data on the table are calculated by subtracting business performance in model 1 

from that in model 3. It can be seen that when inserting credit risk as a factor influencing 

business inefficiency of banks, business performance of all banks in all phases is reduced. In the 

2009-2010 period, business performance of all sample banks decreased by 20.1%. In the 2011-

2012 and 2013-2015 period, that reduced by 15.1%. For the 2009-2015 period, business 

performance of banks decreased by more than 14%.  

A number of banks have reduced their business efficiency when considering credit risk in 

establishing efficiency frontier, with the variance of over 30% (PVF), over 20% (KLB, NVB). 

Banks with a large efficiency variance between two models are those in the group of low 

performance. In contrast, most banks in the group of high performance do not have much change 

in business performance, given the impact of credit risk. For example, VCB, CTG and BID 

decreased their performance by 0.1%, 3.3% and 4.7%, respectively.  
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Table 5. Comparison of bank performance calculated from model 1 and 2                           

STT Bank 2009-2010 2011-2012 2013-2015 2009-2015 

1 STB -0.174 -0.092 -0.137 -0.126 

2 ACB -0.160 -0.073 -0.098 -0.105 

3 PVF -0.099 -0.095 -0.337 -0.371 

4 SHB -0.246 -0.141 -0.062 -0.032 

5 VCB -0.131 -0.050 -0.019 -0.001 

6 CTG -0.119 -0.031 -0.041 -0.033 

7 EIB -0.160 -0.086 -0.126 -0.126 

8 TCB -0.141 -0.108 -0.094 -0.074 

9 SCB -0.177 -0.167 -0.124 -0.092 

10 LVB -0.191 -0.189 -0.108 -0.070 

11 HDB -0.220 -0.207 -0.137 -0.120 

12 OCB -0.283 -0.217 -0.209 -0.210 

13 SGB -0.257 -0.230 -0.254 -0.255 

14 ABB -0.195 -0.145 -0.177 -0.180 

15 TPB -0.271 -0.210 -0.064 -0.040 

16 KLB -0.261 -0.236 -0.233 -0.239 

17 VAB -0.258 -0.197 -0.233 -0.232 

18 NVB -0.225 -0.199 -0.218 -0.252 

19 NAB -0.220 -0.222 -0.168 -0.151 

20 GDB -0.279 -0.220 -0.196 -0.175 

21 VPB -0.232 -0.147 -0.120 -0.067 

22 MBB -0.181 -0.110 -0.069 -0.048 

23 MSB -0.116 -0.068 -0.153 -0.179 

24 VIB -0.205 -0.106 -0.167 -0.166 

25 BID -0.098 -0.055 -0.031 -0.047 

26 VTTB -0.227 -0.201 -0.202 -0.199 

27 PGB -0.294 -0.214 -0.195 -0.192 

28 NASB -0.235 -0.236 -0.230 -0.191 

29 SEAB -0.165 -0.125 -0.130 -0.063 

30 EAB -0.228 -0.163 -0.204 -0.204 

Trung bình -0.201 -0.151 -0.151 -0.141 

Source: The author’s summary 

4.4. Quantify the impact of credit risk on business performance of Vietnamese JSC banks  

4.4.1. Quantify the impact of credit risk on business performance of Vietnamese JSC banks  

Table 6 shows that regression coefficient of output variables and variables affecting the 

position of banks towards the efficiency frontier. These regression coefficients are illustrated by 

the presence of variables on model 1 and 2.  
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The results show that, in model 1, the input variable (FC – X1) describes that fixed 

capital is inversely proportional to the banks’ output which is sum of loans and other 

investments. The coefficient = -0.148 means that for an increase of 1% in fixed capital, loans 

and other investments will decrease by 0.148%. Two other input variables including total 

deposits (TD- X2) and labor (TLC – X3) have positive correlation coefficient for the banks’ 

output. For instance, if total deposits increase by 1%, loans and investments increase by 

0.119%. The role of three basic input variables towards banks’ output is also similar in the 

following model (model 2).     

Model 2 inserts credit risk (CR) as a factor that can affect business performance of banks. 

This model indicates that credit risk can reduce banks’ output, in particular, when credit risk 

increases by 1%, banks’ output decreases by 0.586%.  

Table 6. Estimation of regression coefficients 

Variable Correlation coefficient Model 1 Model 2 

Constant 
 1.853 0.4989 

Ln(FC) 
 -0.148 -0.245 

Ln(TD) 
 0.119 0.099 

Ln(TLC) 
 0.912 0.812 

CR 
 

 
-0.586 

Source: Result calculated on FRONTIER 4.1. 

4.4.2. Evaluate the impact of business performance on credit risk of Vietnamese JSC banks  

To evaluate the impact of business performance of Vietnamese JSC banks, Granger causal 

analysis was conducted on Eviews 8.0. The results of causal analysis are shown in table 7.  

Table 7. Granger causality analysis result  

Statistical theories Statistics F Probability 

H0: Credit risk is not the cause of change in business performance of banks  8.75832 0.00022 

H0: Business performance of banks is not the cause of change in credit risk 2.42908 0.03068 

Source: Result analyzed on Eviews 8.0  

The result on table 7 shows that with confidence level of 95%, the statistical probability is 

less than 5%, which means that the hypothesis H0 is rejected or in other words, credit risk is the 

cause of business performance of Vietnamese JSC banks and business performance is the cause 

of credit risk.  

Beside Granger causal analysis, regression analysis conducted on EVIEWS 8.0 software is 

implemented to assess the relationship between credit risk (CR) and business performance of 

Vietnamese JSC banks.  
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Table 8. Regression analysis results  

Variable Correlation coefficient Standard deviation Statistics z Probability 

EFF -1.2466 0.00344 -0.0959 0.0000 

Constant -0.356 0.00209 6.51391 0.0000 

Source: Result analyzed on Eviews 8.0 

In the regression function on table 8, credit risk (CR) is a dependent variable while 

business performance of Vietnamese JSC banks is an independent variable. To obtain 

appropriate regression result, credit risk variable is recalculated and denoted by the ratio of the 

loan loss provision to total loan amount. The analyzed result shows that with confidence level of 

95%, the performance of Vietnamese commercial banks is also statistically significant in the 

model and has a negative impact on credit risk. As the business performance of joint stock 

commercial banks increases by 1%, the credit risk decreases by 1.246569%.  

5. Conclusion 

The study is conducted to assess the business performance of Vietnamese joint stock 

commercial banks by constructing an efficient frontier, which is known as stochastic frontier 

analysis SFA. This frontier is defined by a function that describes the relationship between the 

inputs used by the banks and the outputs which are the results of the banking business process. 

Among common functions, linear Cobb-Douglas is chosen.  

The analysis shows that banks with the highest business performance among the 30 banks 

are those with the efficiency of over 90%. These banks have a large scale with total assets of 

more than 45,000 VND billion and have been operating for more than 10 years. In terms of the 

capital structure of banks, measured by the ratio of liabilities and equity, these banks have a ratio 

Debt on Equity (D / E) greater than 10. 

Banks with the lowest business performance among the 30 banks are those with the 

efficiency of less than 70%. These banks may have a large, small, or medium scale, but are not 

state-owned commercial banks. Some banks have been operating for more than 20 years (NAB, 

SEAB, MSB), some banks have been less than 10 years (VTTB, LVB, TPB). In addition, these 

banks have a relatively small debt-to-equity ratio (D / E), less than 10. 

The results show the efficiency of banks changes when credit risk is added as a variable in the 

SFA parameter model. Credit risk variable can act as an unpredictable variable, or control variable 

(model 2), a variable that can lead a bank to operate outside of its effective frontier. The results show 

that when the credit risk increased by 1%, the output of the bank decreased by 0.586%. 

Granger Causality analysis shows that the performance of Vietnamese commercial banks is 

the cause of credit risk. The results of the regression analysis show that, with a confidence level 

of 95%, the performance of Vietnamese commercial banks is also statistically significant in the 

model and has a negative impact on credit risk. As the business performance of commercial joint 

stock banks increased by 1%, the credit risk decreased by 1.246569%. Credit risk was 

represented by the loan loss provision ratio of the total loan amount of the bank. 
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The results show that there is a negative impact of credit risk on banking business performance 

and that Vietnamese commercial banks are still wasting resources and some banks are facing with a 

decreased return to scale. State-owned commercial banks still have a large market share, but the use 

of resources is still limited. Operations are still based mainly on traditional businesses, with many 

risks. Therefore, appropriate methods should be taken to limit credit risk. 

In order to improve operational efficiency and the competitive strength in the context of 

globalization, commercial banks need to continue strengthening the consolidation of banks' 

activities in the direction of estimating the level of performance business results and credit risk. 

One of the author's important findings is to quantify the relationship between credit risk 

and the business performance of the bank. Specifically, the results indicate that a change in credit 

risk can affect the efficiency of banking business and vice versa. In the bank manager's view, if 

the bank sets a business performance level to be achieved, what is the credit risk allowed? In 

contrast, with the degree of forecastable credit risk in the future, the efficiency of the banking 

business will be how much with other estimates of the inputs and outputs of the bank. 

Research shows that credit risk, measured by a certain percentage of bad debt, negatively 

affects the bank's business performance. In the context that bad debt is a popular phenomenon in 

the current business of commercial joint stock banks in Vietnam, the regulatory authorities 

should implement the bad debt securities, develop debt trading market to improve business 

efficiency of banks. 
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APPENDIX 01. BANKS IN THE RESEARCH SAMPLE 

No. Bank Code 

1 Saigon Thuong Tin Commercial Joint Stock Bank  STB 

2 Asia Commercial Joint Stock Bank ACB 

3 Vietnam Public Joint Stock Commercial Bank PVF 

4 Saigon Hanoi Commercial Joint Stock Bank  SHB 

5 Joint Stock Commercial Bank for Foreign Trade of Vietnam VCB 

6 Vietnam Joint Stock Commercial Bank for Industry and Trade  CTG 

7 Vietnam Export Import Commercial Joint Stock Bank EIB 

8 Vietnam Technological and Commercial Joint Stock Bank TCB 

9 Saigon Commercial Joint Stock Bank SCB 

10 Lien Viet Post Commercial Joint Stock Bank LVB 

11 Ho Chi Minh City Development Joint Stock Commercial Bank HDB 

12 Orient Commercial Joint Stock Bank  OCB 

13 Saigon Bank for Industry and Trade SGB 

14 Saigon Commercial Joint Stock Bank ABB 

15 Tien Phong Commercial Joint Stock Bank TPB 

16 Kien Long Commercial Joint Stock Bank KLB 

17 Vietnam Asia Commercial Joint Stock Bank   VAB 

18 National Citizen Commercial Joint Stock Bank NVB 

19 Nam A Commercial Joint Stock Bank NAB 

20 Ban Viet Commercial Joint Stock Bank GDB 

21 Vietnam Prosperity Joint Stock Commercial Bank VPB 

22 Military Commercial Joint Stock Bank MBB 

23 Vietnam Maritime Commercial Joint Stock Bank MSB 

24 Vietnam International Commercial Joint Stock Bank VIB 

25 Bank for Investment and Development of Vietnam  BID 

26 Vietnam Thuong Tin Commercial Joint Stock Bank VTTB 

27 Petrolimex Group Commercial Joint Stock Bank PGB 

28 North Asia Commercial Joint Stock Bank NASB 

29 Southeast Asia Commercial Joint Stock Bank SEAB 

30 Eastern Asia Joint Stock Commercial Bank EAB 

Source: The author’s summary 
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Abstract:  The paper presents the manifestations of domestic transfer pricing and analyses the 

situation of domestic transfer pricing in Vietnam. Domestic transfer pricing occurs in both state-

owned enterprises and private firms, typically in large corporations and groups. The article analyzes 

the causes of domestic transfer pricing, thereby proposing solutions to limit domestic transfers. Main 

suggestions include improving the legal framework, developing a database of enterprise information, 

intensifying the inspection of transfer pricing, applying information technology to manage invoice 

usage and strengthening the training and development of human resources. 

Key words: transfer pricing, domestic enterprises, domestic transfer pricing 

 

1. Introduction 

Transfer pricing is a hot issue in the tax management of each country. Transfer pricing is 

the setting of the price for goods and services or the use of properties including intangible 

properties among companies of a larger multi-entity firm or among parties having a related 

relationship. Transfer pricing arises for the purpose of minimizing the tax cost and maximizing 

the profit. Therefore those companies do not establish pricing based on the market price. Market 

prices means the expression used to indicate the price of products under an objective agreement 

between independent parties in a business transaction on the market. Parties owing a related 

relationship are called affiliated parties. They are parties having a relationship in one of the 

following circumstances: 

- One party is involved directly or indirectly in administration, control, capital contribution 

or investment in any form in the other party. 

- The parties are directly or indirectly managed or controlled by another party or both or all 

parties make capital contribution or invest in another party. 

- The parties participate directly or indirectly in administration, control of, capital 

contribution to or investment in any form in another party. 

- Transfer pricing can be divided into two categories: international transfer pricing and 

domestic transfer pricing. While international transfer pricing arises among subsidiaries of a 

multinational companies, domestic transfer pricing occurs among domestic affiliated companies. 

Expression of domestic transfer can be included: 
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- Transactions related to capital contribution in the form of machinery, production 

equipment, know-how and debt financing is linked and almost uncontrollable. 

- There is a related relationship in purchasing equipment and raw materials for production. 

In many cases, the cost of goods sold is higher than the selling price. 

- With the transaction of output, the parent company will either buy or specify the buyer of 

the product, so the selling price is very low (that is, the selling price is lower than the cost price 

of the product) 

- For production-export activities, related transactions are carried out in most cases, including 

tangible and intangible goods (copyrights, inventions, know-how, and internal services). In these 

transactions a member specializes in providing materials. Another member is responsible for model, 

trademark, quality control and the remaining one is responsible for the trade. 

- The payment between parties is largely cleared or mediated by the financial center of the 

corporation. There is the appearance of the "processing of invoices and vouchers" to turn the 

associated transaction into an independent one or to set up transactions with unreasonable costs. 

The company will purchase the fake bills to deduct the cost of the contract which is unreal. This 

makes the companies lose money and unable to pay taxes. 

- Some companies are constantly changing owners but new and old owners are the same. 

Companies may reinvest in the same project. This is a "trick" to not be held responsible for the 

mistakes of previous owners and is a "technique" for extending tax incentives. 

2. The reality of transfer pricing among domestic enterprises in Vietnam 

Currently, with the development of the economy, there is an increase in the number of 

enterprises. Large enterprises have more and more related companies 

Table 1: The Number of related companies of some sate-owned enterprises 

The name of the enterprises The number of related companies 

Electricity of Vietnam Group 18 

Vietnam Oil and Gas Group 21 

Vietnam National Petroleum Group 73 

Vietnam National Chemical Group 37 

Vietnam National Coal-Mineral Industries Holding Corporation Limited 76 

Vietnam Mobile Telecom Services One Member Limited Liability Company 13 

VTC Telecommunications JSC 6 

Vietnam Southern Food Corporation 32 

Vietnam Northern Food Corporation 32 

Vietnam Rubber Group 112 

Vietnam National Coffee Corporation 23 

Vietnam National Tobacco Corporation 20 

Source: websites of the companies 
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Private companies are also growing rapidly. They have established a number of related 

companies including subsidiaries and affiliated companies. 

Table 2: The Number of related companies of some private enterprises 

 The name of the enterprises The number of related companies 

1 Vingroup 69 

2 Hoa Sen Group 21 

3 Masan Group 7 

4 Hoa Phat Group 11 

5 FPT Corporation 10 

6 Vinamilk 6 

7 Doji Gold and Gems Group 12 

Source: websites of the companies 

The more affiliates a company has, the more likely it is to conduct a transfer. Transfer 

pricing among domestic firms may be for both state-owned and private enterprises. 

Violations at Vietnam National Petroleum Group (PVN) in the past, for example, are 

considered as the form of transfer pricing. It is made through the mechanism of management 

between related companies. The parent company is subsidized by the government through the 

norms of profit and loss. When the parent company distributes goods to first class agent, the 

retailer does not follow this approach. Retailers are profitable but the parent company is losing 

money. The parent company suffered losses while the agents were entitled to profit. 

Another example comes from Saigon Beer-Alcohol Beverage Corporation (Sabeco). 

Sabeco has been both producing and distributing beer products. Sabeco produces and sells beer 

for its company units including 23 trading companies. These companies do not sell the products 

directly to consumers but to another subsidiary with low prices. Then the products are distributed 

to regional companies and to many agents before sold to customers. Sabeco only pays excise tax 

once at the place of production. The taxable price based on the price of beer sold for the first 

time so the tax payment is small. The sale of beer between companies has made it difficult for 

the tax authorities to determine the prices for tax purposes. However, the state audit concluded 

that Sabeco has to pay special sale tax based on the selling price of regional trading companies 

rather than Sabeco's sale price to Sabeco Trading Company. Sabeco has used its subsidiaries to 

carry out transfer pricing of nearly 2,500 billion VND in 2010-2014. Only in 2013, the tax 

authorities decided to collect nearly 400 billion dong more from Sabeco (GDT, 2017). 

Some groups do transfer pricing by setting up many subsidiaries in many localities to enjoy 

tax incentives. Other companies in the group will transfer the revenue to the company which 

entitled to tax incentives in order to reduce the amount of tax liabilities. Many other companies 

avoid taxes by stopping operations or dissolving at the end of incentives. Then they establish 

new companies to enjoy the incentives from the beginning. Law on Enterprise Income in 

Vietnam gives many incentives to companies. According to the Law, newly set up enterprises 
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under investment projects in geographical areas with extreme socio-economic difficulties, 

economic zones or hi-tech parks; newly set up enterprises under investment projects in the 

domains of high technology, scientific research and technological development, development of 

the States infrastructure works of special importance or manufacture of software products; newly 

set up enterprises operating in education-training, vocational training, healthcare, cultural, sports 

and environmental domains are entitled to tax exemption for no more than four years and a 50% 

reduction of payable tax amounts for no more than nine subsequent years (National Assembly, 

2008). Many enterprises have taken advantage of preferential tax policies by establishing 

subsidiary companies in areas exempted from corporate income tax for the purpose of 

transferring prices. In Binh Phuoc Province, there are some districts having extreme socio-

economic difficulties, including Loc Ninh, Bu Dang and Bu Dop and some districts having 

socio-economic difficulties including Dong Phu, Phuoc Long, Chon Thanh and Binh Long. 

These districts are located in the area eligible for corporate income tax incentives. Therefore, 

enterprises in other areas such as Ho Chi Minh City have set up businesses, investment projects 

in these areas ... Although these enterprises operates in moderation they still gain the turnover 

and certain profits. However, the government does not collect any tax because the enterprise is 

operating within the period of tax exemption under the investment priority. 

Many enterprises have their own financial companies and banks. Therefore, transfer 

pricing can be made through giving a loan. Interest and loan terms for affiliates will be more 

preferable than those for independent companies. Some corporations contribute capital to the 

bank as followed: 

Table 3: A number of corporations contribute capital to the bank 

Corporations Banks receives capital contribution % of charter capital 

PVN Ocean Bank 20 

Petrolimex Vietnam National Petroleum 
Group 

PG Bank 40 

VNPT Maritime bank 6,09 

Vietnam Post Lienvietpost bank 14.99 

Masan Group Techombank 30,6 

Doji Gold and Gems Group Tienphong bank 7,6 

Source: The State Bank of Vietnam 

Transfer pricing among domestic firms leads to unfair competition. This makes many 

companies face the risk of bankruptcy. There is an increase in management costs. The 

government loses a large state budget. There are five reasons for domestic transfer pricing. 

Firstly, there are weaknesses in the management of invoices. Too many enterprises are 

self-printed invoices or ordered to print invoices. Because there are no strict conditions to 

control, there is a high risk of counterfeiting. The General Department of Taxation has not yet 

had effective tools to help taxpayers recognize illegal invoices. The website of the General 

Department of Taxation has no sufficient data for all organizations and individuals to look up the 



2367 

necessary contents of invoices announced. The tax authorities have not effectively applied 

information technology to check and verify invoices. Although information technology is widely 

used in invoicing management, the most obvious is the application of illegal invoicing software. 

However, the reconciliation of invoices is still being manually handled by local tax authorities 

through submitting a verification letter. Obviously, in the context of the fact that about half a 

million businesses use self-printed invoices and an enormous amount of invoices are created in 

daily business, manual comparison is still ineffective. This can be considered as a main 

limitation and a major challenge in managing invoices today. 

Secondly, there are many loopholes in government policies. Too many subjects are entitled 

to preferential exemptions. Provisions on violation of invoices do not cover all situations. 

Specifically: 

- There are no administrative penalties for misuse of invoices. 

- There is no clear distinction in defining the responsibilities of sellers and the buyers for 

defects in the invoice. 

Thirdly, the data warehouse of prices is not well built. To determine whether a transfer is 

in compliance with market rules or for the purpose of transfer pricing, relevant agencies such as 

the General Department of Taxation should have a database of prices of goods. Database is 

extremely important. When tax authorities investigate the transfer pricing, they often use the 

price comparison method. They have to find a company, a similar transaction to compare but the 

database has no information enough. 

Fourthly, the tax authorities seem to neglect the transfer pricing of domestic enterprises. 

The tax authorities are still focusing on transfer pricing management of FDI enterprises. The 

resources of the tax authorities are limited. Therefore, they have not enough resources to detect 

all the cases of transfer pricing that transfer. As a result, the transfer pricing investigation for 

domestic companies seems to be ignored by the tax authorities. 

Finally, the capacity of the tax officer does not meet the requirements of work. To manage 

transfer pricing, the tax managers must be professional, knowledgeable in many fields, mastering 

information technology and good at foreign languages. At present, up to 70% of tax officers are 

managing taxation of individual business households and small businesses. They almost do not 

meet the management requirements. 

3. Some suggestions 

To control the problems of transfer pricing, it is necessary to focus effectively on the 

following solutions: 

Firstly, the legal framework should be improved. In the near future, the government should 

consider the legal framework on anti-price transfer and the promulgation of the Law on Anti-

price transfer. Regulations on transfer pricing must ensure the fairness and accuracy of transfer 

pricing among related companies. Regulations enforce an arm’s length transaction rule which 

states that companies must establish pricing based on similar transactions done between 
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unrelated parties. It is important to remember that transfer pricing does not only relate to pricing. 

Other conditions of intercompany transactions, such as delivery, warranty and payment 

terms should be arm’s length as well. 

The government should also narrow the gap in tax incentives between branches, domains 

and regions and localities. The government needs to improve its invoice management rules. 

For companies that use fewer invoices, they can purchase invoices from tax authorities. 

With this rule, taxpayers which use a small number of invoices can reduce the costs and the tax 

authorities can manage them well. In addition to requesting taxpayers to issue invoices and 

publicize invoice forms, there should be specific provisions on how and when tax authorities 

make this information available to taxpayers. The government needs to impose penalties for 

violations of the law on invoices. They include the following violations: incorrectly used invoice 

type, not announced invoice issued but defective... 

Secondly, it is necessary to develop a database of enterprise information in Vietnam's 

functional agencies in order to have a coordinated and smooth coordination in transfer pricing 

control of functional agencies. In the coming time, the tax authorities, the investment licensing 

agency, customs, police offices, banks ... need to strengthen the database and information 

connection. As a result, an information system that assists the tax administration process in 

general and the risk analysis, inspection and handling of violations in transfer pricing among 

associate members in particular is promoted effectively. 

Thirdly, the tax authorities need to intensify the inspection of transfer pricing. It is 

considered one of the key tasks of the Taxation. It is necessary to pay attention to inspect and 

audit transfer prices of enterprises having many members and of trades with significant tax risk. 

In the case of transfer pricing, there must be strong sanctions to ensure the strictness of the law 

The supervision of the tax authorities must be based on the best taxpayer information 

system. In addition, the tax authorities should also promote the reporting of taxpayers' use of 

invoices. Tax authorities should strengthen the implementation of the examination of invoices to 

timely detect and correct errors or fraudulent invoices. 

Fourthly, the tax authorities need to apply information technology to manage invoce usage. 

They need to improve regulations on numbering and invoice symbols associated with tax code in 

order to facilitate the digital application. Moreover, it is necessary to have legal regulations to 

ensure that the invoice has been set up to be downloaded to the software on the internet. 

Whenever anyone is granted access, they will be able to access it for inspection. In the coming 

time, the tax offices need to complete the bill catalog on the website of the General Department 

so that taxpayers can look up information about enterprises which have issued invoices. 

Finally, the tax offices should strengthen the training and development of human resources 

specialized in monitoring and controlling transfer pricing. Tax officers should be trained on 

skills of market valuation, knowledge of sector economics, computer skills, and foreign 

languages. There should be an increase in the salaries and bonuses to encourage employees to 

develop their capacity. The agency should set up inquiries for each work position; develop a plan 



2369 

for the development of human resources. 

In summary, managing transfer pricing for domestic firms is a big challenge for the tax 

office. Strengthening tax administration will not only increase revenue for the budget but also 

ensure that the enterprises operate fairly, transparently and effectively. Tax authorities need to 

have a reasonable strategy for the development in the future to improve the efficiency of tax 

administration. 
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Abstract: This paper aims to investigate the impacts of external liberalization on Vietnamese 

economic growth and industrial performance at regional level. To this end, the author reviews 

regional and economic and industrial performance in Vietnam during the period of vigorous reforms 

of the Doi Moi and external liberalization (1995-2015). The paper employs the fixed effect regression 

to test the relation of economic growth, industrial performance and trade liberalization in six 

economic regions. The estimation results suggest that FDI has positive and strongly significant 

impact on economic growth of five economic regions: The Red River Delta, Northern midlands and 

mountain areas, North Central area and Central Coastal area, South East and Mekong River Delta. 

The study suggests that FDI inflows and trade openness play very important role in accelerating 

economic growth and industrial performance in six economic regions in Vietnam. Regions with better 

infrastructure seem to get more benefit from FDI and trade openness, which suggests that regional 

authorities should invest in building new and more modern infrastructure and also formulating rules 

and regulations governing FDI inflows. 

Keywords:Economic growth, industrial performance FDI, trade openness, economic 

regions. 

 

1. Introduction 

Trade liberalization and Foreign Direct Investment (FDI) have catalyzed economic growth 

and industrial performance in developing countries and there has been a lot of research 

investigating these impacts in different countries. Some positive effects of trade openness and 

FDI on economic growth and industrial performance have been observed in empirical studies in 

developing countries. External liberalization leads to a faster rate of technological absorption and 

generates the positive spillover effects and accelerates economic growth (Dutta & Ahmed, 

2006). In the long run, a more open economy generates economic of scale due to research and 

development, and knowledge spillover; accumulation of human capital and learning by doing 

(Lucas, 1988). Empirical studies have shown positive effects of FDI, such as raising employment 

and wage or income share of labor; leading to technological spillovers in the host country. This 

results in an increase in overall productivity; enhancing export activities both for the countries 

where FDI comes from and for the host countries thus improving the balance of payments 

(Milberg, 1999). The benefits of trade openness and FDI on macroeconomic variables have been 
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of enduring interest of economists. However, empirical studies on the effects of trade 

liberalization as well as FDI on economic growth especially on industrial performance at both 

regional and provincial levels in Vietnam and other emerging countries are rare. 

Vietnam is composed of 68 provinces and cities divided into eight regions including 

Southeast, Red River Delta, Mekong River Delta, Northeast, Northwest, North Central Coast, 

South Central Coast and Central Highlands1. Since the Doi Moi Policy, Vietnam has experienced 

one of the highest rates of economic growth and development as well as high volumes of 

external liberalization. Moreover, Vietnam is also one of the few countries in Asia that has been 

able to sustain manufacturing growth and has become a significant FDI destination in Asia. 

However, the volume of FDI inflows into each of these eight regions is different depending on 

their economic conditions. In this paper, the authors continue elaborating the correlation of trade 

openness and economic growth, as well as industrial performance by focusing on the regional 

level. This paper investigates the main drivers of economic growth and industrial performance of 

six economic regions in Vietnam during the most recent phases of the Doi Moi Policy.  

This paper is organized into six sections. The second section reviews regional economic 

and industrial performance in Vietnam during the period of vigorous reforms and external 

liberalization (1995-2015). The third section summarizes the literature of the relationship 

between external liberalization, economic growth, and industrial performance. The fourth section 

will introduce the factors driving the relation between openness and economic performance at 

regional level as well as data and econometric models. The results of empirical investigation will 

be analyzed in the fifth section. Conclusions with some recommendations are provided in the 

sixth section.  

2. Regional Economic and Industrial Performances in Vietnam 

2.1. Regional Economic Performance in Vietnam 

Vietnam is composed of 68 provinces and centrally-governed cities which are divided into 

eight geographical regions and three key economic zones. The Northern key economic zone 

includes seven municipalities and provinces: Hanoi, Hai Phong, Quang Ninh, Hai Duong, Hung 

Yen, Bac Ninh and Vinh Phuc. The economic growth of the Northern economic zone is based on 

agricultural manpower. The Southern key economic zone covers seven provinces and cities 

which are Ho Chi Minh city, Binh Duong, Ba Ria – Vung Tau, Dong Nai, Tay Ninh, Binh Phuoc 

and Long An. The economy in this zone is driven by the development of commerce, exports, 

telecommunications, tourism, finance, banking, services, technology. Agriculture which mainly 

produces rubber, coffee, cashew nuts, sugarcane is also an important drivers of the zone’s 

economic growth. The Central key economic zone includes 5 provinces: ThuaThien Hue, Quang 

Nam, Quang Ngai, BinhDinh and Da Nang. This zone’s economic growth mostly relies on oil 

and gas, shipbuilding, logistics, high-tech industries and coastal tourism.  

The Vietnamese government and the General Statistics Office divides the eight geographical 

regions into six economic regions (see Figure1). The Red River Delta constitutes the industrial heart 

                                                 
1 Vietnam Briefing, GSO, 2012 
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of Vietnam and is one of the richest and most developed regions in the country with the second 

lowest poverty rate of 3.2 percent in 2015 and the second highest average income of VND4,113 

thousand in 2014 (USD200, see Table 1 in appendix). The capital of Vietnam- Hanoi, which is 

located in this area, is the economic center of the Red River Delta. The region is highly 

industrialized, resulting in high electricity demand but consists mainly of flood plains. The Red River 

Delta is one of the most attractive destinations of FDI in the nation as well.  

The northern midlands and mountain areas includes two geographical regions: Northeast and 

Northwest. The Northeast includes the mountainous areas in the north and center, bordered by 

China to the north and northeast. The region is rich in mineral resources such as coal, metals, 

building materials, industrial minerals with more than 300 mines of different types of minerals. 

The Northeast’s economy mostly focuses on high technology, engineering and energy sectors. 

However, agriculture, in particular, the cultivation of rice, maize, potatoes, tea, lemongrass and 

vegetables, remains an important driver of their economy. The Northeast also focuses on forestry 

which can produce approximately 3.5 million cubic meters of wood and 500 milliontrees of 

bamboo and neohouzeaua per year2. Besides agriculture and forestry, the region also has a power 

sector with several hydro-electric power plants and coal fired thermal power plants. Tourism is an 

important source of GDP with few popular tourist destinations such as Sapa (Lao Cai) and Ha 

Long Bay (Quang Ninh). The Northwest, which is covered by a number of mountains is one of the 

poorest regions in Vietnam with the highest poverty rate of 16 percent in 2015 (see Table1) and the 

lowest average income of VND1,613 in 2014 (about USD81, see Table A.1 in appendix). Its 

economy mostly focuses on the cultivation of products such as tea, medicinal and aromatic herbs, 

and fruits and the region has recently begun mining coal, clay, iron and gold, which include a large 

number of self-employed workers resulting in a lower rate of unemployment (see Table 3)  

The General Statistics Office (GSO) combines the North and South-Central Coast as the 

third economic region, called as North Central and Central Coastal area. The economy of the 

region with a long coastline, large estuaries, ports and excellent coastal lagoon system, is based 

mainly on aquaculture. The region has several minerals such as iron, gold, titanium, lead and 

also relies heavily on hydropower plants. Moreover, tourism is one of the most important sectors 

of their economy.  

The central highland area’s economy is based heavily on the manufacturing sector, 

agriculture and forestry exports, which account for 60 percent of the region’s GDP. The region’s 

economy exports a high volume of coffee, sugar, vegetable oil and meat products. This region 

has the lowest rate of unemployment. The unemployment rate was 1.03 percent in contrast to the 

Mekong River Delta, which had the highest rate of unemployment of 2.77 percent in 2015 (Table 

3). However, Central highlands is also the least attractive destination of FDI in the country.  

The Southeast region (Ho Chi Minh city area) has been the primary destination of foreign 

investment in Vietnam. This region’s economy is based on heavily industry production such as 

rubber products and polyethylene production. The region is endowed with a wide variety of 

minerals including sand glass, granite, bentonite clay. More recently, the Southeast economy has 
                                                 
2The author summarized from Vietnam Briefing: http://www.vietnam-briefing.com/news/vietnams-regions-

key-economic-zones.html/, “Vietnam’s Provinces, Regions and Key Economic Zones” by Samantha Jones and Julia 
Gu, posted on 5/29/2012. 
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begun focusing heavily on oil and gas production. The South East region always has the lowest 

poverty rate and the highest monthly average income in the nation which was VND4,125 

thousand in 2014 (about USD202, see Table A.1 in appendix). 

Table 2 displays foreign direct investment projects licensed in 2015 by six economic 

regions in Vietnam. South East and Red River Delta have attracted almost FDI projects with the 

total of capital of $10,594.5 and $7,812 million USD in 2015 while the Central Highlands is the 

least attractive destination of FDI with $40.9 million USD.  

Mekong River Delta focuses on various sectors ranging from tourism to oil and gas, however, 

agriculture with products of rice, coconuts, tobacco, sugarcane and cocoa remains the most important 

sector. The region’s economy mostly depends on agriculture, while the fisheries sector in the region 

is the largest and most developed in the country. The region has been the third attractive destination 

of FDI inflows in the nation, which is USD 3,656 million in 2015 (see Table 2) 

Table 1. Poverty Rates by Regions in Vietnam 

Year 1998 2002 2004 2006 2008 2010 2011 2012 2013 2014 2015 

Red River Delta 30.7 21.5 12.7 10 8.6 8.3 7.1 6 4.9 4 3.2 

Northern midlands 
and mountain areas 

64.5 47.9 29.4 27.5 25.1 29.4 26.7 23.8 21.9 18.4 16 

North Central area and 
Central coastal area 

42.5 35.7 25.3 22.2 19.2 20.4 18.5 16.1 14 11.8 9.8 

Central Highlands 52.4 51.8 29.2 24 21 22.2 20.3 17.8 16.2 13.8 11.3 

South East 7.6 8.2 4.6 3.1 2.5 2.3 1.7 1.3 1.1 1 0.7 

 Mekong River Delta  36.9 23.4 15.3 13 11.4 12.6 11.6 10.1 9.2 7.9 6.5 

Source: GSO website 

Table 2. Foreign Direct Investment Projects Licensed in 2015 by Regions 

Region Number of projects 
Total registered capital (Mill. 

USD)3 

Whole Country 2120 24,115 

Red River Delta 725 7,812 

Northern midlands and mountain areas 105 856 

North Central area and Central coastal area 146 1,140.6 

Central Highlands 8 40.9 

South East 977 10,594.5 

Mekong River Delta 158 3,656 

Source: GSO’s website, last updated 01/25/2017 

 

                                                 
3Including supplementary capital to licensed projects in previous years. 
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Table 3. Unemployment Rate by Regions 

Region 2008 2009 2010 2011 2012 2013 2014 2015 

Whole country 2.38 2.9 2.88 2.22 1.96 2.18 2.1 2.33 

Red River Delta 2.29 2.69 2.61 1.99 1.91 2.65 2.82 2.42 

Northern midlands and mountain areas 1.13 1.38 1.21 0.87 0.75 0.81 0.76 1.1 

North Central area and Central coastal area 2.24 3.11 2.94 2.28 2.21 2.15 2.23 2.71 

Central Highlands 1.42 2 2.15 1.31 1.47 1.51 1.22 1.03 

South East 3.74 3.99 3.91 3.2 2.64 2.7 2.47 2.74 

Mekong River Delta 2.71 3.31 3.59 2.77 2.17 2.42 2.06 2.77 

Source: GSO’s website, last updated 01/25/2017 

2.2. Regional Industrial Performance in Vietnam 

Vietnam’s domestic industry is mostly concentrated in and around the South East (Ho Chi 

Minh City and its neighboring provinces) and in the Red River Delta (the Hanoi-Haiphong area). 

As shown in Figure 2, two-thirds of all Vietnamese industry during the period 1995-2013 was 

concentrated in these two regions. The gross industry output in the Red River Delta and the 

South East of Vietnam in 2013 were VND1,607,154.8 billion (approximately USD80,400 

billion) and VND2,423,563.1 (about USD122,178 billion) respectively. Most of the rest was 

distributed in the Mekong River Delta.  

 

Figure 1. Gross Industrial Output by Region in Vietnam 

Source: Author’s computation from various issues (1995-2013) of General Statistical 

Office, Statistical Yearbook of Vietnam and Vietnam Production’s Dataset. 

Table 4, 5 and 6 display gross industrial output by state, non-state and foreign invested 

companies in six economic regions. The gross industrial output of the three categories is also 

concentrated in South East and Red River Delta and followed by Mekong River Delta.  
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Gross industrial output from foreign invested companies is mostly concentrated in South 

East area where is the most attractive destination of FDI. They were VND20,958.900 billion 

(approximately USD 1 billion) in 1995 but reached the peak of VND200,946.500 (about USD10 

billion) in 2010. However, the gross industrial output of foreign invested companies has 

decreased from 80.82 percent in 1995 to 57.6 percent in 2015 in South East, while it has 

increased from 11.42 percent in 1995 to 33.3 percent in 2015 in the Red River Delta which 

reflects shift of FDI inflows from South East region to the Red River Delta recently. 

Table 4. The Share of Gross Industrial Output by State Companies 

Region 1995 2000 2005 2010 2015 

Red River Delta 26.49 26.37 28.40 29.61 30.1 

Northern Midlands & Mountain Areas (NM) 6.99 6.93 6.89 6.98 6.1 

Northern Central & Central Coastal Area (NC) 11.63 12.62 14.10 20.34 22.2 

Central Highlands 0.90 0.75 0.75 0.75 0.75 

South East 42.01 41.25 39.08 34.40 37 

Mekong River Delta 11.97 12.08 10.77 7.92 4.85 

Source: Author’s computation from various issues (1995-2010) of GSO, Unit: percent of total gross 

industrial output of state companies 

Table 5. The Share of Gross Industrial Output by Non-State Companies 

Region 1995 2000 2005 2010 2015 

Red River Delta 19.59 20.74 26.01 27.30 29 

Northern Midlands & Mountain Areas (NM) 3.19 2.94 3.67 4.53 4.7 

Northern Central & Central Coastal (NC) 12.85 13.90 12.67 13.76 14.2 

Non-State: Central Highlands 2.82 2.71 1.87 1.97 2.1 

South East 39.11 42.35 39.09 33.39 24.6 

Mekong River Delta 22.44 17.36 16.68 19.05 25.4 

Source: Author’s computation from various issues (1995-2010) of GSO, Unit: percent of total gross 

industrial output of non-state companies 

Table 6. The Share of Gross Industrial Output by Foreign Invested Companies 

Region 1995 2000 2005 2010 2015 

Red River Delta 11.42 22.08 23.72 29.75 33.3 

Northern Midlands & Mountain Area (NM) 1.59 1.47 1.15 1.24 1.3 

Northern Central & Central Coast (NC) 2.19 3.70 4.61 4.71 5.9 

Central Highlands 0.34 0.24 0.23 0.18 0.8 

South East 80.82 69.71 67.49 60.15 56.6 

Mekong River Delta 3.64 2.79 2.80 3.96 2.1 

Source: Author’s computation from various issues (1995-2010) of GSO, Unit: percent of total gross 

industrial output of foreign invested companies 
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3. Literature Review 

3.1. The Impact of FDI on Economic Growth 

The relationship between trade liberalization and economic growth as well as industrial 

performance has been a contentious topic in the field of international economics and 

development.  

Most empirical studies support the positive impact of trade liberalization on economic 

growth (Krueger, 1978; Cline, 1979; Lucas, 1988; Grossman and Helpman, 1991; Dollar, 1992; 

Odusola&Akilo, 1995; Edwards, 1998; Ahmed, 1999; Tybout, 2000; Adenikinju&Olofin, 2002; 

Dollar &Kraay, 2004). Cline (1979), Pack (1988) and Tybout (1992) suggested a positive effect 

of opening up the economy on economic growth due to increasing returns to scale with an 

increase in output and a reduction of costs per unit. Technological innovation which is generated 

from trade openness plays an important role in accelerating economic growth because it creates 

more investment in product development (IMF, 2010). Exports generates higher levels of 

competition and improvements in production and leading to economies of scale and accelerated 

economic growth in both developing and advanced countries (Krueger, 1978). In addition, 

imports can also generate higher rate of economic growth by promoting technology transfer from 

advanced countries to developing countries.  

3.2. The Correlation between FDI and Industrial Performance 

Trade openness can also play a crucial role on accelerating growth rates of industrial 

sectors in developing countries. Martin and Page (1992); Grossman and Helpman (1991) showed 

evidence that an open economic policy generates a rise in foreign competition and provides 

access to imported inputs. More advanced technologies are imported and more innovations are 

generated resulting in productivity improvements and higher growth rates of industrial sectors. 

Turning to country studies, Udegbunam (2002);Umoru&Eborieme (2013); Edeme&Karimo 

(2014) found a positive and significant correlation between trade openness and growth rate of 

industrial sectors in Nigeria. In particular, Edeme&Karimo (2014) found the positive effects of 

trade liberalization only on Nigerian manufacturing, mining and quarrying and power subsectors. 

Trade liberalization was also found to be the main determinant of industrial growth in Pakistan 

during the period 1973-1995 (Dutta & Ahmed 2006). In short, the efficiency gains from an open 

trade policy seem to be one of the most important mechanisms of higher industrial growth rate 

(Krueger &Tuncer, 1982; Page, 1984; Edwards, 1998; Paulino, 2003; Ynikkaya, 2003). 

The positive effects of trade liberalization on economic growth as well as industrial 

performance have been observed in most empirical studies. Yet, few studies show negative or 

even ambiguous impacts. For example, Helleiner (1986) and Havrylyshyn (1990) found no 

strong and significant linkage between openness and productivity. Okamoto (1994) found no 

clear impacts of effective rates of protection on TFP growth. Havrylyshyn (1990) concluded that 

protection at moderate degrees would generate direct benefits to an economy and increase 

productivity. However, too much protection in the economy might result in a “sharp 

deterioration” in productivity. Rodrik (2015) studied deindustrialization in advanced countries 
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and premature deindustrialization in developing countries and pointed out that developing 

economies becoming service economies without going through a proper phase of 

industrialization and at lower levels of income due to a drying up of opportunities in the context 

of globalization. The study found that premature deindustrialization in Latin America leads to a 

decline in manufacturing growth and an increase in informality which lowers the overall 

productivity, while it is associated with an expansion of employment share in African service 

sectors instead of manufacturing. The premature deindustrialization in developing countries also 

limits the possibilities for keeping up with the developed countries.  

In sum, empirical studies show external liberalization and trade openness can have both 

positive and negative impacts on economic growth and industrial performance.  

4. Theoretical Framework, Data and Empirical Model 

4.1. The Determinants of Economic Growth and Industrial Performance 

This paper examines the relationship between trade openness, and macroeconomic and 

industrial performance at the provincial and regional levels in Vietnam. This section discusses 

the main mechanisms through which external liberalization and FDI affect economic growth 

rates and industrial performance in Vietnam during the period of 1995-2015. According to IMF 

(1990), countries with more open economies will grow faster if they experience stable 

macroeconomic policies, minimal financial distortions, higher rates of capital formation and 

domestic investment. 

4.1.1. Macroeconomic stability 

Macroeconomic stability is one of the most important mechanisms driving economic 

growth and industrial performance. Inflation rate has been used as an indicator of 

macroeconomic stability (Friedman, 1977). Recently the real exchange rate has also been widely 

used as a measure of macroeconomic stability since it reflects the effects of macroeconomic 

policies, which may lead to a fluctuation of exchange rate market (Husain et al, 2005). 

Moreover, Agarwal (1983) confirmed that exchange rate policy plays a vital role in international 

trade activities and the economic growth of developing countries. He further argued that 

countries with a major and appropriate exchange rate policy are very likely to grow faster since 

they can eliminate misalignments of real exchange rate. Hence, exchange rate can serve as proxy 

of macroeconomic stability in this paper. 

4.1.2. Human capital and Education 

Human capital plays a vital role in economic growth (Barro and Sal-i-Martin, 2004) and is 

the main “engine” of economic growth (Lucas, 1988). Human capital drives economic growth 

positively through its interaction with FDI and productivity of both labor and physical capital. In 

addition, industrial output grows faster with a higher level of human capital which is measured 

by a high level of educational attainment (Mankiw et al, 1992). A number of proxies have been 

used to measure human capital. The number of pupils of upper secondary school will be used as 

a proxy for human capital in Vietnam in this paper. 
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4.1.3. Population 

The growth of fertility rate and population especially the working-age population is also 

one of the most important determinants of economic growth and industrial performance.  

On one hand, growing populations give rise of the numbers of both workers and consumers 

who are the main contributions to the growth of economies. Gamble (2014) argued that Western 

economies have experienced the substantial success of in the past 200 years due to higher rate of 

their population growth. The Sheffield Political Economy Research Institute (SPERI, 2014) 

found evidences of a positive relation between population growth and economic growth during 

the period of 1960 – late 1990s in the UK, however, the link between them has been weakened 

down in recent decades since the UK’ strong population growth and outpacing productivity may 

motivate enterprises to invest in labor-intense but low-valued sectors, which would lead to a 

downward trend of both productivity and economic growth.  

On the other hand, a very strong population growth also affects GDP per capita negatively 

and leads to lower rates of economic growth. For instance, Barro (2003) found that a higher 

fertility rate is associated with a negative impact on economic growth. The study suggests that a 

one-standard-deviation decline in the log of the fertility rate by 0.54 in 1980 resulted in an 

increase in the economic growth rate by 0.007. 

4.1.4. Economic Condition and Infrastructure Development 

Economic precondition also plays an important role in economic growth and 

manufacturing growth as well as attracting FDI in host countries.  Studies shows that countries 

with better infrastructure development and economic condition attract more FDI or get more 

benefits form external liberalization (Anwar & Nguyen, 2010). In this paper, the author employs 

the Provincial Competitiveness Index (PCI) as a proxy of economic conditions for both regional 

and provincial level estimations. PCI is the result of an annual business survey conducted by 

Vietnam Chamber of Commerce and Industry (VCCI). The survey assesses and ranks the 

economic and governance condition and infrastructure quality of 68 provincial administrations in 

creating a favorable business environment for development of the private sector. 

The overall PCI is composed of ten sub-indices reflecting economic governance and 

infrastructure development, including: low entry costs for business start-up;  access to land and 

security of business premises; transparence of business environment and equitable business 

information; minimal informal charges4; has limited time requirements for bureaucratic 

procedures and inspections; limit crowding out of private activity from policy biases toward 

state, foreign, or connected firms; high expenditure on road transport; low cost of transportation; 

sound labor training policies; and fair and effective legal procedures for dispute resolution5. 

4.2. Hypotheses 

                                                 
4 The informal charges are an obstacle extra fees which may be charged by provincial officials while 

administering business activities. 
5 The author summarized from website of Vietnam Chamber of Commerce and Industry (VCCI): 

http://eng.pcivietnam.org/gioi-thieu-pci-c2.html 
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This paper examines the relationship between trade liberalization which is proxied by FDI 

inflows and Vietnamese economic growth and industrial performance at regional level. The 

author tries to test the following hypotheses: 

1) Higher levels of trade openness lead to a higher rate of economic growth at regional 

level in Vietnam.  

2) Higher levels trade openness lead to greater industrial performance at regional level in 

Vietnam. 

4.3. Data 

4.3.1. The Definitions of Data 

For the purpose of testing these hypotheses, we make use of a recently released panel 

dataset which provides annual data of six economic regionsin Vietnam for the period 2005-2015. 

Table 7 presents variables, definitions and sources of data in this paper. The data of exchange 

rate is from the dataset of United Nations. Other variables such as the growth rate of GDP, FDI, 

working-age population, GIO growth rates are from General Statistical Office of Vietnam 

(GSO). To test the impact of trade liberalization on Vietnamese industrial performance, this 

paper utilizes Gross Industrial Output (GIO). Gross Industrial Output which is measured as the 

sum of an industry's value added and intermediate inputs is annual. 

4.3.2. The Analysis of Data 

To ensure the goodness of fit of the estimated model, the author employed few diagnostic 

tests including Breusch-Pagn Lagrange multiplier (LM) for random effect and the Durbin-Wu-

Hausman test for endogeneity. There was evidence of significant differences across regions, 

therefore ordinary least square (OLS) estimates might be biased and inconsistent. The Pasaran 

CD and the Pagan-Hall tests were used to test whether the residuals are correlated across regions 

and for the presence of significant heteroskedasticity. The null hypothesis that residuals are not 

correlated and the null hypothesis of homoscedasticity were rejected, suggesting that Driscoll 

and Kraay standard errors might be consistent for the estimations. The Hausman test to choose a 

better estimation between fixed and random effects suggested that the fixed effects model was 

more appropriate (Torres-Reyna, 2007). 

Table 7. Summary of Variables 

Variables Definitions Sources 

GDP Growth Regional economic growth rate (annual %) GSO 

FDI Net inflows of Foreign Direct Investment, USD GSO 

Exchange Rate IMF based exchange rate UN dataset 

Gross Industrial Output 
(GIO) 

Gross Industrial Output: 1994p: VSIC 2007 GSO 

Education 
Number of pupils of general education (Upper secondary) as of 30th, 
September by province  

GSO 

Population The working-age population (in thousands) GSO 

PCI The Provincial Competitiveness Index (PCI)  VCCI Vietnam 
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4.4. Empirical Models 

4.4.1. The Correlation between Economic Growth and FDI 

The paper employs the fixed effect regression to test the correlation of economic growth at 

both regional and provincial levels, trade liberalization and other control variables. The log-

linear form (with an error term, it ) is utilized to estimate the coefficient of variables. The value 

of coefficients could then be interpreted in terms of percentages or elasticities (Trinh & Nguyen, 

2015). The baseline specification for the sample with all regions in is as follows: 

1 2 3

4 5 6

2 2 ...

it it it

it it

n n it

LogGDPrate LogFDI PCI

Logpop LogEXR LogEDU

E E

  

  

  

   

  

 

 

Where i and t designate province and region and time period respectively. The dependent 

variable is the provincial and regional GDP growth rate. FDI is Foreign Direct Investment and it 

can proxy for the degree of trade openness in each province; PCI is provincial competitive index; 

Pop is the working-age population; EXR is the exchange rate, EDU is the number of pupils of 

general education (Upper secondary) as of 30th, September by province. 
k is the coefficient for 

the independent variables.
i t is the error term. 

nE  is the entity n. 
n  is the coefficient for the 

binary country regressors, while 
n is the coefficient for the binary time regressors. 

4.4.2. The Correlation between Industrial Performance and FDI 

To address the relationship between industrial performance, trade liberalization and other 

control variables, the paper employs the following aggregate industrial production function: 

( , , , , )GIO F FDI PCI Pop EXR EDU  

Specifying the aggregate industrial production function in log-linear form, the baseline 

specification for the sample of six economic regions in Vietnam using an annual dataset is 

follows: 

1 2 3

4 5 6

2 2 ...

it it it

it it

n n it

LogGIO LogFDI PCI

Logpop LogEXR LogEDU

E E

  

  

  

   

  

 

 

Where 
i tG IO  are the gross industrial output region iin period t. 

i tG IO  are used as 

dependent variables for the annualdatasets.FDI inflows are used as proxies of trade openness. 

PCI is provincial competitive index; Pop is the working-age population; EXR is the exchange 

rate, EDU is the number of pupils of general education (Upper secondary) as of 30th, September 

by province. 
k is the coefficient for the independent variables.

i t is the error term. 
nE  is the 

entity n. 
n  is the coefficient for the binary country regressors, while 

n is the coefficient for the 

binary time regressors. 
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5. Analysis of Estimation Results 

5.1. The Impact of FDI on Regional Economic Growth in Vietnam 

This section analyzed the correlation of FDI and economic growth of six economic regions 

in Vietnam. The dataset was divided into six regions including the Red River Delta, Northern 

midlands and mountain areas, North and South Central Coast, Central Highlands, South East and 

Mekong River Delta, respectively.  

Table8 and Table 9 report the results for regional economic growth and industrial 

performance. The estimation results in Table III.8 indicate that the effect of FDI on economic 

growth is positive and strongly significant for five economic regions in Vietnam namely Red 

River Delta (Region 1), Northern midlands and mountain areas (Region 2), North and Central 

coastal area (Region 3), South East (Region 5) and Mekong River Delta (Region 6). The impact 

of FDI on growth is negative but not significant in the Central highlands (Region 5). This region 

might be less attractive for FDI in Vietnam due to poorer economic conditions as well as lack of 

infrastructure. Similarly, the Provincial Competitiveness Index (PCI) has positive and strongly 

significant effect on economic growth in South East and Mekong River Delta. 

The effect of the exchange rate which proxied for macroeconomic stability is positive and 

strongly significant for all six economic regions which indicates that the higher degree of 

macroeconomic stability leads to higher growth rates of GDP in every economic region of 

Vietnam. The working-age population (logpop) is also positively correlated with economic 

growth in Red River Delta, North Central area and Central coastal area, Central Highlands and 

South East since it creates more labor supply for those four regions. 

Table 8. The Results of Fixed Effect Model for Six Economic Regions: Dependent Variable – 

GDP Growth Rate 

VARIABLES 

Red River 
Delta 

(1) 

Northern & 
Mountain Areas 

(2) 

North & South 
Central 

(3) 

Central 
Highlands 

(4) 

South 

East 

(5) 

Mekong River 
Delta 

(6) 

logFDI 0.319*** 0.0427** 0.0796*** -0.00369 0.190*** 0.0740*** 

 (0.0431) (0.0203) (0.0144) (0.0341) (0.0689) (0.0262) 

PCI 0.00420 -2.04e-05 0.00274 -0.00327 0.0151** 0.00652* 

 (0.00541) (0.00379) (0.00351) (0.00741) (0.00710) (0.00359) 

logEXR 2.519*** 3.894*** 3.525*** 3.207*** 2.840*** 3.110*** 

 (0.371) (0.239) (0.205) (0.418) (0.345) (0.224) 

logpop 1.223*** 0.722 2.349*** 4.457*** 1.273** -0.0174 

 (0.324) (0.746) (0.715) (1.107) (0.499) (0.0657) 

logEDU -0.468 -0.539*** -0.200 -0.286 0.495 -0.452* 

 (0.287) (0.174) (0.153) (0.462) (0.342) (0.243) 

Constant -27.57*** -35.51*** -46.82*** -56.63*** -40.81*** -23.20*** 

 (4.259) (4.005) (4.638) (6.466) (4.858) (4.103) 

Breusch-Pagn Lagrange 
test (p – value) 

0.00 0.00 0.00 0.00 0.00 0.00 
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Durbin-Wu-Hausman test  

(p – value) 

0.01 0.00 0.01 0.00 0.01 0.00 

Pasaran CD test (p – 
value) 

0.00 0.01 0.00 0.00 0.00 0.00 

Pagan-Hall test (p – value) 0.00 0.00 0.00 0.00 0.00 0.00 

Hausman (p – value) 0.00 0.00 0.00 0.00 0.00 0.00 

Observations 108 120 153 40 55 130 

R-squared 0.932 0.933 0.936 0.968 0.939 0.908 

Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1 

5.2. The Effects of FDI on Regional Industrial Performance in Vietnam 

Table9 reports the relationship between FDI and industrial performance in the six 

economic regions. The estimated results indicate that the effect of FDI on the gross industrial 

output is positive and strongly significant in Red River Delta, Northern Midlands and Mountain 

areas, South East and Mekong River Delta. FDI has a negative, but insignificant effect on 

industrial performance in Central Highlands. 

The coefficient of exchange rate is statistically significant at 10% level in Region 1, 

Region 2, Region 3 and Region 6 which suggests that an increase in exchange rate would lead to 

increases in the gross industrial output in Red River Delta, Northern midlands and mountain 

areas, North Central area and Central coastal area and Mekong Delta River.  

The coefficient of logpop is strongly significant in Model (4) and Model (5) which indicates 

that an increase in working-age population in the Central Highlands and South East leads to around 9 

and 3 percentage point increase in the gross industrial output of these two regions.  

Table 9. The Results of Fixed Effect Model for Six Economic Regions:  

Dependent Variable – GIO Growth Rate 

VARIABLES 

Red River 
Delta 

(1) 

Northern & 
Mountain Areas 

(2) 

North & South 
Central 

(3) 

Central 
Highlands 

(4) 

South East 

(5) 

Mekong 
River Delta 

(6) 

logFDI 0.268*** 0.163*** 0.0195 -0.0986* 0.120 0.155*** 

 (0.0414) (0.0488) (0.0280) (0.0468) (0.0809) (0.0413) 

PCI 0.000273 0.000503 -0.00585 -0.0320*** 0.0112 0.0111** 

 (0.00477) (0.00513) (0.00804) (0.00822) (0.00931) (0.00509) 

logEXR 2.379*** 2.089*** 4.354*** 1.682** 0.292 2.253*** 

 (0.524) (0.488) (0.695) (0.652) (0.619) (0.577) 

logpop 0.913 1.282 -2.178 9.057*** 3.015*** -0.00912 

 (2.074) (1.097) (2.250) (1.603) (0.684) (0.0721) 

logEDU -0.382 0.152 0.651 -1.855** 0.786 -0.0888 

 (0.403) (0.317) (0.592) (0.675) (0.511) (0.379) 

Constant -18.27 -24.48*** -25.77* -50.87*** -25.49*** -13.99* 

 (15.77) (8.625) (13.98) (8.315) (7.269) (8.229) 
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Breusch-Pagn 
Lagrange test (p – 
value) 

0.00 0.00 0.00 0.00 0.00 0.00 

Durbin-Wu-Hausman 
test  

(p – value) 

0.01 0.00 0.01 0.00 0.01 0.00 

Pasaran CD test (p – 
value) 

0.00 0.01 0.00 0.00 0.00 0.00 

Pagan-Hall test (p – 
value) 

0.00 0.00 0.00 0.00 0.00 0.00 

Hausman (p – value) 0.00 0.00 0.00 0.00 0.00 0.00 

Observations 60 72 84 24 31 72 

R-squared 0.875 0.725 0.522 0.858 0.819 0.696 

Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1 

6. Conclusions and Recommendations 

Vietnam has been shifting its economy from a centrally-planned to a more opened and 

market-oriented economy, since launching extensive reforms (Doi Moi – 1986). The nation has 

displayed higher growth rate of GDP, better industrial performance and more FDI inflows. 

Export and import volumes have increased dramatically. This paper aims to investigate the 

impact of external liberalization on Vietnamese economic growth and industrial performance at 

regional and level.  

To investigate the relationship between FDI and economic growth at regional level, we 

have employed a fixed effect estimation model. Three interesting stylized facts emerge from the 

results: 

 The effect of FDI on economic growth is positive and strongly significant in five 

economic regions in Vietnam namely Red River Delta (Region 1), Northern midlands and 

mountain areas (Region 2), North Central area and Central coastal area (Region 3), South East 

(Region 5) and Mekong River Delta (Region 6). While FDI has a negative but statistically 

insignificant impact on economic growth in Central Highlands (Region 4), which might be 

explained by poorer economic condition in this region.  

We also estimated the correlation between industrial sector growth and FDI of six 

economic regions in Vietnam by employing an annual dataset.  

 The effect of FDI on the gross industrial output is positive and strongly significant in Red 

River Delta, Northern midlands and mountain areas, South East and Mekong River Delta, while 

FDI has negative effect on industrial performance in Central Highlands, however the coefficient 

is not significant. 

 The results also support the hypothesis that trade openness and FDI have been one of the 

most important determinants of industrial performance in Vietnam during the phase of vigorous 

reform in Vietnam (1995-2015). 

The study suggests that FDI plays a very important role in accelerating economic growth 
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and industrial performance in six economic regions in Vietnam. Vietnamese government should 

enhance FDI and more trading with international market by easing regulations for FDI and 

foreign invested companies and implementing international trade commitments. Regions with 

better infrastructure seem to get more benefit from FDI and trade openness, which suggests that 

regional authorities should invest in building new and more modern infrastructure and also 

improve rules and regulations governing FDI inflows. An open-door policy remains a priority, 

but the government and the State Bank of Vietnam should pursue a flexible monetary policy to 

maintain macroeconomic stability and ease the pressure of high inflation. These macroeconomic 

policies together with appropriate provincial governance structures should lead to greater 

benefits of external liberalization for the whole country, regions and provinces of Vietnam. 

Moreover, the Vietnamese government should be cautious about the possibility of premature 

deindustrialization. Active policy efforts should be made to adopt and innovate in labor intensive 

technologies and the promotion of manufacturing to prevent premature deindustrialization. 
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APPENDICES 

Table A. 1. Monthly Average Income Per Capita at Current Prices by Region and Province 

Year 
2010 

Thous.VND 

2012 

Thous.VND 

2014 

Thous.VND 

Whole Country 1387 2000 2637 

Red River Delta 1580 2351 3265 

Ha Noi 2013 2945 4113 

Vinh Phuc 1232 1867 2378 

Bac Ninh 1646 2502 3512 

Quang Ninh 1787 2557 3053 

Hai Duong 1306 2047 2755 

Hai Phong 1694 2526 3923 

Hung Yen 1199 1803 2192 

Thai Binh 1129 1729 2469 

Ha Nam 1150 1754 2198 

Nam Dinh 1237 1791 2816 

NinhBinh 1202 1696 2215 

Northern midlands and mountain areas 905 1258 1613 

Ha Giang 610 850 1121 

Cao Bang 749 1054 1252 

Bac Kan 776 1142 1216 

Tuyen Quang 887 1162 1571 

Lao Cai 819 1085 1468 

Yen Bai 844 1114 1386 

Thai Nguyen 1149 1747 2238 

Lang Son 929 1212 1437 

Bac Giang 1103 1568 2174 

PhuTho 1126 1579 1954 

Dien Bien 611 819 1200 

Lai Chau 567 758 987 

Son La 802 1020 1178 

HoaBinh 829 1219 1598 

Northern Central area and Central coastal area 1018 1505 1982 

Thanh Hoa 840 1207 1635 

Nghe An 920 1367 1583 

Ha Tinh 840 1299 1810 

Quang Binh 950 1410 1837 

Quang Tri 951 1300 1673 
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Year 
2010 

Thous.VND 

2012 

Thous.VND 

2014 

Thous.VND 

ThuaThien-Hue 1058 1747 2175 

Da Nang 1897 2865 3612 

Quang  Nam 935 1376 1784 

Quang  Ngai 909 1300 1619 

BinhDinh 1150 1719 2346 

Phu Yen 1013 1440 1979 

KhanhHoa 1258 1896 2670 

NinhThuan 947 1637 2331 

BinhThuan 1160 1747 2395 

Central Highlands 1088 1643 2008 

Kon Tum 947 1294 1587 

Gia Lai 1027 1563 1760 

Dak Lak 1068 1639 1988 

DakNong 1039 1611 1824 

Lam Dong 1257 1848 2499 

South East 2304 3173 4125 

Binh Phuoc 1526 2218 2693 

Tay Ninh 1435 2100 2796 

Binh Duong 2698 3568 3769 

Dong Nai 1763 2577 3504 

Ba Ria - Vung Tau 1695 2904 3752 

Ho Chi Minh city 2737 3653 4840 

Mekong River Delta 1247 1797 2327 

Long An 1289 1956 2430 

Tien Giang 1313 1941 2596 

Ben Tre 1200 1580 2162 

Tra Vinh 1089 1398 2098 

Vinh Long 1239 1744 2205 

Dong Thap 1138 1666 2134 

AnGiang 1319 1871 2472 

KienGiang 1316 1963 2642 

Can Tho 1540 2325 2673 

HauGiang 1098 1527 2088 

Soc Trang 1029 1324 1913 

Bac Lieu 1273 2035 2214 

Ca Mau 1250 1779 2154 

Source: GSO 
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Table A. 2. Descriptive Statistics for Economic Growth Model 

VARIABLES 
(1) (2) (3) (4) (5) 

N Mean SD Min Max 

PCI 641 57.21 5.969 36.39 77.20 

logGDP 674 3.238 1.186 0.104 8.341 

logEXR 2,852 6.184 4.171 0 9.985 

logpop 1,319 7.199 0.918 4.988 11.44 

logFDI 674 6.244 2.238 1.386 12.54 

logGIO 991 7.455 1.680 2.868 13.73 

logEDU 867 10.63 0.862 8.977 14.94 
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Abstract: The trend of international integration and trade has created a series of global 

changes that require countries to clearly decentralize between levels of government to achieve 

the optimal state management. As an indispensable consequence, the power of local governments 

(LGs) has been increasingly expanded to fill the gaps in policy-making and implementation of the 

central government (CG) in the locality. This means that local governments receive more and 

more transfer of power from the central government, including fiscal power (also known as fiscal 

decentralization). However, is fiscal decentralization one of the drivers of local economic 

growth? Whether it will have a positive or negative impact on the local economy is an issue that 

is being interested in both by domestic and foreign academics. For more empirical evidence on 

the relationship between the level of fiscal decentralization and GDP of Vietnam's localities, the 

authors collected data on fiscal revenues - expenditures, public expenditure data set for 56 

provinces and cities in Vietnam between 2009 and 2012, and analyzed inputs such as land, labor 

and foreign direct investment to measure the degree of impact of fiscal decentralization on local 

economic growth.   

Keywords: Fiscal decentralization, economic growth 

 

1. Introduction 

The central government's supreme rulership was formed from the social system through the 

constitution. The implementation and transfer of power from the central to the local level are 

through the promulgated codes, including several aspects of power transferred, in which the 

transfer of fiscal autonomy has a strong influence on the economic development of a country or a 

territory. Fiscal decentralization relates to the distribution of public resources between the central 

and local governments, with emphasis on two main issues: the distribution of revenues and 

expenditures between the central and local governments and base on the existing functions of local 

governments to determine the revenues and expenditures of these levels of government. However, 

in a traditional way, the degree of power divided in one country is based on legitimate documents 

developed on the basis of the constitution. The country's political and fiscal power are often under 

the administration of the government, while the power and responsibilities of local governments 

are usually limited to a certain extent. Therefore, local governments always expect more autonomy 

when making decisions in the implementation of their policies. Therefore, the transfer of fiscal 

power to local governments by which method is always a question posed in many countries around 
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the world. In order to answer this question, the authorities and scientists have come up with a 

number of specific methods. One of the most common methods applied in many countries around 

the world, including Vietnam, is to transfer some degree of autonomy to local governments 

through their spending activities to carry out the task of providing public goods and services; at the 

same time, transfer the power to local governments in the taxation to a certain extent. This means 

that the division of responsibilities for public service provision and tax power is considered as the 

basis for the transfer of fiscal autonomy to local governments. So, how to measure the fiscal 

decentralization from the central government to local governments? Two particularly important 

issues in fiscal decentralization have been discussed by the scientists: fiscal transfer from the 

central government to local governments and power in "borrowing" from the central government. 

Because in practice there will be a mismatch between the responsibilities for public service 

provision and distribution of revenues between the central and local governments. Thus, the four 

core issues in fiscal decentralization are "Distribution of responsibilities for public service 

provision", "distribution of revenue-increasing authority," "fiscal transfer from the central 

government to local governments," and "power in "borrowing" of local governments"1. Based on 

these four core issues, Duc Vo (2008) developed a decentralization indicator based on two main 

views “Fiscal autonomy of local governments” and “Fiscal importance of local governments”2. 

Accordingly, “Fiscal autonomy of local governments” are agreements on the assignment of 

responsibilities for provision of public goods and services and the assignment of authority in the 

taxation between the central and local governments. “Fiscal importance of local governments” is 

directly linked to the level of fiscal activity of local governments related to the fiscal activity of all 

levels of government from central to local.  

2. Relationship between fiscal decentralization and GDP 

Regarding the relationship between GDP and fiscal decentralization, there are different 

viewpoints on this relationship. Most scholars argued that fiscal decentralization has a positive 

influence on economic growth. Representative of this viewpoint is Hayek (1945), according to 

the author, local governments will have better access to local information than the central 

government, which allows local governments to provide public goods and services more suited 

to local needs than the central government3. Oates (1993) also suggested that local governments 

are in a better position if they perform the task of providing public goods and services4. An even 

more important suggestion was made by Bahl and Linn (1992) that fiscal decentralization or 

authorization is an effective way of improving the public sector, reducing the budget deficit and 

stimulating the economic growth5. Qian and Weingast (1997) also indicated that fiscal 

decentralization increases competition for jurisdiction and improves local economic efficiency.  

                                                 
1 Vo, D.H.（2005）Fiscal Decentralization in Vietnam： a Preliminary Investigation. Journal of the Asia 

Pacific Economy. 
2 Duc Vo, 2008 “The Economics of Measuring Fiscal Decentralization Part 1: An Overview of Recent 

Insights into Fiscal Decentralization” Economics Discussion, University of Western Australia, Department of 
Economics 

3 Hayek, Friedrich, 1945. The use of knowledge in society. American Economic Review. 
4 Oates, Wallace E, 1993. Fiscal Decentralization and Economic Development. National Tax Journal, Vol. 

46, No.2 
5 Bahl & Linn, 1992. Urban Public Finance in Developing Countries. New York: Oxford University Press. 
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However, there are also empirical studies showing that fiscal decentralization has no 

relationship to economic development, even has a negative impact on economic growth. 

Representative of this viewpoint that can not fail to mention is Davoodi and Zou (1998), who 

collected data from 46 countries between 1970 and 1989 to find out the relationship. His empirical 

results indicated that fiscal decentralization has a negative impact on economic growth in developing 

countries, while it has no relationship to economic growth in developing countries6. Some other 

scientists argued that fiscal decentralization has an impact on economic growth but it only indirectly 

impacts. Vazquez and McNab (2003) pointed out that fiscal decentralization has an indirect influence 

on economic growth through data collected with 982 observed samples from 56 countries for both 

developed and developing countries between 1972 and 19977.   

2.1. Fiscal autonomy of local governments 

Fiscal autonomy of local governments is a frequently mentioned issue in studies on fiscal 

decentralization. Local governments' fiscal autonomy implies that, at a certain level, local 

governments can adjust their revenue sources by controlling their tax bases to cover the costs 

incurred in providing public goods and services. Therefore, as local governments' fiscal 

autonomy is high, the government's fiscal transfer will no longer be the main source of revenue 

for local governments. However, if an imbalance appears between expenditure in the 

performance of the tasks and revenue of local governments in a long period of time, there will be 

a vertical fiscal imbalance, which then needs to be adjusted by the central government through 

fiscal grants. Therefore, when local governments have full fiscal autonomy, the vertical fiscal 

imbalance is expected to be minimized before any fiscal transfer. However, if the central 

government is solely responsible for determining the tax bases and then filling the vertical fiscal 

imbalance gap through fiscal transfer, that measure will not encourage local governments to 

increase their ability to collect taxes and lead to ineffective public expenditure management.  

From the above, it can be seen that local governments' fiscal autonomy is an important 

factor for any measure in fiscal decentralization, and that the core issue of fiscal autonomy is to 

focus on the relationship between revenues and expenditures of local governments. According to 

Duc Vo (2008), “Fiscal autonomy of a local government” is measured by the ratio of total 

revenues from resources managed by a local government (OSR) and total expenditures paid by 

that local government to exercise its rulership (E),  

                                           (1) 

In which, FAj is the fiscal autonomy of the local government j, OSRi is the ith source of 

revenue i of the local government j, Ei is the expenditure of the item i of the local government j. 

From (1), we can see that (FA) is always expected to increase, which means that OSR is 

                                                 
6 Davoodi, Hamid & Heng - fu Zou, 1998. Fiscal Decentralization and Economic Growth: A Cross - Country 

Study. Journal of Urban Economics, 43 
7 Vazquez, Jorge Martinez and Robert M Mcnab, 2003. Fiscal Decentralization, Macrostability and 

Economic Growth. Institute of Fiscal Studies. 
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expected to be greater than (E). If FA > 1, the local government will achieve the expectation of 

fiscal autonomy; otherwise, if FA < 0, the local government will not achieve the fiscal 

autonomy. 

2.2. Fiscal importance of local governments 

Studies have shown that while it is difficult for the central government to achieve high 

efficiency for each specific locality in the provision of services and public goods, local governments 

can provide in a more effective and appropriate way based on their level of authority and if local 

governments' level of authority is taken into consideration, the law of "appropriate benefit" will be 

achieved8. Because all local people - those who benefit from the services provided - will have to pay 

a certain fee. Therefore, if local governments provide public goods and services, it will fit the needs 

of the people, thereby gaining consensus through their payment behavior. As an inevitable 

consequence, local governments will reduce the pressure from the lack of fiscal resources. Thus, the 

importance of fiscal activities performed by local governments depends on their fiscal activities. 

According to Duc Vo (2008), "Fiscal importance of a local government" is measured by the ratio of 

total expenditures paid by that local government to exercise its rulership (E) and total public 

expenditure of all levels from central to local (TE),    

                                                    (2)  

In which, FIj is the fiscal importance of the local government j, TE is the total expenditure 

of all local governments. From (2), we can see that FI is always an indicator between 0 and 1. 

Because in reality total public expenditure (E) of a locality is always smaller than total 

expenditure of all localities (TE) in the whole country. 

2.3. Fiscal decentralization indicators 

Assuming that fiscal decentralization is a convergence function with two basic directions 

OSR and TE, and denoted by a function as follows; 

 FDIs = f(OSR,TE)                                                                (3) 

In particular, FDIs are fiscal decentralization indicators. We also assume that local 

governments have full fiscal autonomy, including revenues generated by taxes and fees collected 

from areas under their management competence. Thus, higher revenues mean higher fiscal 

autonomy. On the other hand, total public expenditure TE will negatively affect fiscal 

decentralization indicators, as the increase in total public expenditure will reduce the revenue of 

the local government OSR, which will make the local government more dependent on the central 

government. Therefore, if a defined TE value is given, FDIs will increase by OSR, and if OSR 

remains unchanged then increased TE will reduce FDIs, which means that ∂FDIs / ∂OSR > 0 and 

∂FDIs / ∂TE < 0. On the other hand, if OSR and TE increase in a corresponding proportion, FDIs 

will remain unchanged, which means that FDIs converge at 0. 

                                                 
8 Shah, Anwar, 2004. Fiscal Decentralization in Developing and Transition Economies: Progress, Problems 

and Promise. World Bank Policy Research 

With n # m 
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                                               (4) 

          Divide both sides of equation (4) by FDIs  

                                               (5) 

On the right-hand side of Equation (5), the first element is the elasticity coefficient of FDIs 

for OSR and the second element is the elasticity coefficient of FIDs for OSR. Equation (5) 

implies that the two elasticity coefficients inhibit one another and the second coefficient inhibits 

the first coefficient.   

Place α = (∂FDIs/FDIs)/(∂OSR/OSR), α is the elasticity coefficient of FDIs for OSR. We 

also assume that α > 0, this implies that ∂FDIs/∂OSR > 0, FDIs > 0 and OSR > 0. From the 

above assumption, we see that,  

                                          (6) 

Leave α → +∞ by assigning to TE a fixed value TE0, this implies that FDIs is a function of 

OSR and simulated as graph 1.1. 

 

∂FDIs/∂OSR > 0 implies that the curve will be upward and FDIs = f (OSR, TE0) = 0, if 

OSR = 0. We also assume that FDIs is a function of the decreasing marginal effect denoted by 

the Y curve. This means that as OSR increases, its degree of impact on the decentralization 

indicator decreases, when TE remains unchanged. Considering the Z point on the Y curve, the 

slope of the angle is less than the slope of the beam from the origin. Thus, the elasticity 

coefficient of FDIs for OSR is just the ratio of the previous slope and the later slope, which is 

less than +∞ at the Z point. This attribute will be maintained at all points on the Y curve, 

implying that α < 1. Thus, there will be a limit of elasticity. Based on the limit elasticity formula, 

we have a function as follows;   

                     (7) 

OSR 

Y Z 

FDIs = f(OSR, TE0 ) 

Graph 2.1. Trend of FDIs 
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Remove Log in two sides of (7), we have (8):  

                                                           (8) 

We assume that α is a random variable between 0 and 1,  and there is a 

probability distribution function . Then the expected value of  will be denoted by (9) 

                                                      (9) 

If each value of  has the same probability on the range from 0 to 1, and is a reference 

distribution function, then  is the optimal choice in the absence of more information 

on the nature of elasticity. Substitute 1/2 for α into (8), we (10); 

                                            (10) 

Substitute (1) and (2) into (10), we have a measure of fiscal decentralization indicator as 

follows; 

                                                    (11) 

From (11), we can see that FDIs are always positive in the range between 0 and 1. The 

expected value of FDIs will be achieved when the value FA = 1 and called perfect fiscal 

decentralization. 

3. Empirical model results 

The above viewpoints show that fiscal decentralization is a complex issue and it is difficult 

to consider its relationship to economic growth, so it is necessary to consider its components in a 

comprehensive way. Thus, in this study, fiscal decentralization indicator is measured by fiscal 

autonomy and fiscal need of local governments, three variables that demonstrate fiscal 

decentralization are "fiscal autonomy," "fiscal need," and "fiscal decentralization indicator" are 

linked to three analytical models to clarify the relationship between fiscal decentralization and 

local economic growth. The results in Table 3.1 show that the impact of all three variables "fiscal 

autonomy", "fiscal need", and "fiscal decentralization indicator" on GDP is found to be positive 

and statistically significant at 1%. However, their degree of impact on GDP is relatively 

different. Of which "fiscal need" has the strongest impact with correlation coefficient of 1.468, 

followed by "fiscal decentralization indicator" with correlation coefficient of 1.389 and finally 

"fiscal autonomy" with correlation coefficient of 0.046. On the other hand, the correlation 

analysis results also indicated that fiscal decentralization is directly correlated with inputs such 

as "labor", "land area", and "foreign direct investment". These empirical analysis results have 

shown that fiscal decentralization impacts not only directly on GDP but also indirectly through 

such factors as labor, investment, and land area of local governments. 

In order to clarify the impact of fiscal decentralization on GDP, the "Generalized linear model" 

was used for study purposes. The coefficients in the model were estimated based on the "Maximum 

Likelihood" estimate. Three hypotheses were given to compare the degree and dimension of impact 
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of "Local Fiscal Autonomy (FA)", "Local Fiscal Importance (FI)", and "Fiscal decentralization 

indicators (FDIs) "on GDP in the provinces and cities of Vietnam. In this study, we used the variable 

"Dummy" to denote the time series from 2009 to 2012. Such other variables as labor, land area and 

foreign direct investment in the provinces were included in all three hypotheses. The results of the 

empirical analysis model are shown in Table 3.1, all three models are statistically significant with 

“scale” coefficients of 0.18 (model 1), 0.178 (model 2), and 0.164 (model 3). This means that 82.0% 

(model 1) 82.2% (model 2) and 83.6% (model 3) of the change in the dependent variable are 

significantly explained by explanatory variables in the model. Most of the variables in all three 

models are statistically significant, except the "land area" variable. 

Table 3.1. Estimated model results 

Variable 
Impact of FA on GDP 

(Model 1) 
Impact of FI on GDP 

(Model 2) 
Impact of FDI on GDP 

(Model 3) 

Intercept        -5.628(0.08)***           -5.477(0.08)***     -5.572(0.07)*** 

2009        -0.027(0.08)           -0.028(0.08)            -0.029(0.08) 

2010         0.002(0.08)            0.015(0.08)        0.009(0.08) 

2011         0.019(0.08)            0.018(0.08)              0.020(0.08) 

2012         0.000(0.00)            0.000(0.00)              0.000(0.00) 

Labor       49.870(2.57)***          46.862(2.74)***        40.464(3.03)*** 

Area         1.547(2.61)           -2.583(2.77)             -3.097(2.57) 

Investment         2.103(1.04)**            2.793(1.03)***             2.257(0.99)** 

FA         0.046(0.02)***   -        - 

FI -            1.468(0.44)***        - 

FDIs -   -          1.389(0.25)*** 

Scale         0.180(0.02)            0.178(0.02)              0.164(0.02) 

LRCS          302.22              306.1970                 323.8410 

P-value           0.000                0.000                       0.000 

*** and ** statistically significance at 1% and 5% level, LRCS is Likelihood Ratio Chi- Square 

4. Study conclusions and Some policy recommendations 

4.1. Fiscal autonomy (FA) 

Data on fiscal revenues - expenditures in 56 provinces was used to measure the "fiscal 

autonomy" of provincial governments in Vietnam, as shown in Annex 1.1. The analysis results 

have shown that there is a significant difference on "fiscal autonomy" among provinces. The two 

provinces with highest fiscal autonomy in 2012 were Vung Tau (FA = 6.40) and Ho Chi Minh 

(FA = 4.18) and the two provinces with lowest fiscal autonomy were Cao Bang (FA = 0.99) and 

Bac Lieu (FA = 0.97). On the other hand, the "fiscal autonomy" of provincial governments 

changed significantly from 2009 to 2012, which appeared two opposite trends. While provinces 

and cities like Hanoi, Quang Ninh, Hung Yen, Nam Dinh, Tra Vinh and Vinh Long's fiscal 
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autonomy tended to decrease, provinces and cities like Quang Ngai, Vung Tau, Ho Chi Minh 

and Hau Giang's fiscal autonomy tended to increase.  

Fiscal autonomy depends on two factors: total revenues of local governments from the 

sources under their management, such as compulsory taxes, supplementary taxes, etc., and total 

public expenditures of local governments to perform the task of providing public goods and 

services. This means that an increase in revenue or a decrease in public expenditure will lead to 

increased "fiscal autonomy", and a decrease in revenue or a increase in public expenditure will 

lead to decreased fiscal autonomy. Both public expenditure and revenue are indicators that 

reflect the efficiency of the performance of the tasks of local governments, as the outputs reflect 

the inputs and management method. Here, management method is referred as a way to allocate 

and operate inputs. In both theory and practice, local governments play the role of decision-

makers to select what distribution and operation method for activities which are taking place in 

their management areas through power transferred from the central government. In addition to 

political, security, national defense and cultural and social issues, an economic policy must, to 

achieve economic efficiency, bring the highest benefit, measured in monetary value, to the 

community, or high profit in other words. In the field of economics, the profit is measured as 

total revenues minus expenses paid and the efficiency is measured as the ratio of total revenues 

and total expenditures. If the profit increases or the ratio of total revenues and total expenditures 

increases over time, the efficiency will increase and vice versa. In addition, revenues from local 

governments are deducted from profits or total revenues of economic activities within their scope 

of management at a certain percentage, transferring fiscal power of the central government and 

borrowings of local governments. As a result, when total revenues from localities' economic 

activities increase, revenues and fiscal autonomy of local governments also increase. Thus, fiscal 

autonomy reflects not only the level of transfer of power from the central government, but also 

the management capacity of local governments through the planning of their policies. As an 

empirical evidence for the current context of Vietnam, the fiscal autonomy of some provinces 

and cities tends to decrease, meaning that their performance of the tasks of providing public 

goods and services is ineffective.  

The analysis results have also shown that most provinces and cities in Vietnam 

achieved the expected value for fiscal autonomy indicator, except Bac Lieu and Cao Bang 

provinces, with FA values of 0.97 and 0.99, respectively. Therefore, in order to achieve the 

expected value, it is necessary to have fiscal transfer from the central government through 

subsidy programs and policies. However, the level of subsidy or fiscal transfer from the 

central government to the local government should be considered from the actual fiscal needs 

of that local government.  

4.2. Fiscal importance 

Public expenditure data set for 56 provinces and cities in Vietnam and total public 

expenditure of provinces and cities nationwide between 2009 and 2012 were used to estimate 

"fiscal importance". The estimated results are shown in Annex 1.2, most of the fiscal needs of 

the provinces did not fluctuate significantly over the years, except in some provinces such as 
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Hanoi, Bac Giang, Ninh Binh, Nam Dinh, Dac Lak, Dong Nai, and Kien Giang. However, there 

are significant differences among provinces, in which provinces with highest fiscal needs in 

2012 included Nghe An (FI = 0.55), Hanoi (FI = 0.13), and Ho Chi Minh City (FI = 0.09) and 

provinces with the lowest fiscal needs included Hau Giang (FI = 0.01), Soc Trang (FI = 0.01), 

Bac Lieu (FI = 0.01), and Ca Mau (FI = 0.01). As the results indicate, most of the provinces had 

relatively low fiscal needs with coefficient of FI = 0.01, while only three provinces and cities 

including Nghe An, Hanoi and Ho Chi Minh City had high fiscal needs with coefficients of FI = 

0.55, FI = 0.13 and FI = 0.09, respectively.  

Fiscal importance is an indicator that reflects the actual fiscal needs of a locality or 

territory, which is the basis for the central government to make fiscal transfer decisions through 

subsidy programs and policies. In principle, the central government will transfer finance to local 

governments with high fiscal needs to compensate for fiscal shortfalls in order to increase the 

ability to provide public services. As such, the FI indicator in the study indicates that it is 

necessary to have the central government's interest in fiscal transfer to some provinces and cities 

such as Hanoi, Nghe An and Ho Chi Minh City where there is high fiscal needs to perform the 

task of providing public services to the society. Moreover, fiscal importance is measured by the 

ratio of public expenditure of a local government (E) and total public expenditures of local 

governments (TEs) in the whole country. This means that if the FI value remains unchanged, 

both E and TE will not change, or the rate of change of E and TE is equivalent. Thus, total public 

expenditures TE increased from 2009 to 2012, while FI changed negligibly, which means that 

public expenditure of a local government E and total public expenditures TEs of the whole 

country increased in a corresponding proportion. 

The development law has shown that public goods and services are the basis for 

stimulating economic development from the central to the local level and ensuring social 

security. In practice, the Government of Vietnam and local governments are investing heavily in 

public services such as electricity, roads, schools, stations and education system, which has led 

to increased public expenditure. In addition, investment is the opportunity cost, the optimal 

choice for a decision based on comparative advantages to achieve the highest efficiency. In fact, 

the natural, economic and social characteristics of the provinces and cities in Vietnam are 

relatively different, thus resulting in varying levels of public service provision and relatively 

different fiscal needs of the provinces and cities. Therefore, the difference in fiscal needs among 

provinces and cities found in this study is relatively suitable for Vietnam's context of economic 

development today. 

4.3. Fiscal decentralization indicator 

The value and trend of fiscal decentralization indicator of the provinces and cities in 

Vietnam are shown in Annex 1.3. The results have indicated that most of the provinces and cities 

had relatively stable fiscal decentralization indicator between 2009 and 2012. A few provinces 

and cities had decreased fiscal decentralization indicator such as Phu Yen, Binh Thuan, Binh 

Dinh, Khanh Hoa and Gia Lai. There is significant difference in fiscal decentralization indicator 

among provinces and cities, with Nghe An Province achieving the perfect fiscal decentralization 
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indicator (FDIs=1). Provinces and cities with relatively high fiscal decentralization indicator 

were Hanoi and Ho Chi Minh with fiscal decentralization indicators of 0.62 and 0.60, 

respectively, the lowest decentralization indicators belonged to Bac Kan (FDIs=0.09), Tuyen 

Quang (FDIs=0.09) and Yen Bai (FDIs=0.09). Thus, most of the provinces in Vietnam had 

relatively low fiscal decentralization indicator ranging from 0.09 to 0.3, with the most common 

range being between 0.10 and 0.20.  

Fiscal decentralization is a measure that reflects the level of transfer of power from the 

central government to local governments on the fiscal aspects. They are made up of two key 

components "fiscal autonomy" and "fiscal importance", which means that when fiscal 

decentralization indicator (FDIs) is high, it indicates the increased level of transfer of power 

from the central government to local governments, and vice versa. Thus, as fiscal 

decentralization increases, it will maximize the creativity and flexibility of a local governments 

in performing its tasks to better satisfy the needs of that locality.  

4.4. Relationship between fiscal decentralization and inputs 

As the statistical analysis results have shown, differences in "fiscal autonomy", "fiscal 

importance" and "fiscal decentralization indicator" have appeared among provinces and 

cities in Vietnam. In order to understand this cause, we examined the correlation between 

inputs such as "labor", "land", "foreign direct investment", and components in fiscal 

decentralization such as "fiscal autonomy", "fiscal importance" and "fiscal decentralization 

indicator" by the correlation analysis method "Pearson". The analysis results have indicated 

that the relationship among "fiscal decentralization indicator" and three inputs "labor", 

"land", and "foreign direct investment" is statistically significant at 1%, where the 

relationship between "labor" and "fiscal decentralization indicator" is the largest with 

correlation coefficient of 0.65, followed by the relationship between "foreign direct 

investment" and "fiscal decentralization indicator" with correlation coefficient of 0.33, and 

finally the relationship between "land" and "fiscal decentralization indicator" with 

correlation coefficient of 0.20. On the other hand we also find that "fiscal autonomy" has a 

significant correlation with "labor" and "foreign direct investment", but there is no 

relationship between "land" and "fiscal autonomy". Not only "fiscal autonomy" and "fiscal 

decentralization indicator", but also "fiscal importance" are found to be significantly 

correlated to "labor" and "foreign direct investment"; however, there is no significant 

correlation between "fiscal importance" and "foreign direct investment”.  This means that 

inputs such as land, labor and foreign direct investment directly affect fiscal decentralization. 

Therefore, differences in "fiscal autonomy," "fiscal importance," and "fiscal decentralization 

indicator" can be explained by factors such as "labor", "land", "foreign direct investment".  

* Some policy recommendations 

In order to develop the economy of each country in the context of international integration 

today, it is necessary to transfer the fiscal autonomy from the central government to local 

governments. This is because the expansion of fiscal power to local governments facilitates to 

make timely policy decisions in the performance of the task of providing public services to the 
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locality. However, an excessive level of transfer of fiscal autonomy can lead to redundancy and 

inefficiency in providing public services such as Hanoi, Quang Ninh, Hung Yen, Nam Dinh, Tra 

Vinh and Vinh Long, causing waste and affecting the state budget. On the other hand, a low 

level of fiscal autonomy leads to fiscal shortfalls in providing public services to the locality such 

as Bac Lieu and Cao Bang, thus not maximizing the management efficiency of local 

governments. In this case, the central government should pay attention through subsidy 

programs, so that the magnitude of the fiscal autonomy reaches the expected value (FA = 1). In 

addition, the allocation of level of fiscal autonomy to a local government should also take into 

account the fiscal needs and scales measured by the local government's labor, investment, and 

management area. From the above, in the coming time, Vietnam should pay attention to the 

following issues: 

+ The Government should consider the rate of income distribution between the central and 

local levels for certain types of taxes such as VAT and corporate income tax in order to ensure 

fairness for localities. This creates fairness in the distribution of revenues between the central 

and local levels in general, and among localities in particular. 

+ An effective budget reconciliation policy system should be developed. In addition, a 

budget reconciliation mechanism should be used as a fiscal instrument to address socio-

economic issues and inequalities among regions. Therefore, the budget reconciliation mechanism 

should be directed at promoting local economic growth, building socio-economic infrastructure, 

contributing to bridge the gap among regions. At the same time, it should be directed at 

promoting tax collection efforts, combating budget losses, and facilitating the mobilization and 

efficient use of the country's resources. Therefore, the Government needs to upgrade the existing 

balance supplement computing system through supplementing clearer revenue norms based on 

better revenue forecasting capabilities and issuing transparent norms for allocation of investment 

budget. In addition, the Government should consider reforming the reconciliation system in Viet 

Nam under two supplementary work groups: Firstly, upgrade the existing "balance supplement" 

methodology into a computing system that balances fiscal differences among local governments 

on the basis of the poor-oriented spending needs and fiscal capacity. It is important to apply 

methods that allow the quantification of potential revenues rather than the use of actual revenues 

in calculations to avoid discouraging localities to mobilize revenues. Secondly, strengthen the 

targeted supplementary system to achieve national targets through clearly defined sectoral 

policies in the fields such as education and health, including both reciprocal capital requirement 

and no reciprocal capital requirement. Targeted supplements may also be used more to finance 

infrastructure investment programs. 

+ Access to credit under the law can be an appropriate source of finance for the local 

government's investment to perform the assigned spending tasks. However, borrowing at 

provincial and municipal levels is risky and requires a balance between access to the local 

government's loans and institutionalized mechanisms to maintain overall fiscal discipline. So far, 

provincial governments have borrowed domestic capital from two sources: bond issuance and 

institutional lending, but the local government's debt level remains low compared to international 
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standards. So, at first glance, there is currently almost no risk of fiscal instability in the country 

due to borrowing by local governments. But with serious shortages and huge demand for 

infrastructure investments in localities throughout the country. the Government expects debt 

level will likely increase. The borrowing of more capital must be carried out in an orderly 

manner, in accordance with principles of budget. This requires stronger in-country debit system 

and risk analysis process. Given that fact, the proposed solution is to study to strengthen the 

regulations on borrowing. Particularly, regulations on debt limit in a given year in which a 

province is only allowed to have a total outstanding balance of no more than 30% of the budget 

for domestic investment in that year can be replaced by regulations that use more comparative 

form with more popular capital benchmark internationally. For example, total debt may not 

exceed a certain percentage of local revenues in a year, or interest payments on debts may not 

exceed a certain percentage of local revenues in a year. The Government should ensure that all 

bonds issued by the province are reflected in the state budget to ensure overall fiscal discipline. 

 + It is necessary to strengthen the accountability of each level of local government, 

coupled with strengthened transparency of the state budget. In order to strengthen the publicity, 

transparency and accountability of budget of levels of local government, some of the following 

requirements need to be focused: (1) in addition to the public data in the form, it is necessary to 

provide the data of previous years for local people to compare with local socio-economic 

development plans and targets, and to give specific explanations on important spending tasks so 

that local people can monitor and evaluate. Existing budget publicity provides only hard and 

pure data in the short run, so local people do not have a basis to compare and evaluate and can 

hardly participate in the monitoring process. This makes the publicity only formal, because these 

data do not reflect the actual situation. Therefore, the provision of information should be 

expanded, linked to the data to be compared and analyzed and interpreted so that local people 

can understand and give their opinions; (2) It is necessary to promulgate regulations on the 

publicization of audit reports prepared by the State Audit. The most noteworthy area is to find 

ways to strengthen local people's participation and accountability to local people and ways to 

strengthen local budget monitoring. 

+ It is necessary to add a provision on self-responsibility of the People's Council in 

deciding the socio-economic development plan and budget allocation in order to further enhance 

the role of this government level in improving the efficiency of using state budget. Because, 

according to Clause 3, Article 19 of Law on Organization of Local Government in 2015, despite 

clear decentralization of duties and powers in local budget revenue and expenditure estimates to 

the Provincial People's Council9, there is no regulation on the responsibility in the local fiscal 

revenue and expenditure leading to the fact that the People's Council pays attention only to the 

target, budget allocation, not to improving the efficiency of budget settlement and proposing 

solutions to ensure effective spending of state budget.  

In conclusion, the empirical analysis results of the authors are a strong scientific 

reaffirmation publication that the level of fiscal decentralization not only affects economic 

                                                 
9 Law on organization of local government in 2015. 
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development at the national level, but also it is also a determinant of economic development at 

the local level. As a result, fiscal decentralization needs to be expanded through transfer of 

higher level of power from the central government so that the local government is dynamic, 

flexible, proactive and creative in a timely and appropriate way to respond to the rapid change of 

the world economy. On the other hand, fiscal decentralization also indirectly affects the economy 

through inputs such as labor, foreign direct investment, and territorial area at the national level or 

the level of provinces and cities directly under the Central Government. 
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ANNEXES 

Annex 1.1. Fiscal autonomy 

Province 
2009 2010 2011 2012 

Province 
2009 2010 2011 2012 

FA FA FA FA FA FA FA FA 

Hà Nội 4.02 4.29 2.97 2.93 Bình Định 1.44 1.53 1.52 1.49 

Vĩnh Phúc 2.58 2.54 2.79 2.64 Phú Yên 1.77 1.54 1.40 1.40 

Bắc Ninh 1.68 1.65 1.89 2.05 Khánh Hoà 2.26 2.48 2.53 2.30 

Quảng Ninh 3.45 3.41 3.02 2.89 Ninh Thuận 1.30 1.27 0.98 1.28 

Hải Dương 1.85 1.85 1.89 1.74 Bình Thuận 2.36 2.36 2.32 2.20 

Hưng Yên 2.48 1.82 1.81 1.78 Kon Tum 1.22 1.24 1.27 1.31 

Thái Bình 1.47 1.42 1.58 1.70 Gia Lai 1.49 1.38 1.48 1.46 

Nam Định 2.00 2.18 2.06 1.64 Đắk Lắk 1.61 1.72 1.61 1.94 

Ninh Bình 1.96 1.41 1.55 1.61 Đắk Nông 1.28 1.28 1.28 1.30 

Hà Giang 1.13 1.16 1.18 1.15 Lâm Đồng 1.65 1.61 1.72 1.54 

Cao Bằng 1.12 1.11 1.56 0.99 Tây Ninh 1.81 1.89 1.79 1.48 

Bắc Kạn 1.10 1.08 1.12 1.11 Bình Dương 3.53 3.34 4.91 3.79 

Tuyên Quang 1.23 1.26 1.32 1.41 Đồng Nai 3.68 3.16 3.18 3.75 

Lào Cai 1.35 1.35 1.37 1.42 Vũng Tàu 3.98 4.98 6.17 6.40 

Yên Bái 1.21 1.19 1.19 1.18 TP.Hồ Chí Minh 3.88 4.13 4.63 4.18 

Thái Nguyên 1.42 1.40 1.42 1.40 Long An 1.92 1.59 1.64 1.69 

Bắc Giang 1.42 1.44 1.51 1.34 Tiền Giang 1.66 1.73 1.44 1.48 

Điện Biên 1.10 1.08 1.09 1.07 Bến Tre 1.40 1.63 1.33 1.47 

Lai Châu 1.13 1.14 1.13 1.12 Trà Vinh 2.21 2.22 1.24 1.25 

Sơn La 1.96 1.18 1.17 1.21 Vĩnh Long 2.09 1.01 1.61 1.29 

Hoà Bình 1.22 1.22 1.30 1.29 Đồng Tháp 1.57 1.59 1.52 1.46 

Thanh Hoá 1.40 1.03 2.29 1.72 An Giang 1.81 1.68 1.65 1.64 

Nghệ An 1.83 1.59 1.82 1.82 Kiên Giang 1.91 1.69 1.42 1.29 

Quảng Bình 1.41 1.38 1.18 1.09 Cần Thơ 2.00 2.11 1.99 2.45 

Quảng Trị 1.49 25.98 0.89 1.19 Hậu Giang 1.64 1.25 1.22 2.95 

Đà Nẵng 2.01 2.42 2.54 2.37 Sóc Trăng 1.48 1.31 1.32 1.20 

Quảng Nam 1.33 1.41 1.50 1.54 Bạc Liêu 1.34 1.32 1.03 0.97 

Quảng Ngãi 1.47 1.83 3.51 3.00 Cà Mau 1.63 1.61 1.81 1.97 
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Annex 1.2. Fiscal importance 

Province 
2009 2010 2011 2012 

Province 
2009 2010 2011 2012 

FI FI FI FI FI FI FI FI 

Hà Nội 0.05 0.05 0.15 0.13 Bình Định 0.02 0.02 0.01 0.01 

Vĩnh Phúc 0.03 0.04 0.03 0.03 Phú Yên 0.00 0.00 0.00 0.01 

Bắc Ninh 0.01 0.01 0.02 0.01 Khánh Hoà 0.02 0.02 0.02 0.01 

Quảng Ninh 0.03 0.03 0.03 0.03 Ninh Thuận 0.01 0.01 0.00 0.01 

Hải Dương 0.01 0.01 0.02 0.02 Bình Thuận 0.02 0.02 0.01 0.01 

Hưng Yên 0.01 0.01 0.01 0.01 Kon Tum 0.01 0.01 0.01 0.01 

Thái Bình 0.01 0.02 0.01 0.01 Gia Lai 0.02 0.02 0.01 0.02 

Nam Định 0.01 0.02 0.02 0.02 Đắk Lắk 0.03 0.03 0.02 0.02 

Ninh Bình 0.01 0.01 0.02 0.02 Đắk Nông 0.01 0.01 0.01 0.01 

Hà Giang 0.02 0.02 0.01 0.02 Lâm Đồng 0.02 0.02 0.02 0.01 

Cao Bằng 0.02 0.01 0.01 0.01 Tây Ninh 0.01 0.01 0.01 0.01 

Bắc Kạn 0.01 0.01 0.01 0.01 Bình Dương 0.01 0.01 0.01 0.01 

Tuyên Quang 0.01 0.01 0.01 0.01 Đồng Nai 0.01 0.02 0.02 0.01 

Lào Cai 0.01 0.01 0.01 0.01 Vũng Tàu 0.03 0.02 0.02 0.02 

Yên Bái 0.01 0.01 0.01 0.01 TP.Hồ Chí Minh 0.10 0.08 0.09 0.09 

Thái Nguyên 0.01 0.01 0.01 0.01 Long An 0.01 0.02 0.01 0.01 

Bắc Giang 0.01 0.02 0.02 0.02 Tiền Giang 0.01 0.01 0.01 0.01 

Điện Biên 0.01 0.01 0.01 0.01 Bến Tre 0.01 0.01 0.01 0.01 

Lai Châu 0.01 0.01 0.01 0.01 Trà Vinh 0.01 0.01 0.01 0.01 

Sơn La 0.01 0.01 0.01 0.01 Vĩnh Long 0.01 0.01 0.01 0.01 

Hoà Bình 0.01 0.01 0.01 0.01 Đồng Tháp 0.02 0.02 0.02 0.02 

Thanh Hoá 0.04 0.05 0.04 0.03 An Giang 0.01 0.01 0.01 0.01 

Nghệ An 0.55 0.63 0.55 0.55 Kiên Giang 0.02 0.01 0.01 0.01 

Quảng Bình 0.01 0.01 0.01 0.01 Cần Thơ 0.02 0.02 0.02 0.02 

Quảng Trị 0.01 0.01 0.01 0.01 Hậu Giang 0.01 0.01 0.01 0.01 

Đà Nẵng 0.05 0.04 0.03 0.03 Sóc Trăng 0.01 0.01 0.01 0.01 

Quảng Nam 0.03 0.03 0.02 0.03 Bạc Liêu 0.01 0.01 0.01 0.01 

Quảng Ngãi 0.02 0.02 0.02 0.02 Cà Mau 0.01 0.01 0.01 0.01 
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Annex 1.3. Fiscal decentralization indicator 

Province 
2009 2010 2011 2012 

Province 
2009 2010 2011 2012 

FDIs FDIs FDIs FDIs FDIs FDIs FDIs FDIs 

Hà Nội 0.46 0.44 0.66 0.62 Bình Định 0.17 0.17 0.15 0.14 

Vĩnh Phúc 0.29 0.30 0.28 0.27 Phú Yên 0.08 0.08 0.07 0.11 

Bắc Ninh 0.12 0.13 0.17 0.16 Khánh Hoà 0.22 0.22 0.20 0.18 

Quảng Ninh 0.29 0.31 0.29 0.30 Ninh Thuận 0.09 0.09 0.06 0.10 

Hải Dương 0.16 0.16 0.18 0.19 Bình Thuận 0.19 0.19 0.17 0.16 

Hưng Yên 0.13 0.11 0.14 0.14 Kon Tum 0.11 0.13 0.12 0.11 

Thái Bình 0.14 0.16 0.15 0.15 Gia Lai 0.17 0.16 0.14 0.15 

Nam Định 0.16 0.20 0.18 0.16 Đắk Lắk 0.21 0.21 0.18 0.19 

Ninh Bình 0.13 0.13 0.17 0.17 Đắk Nông 0.12 0.11 0.10 0.10 

Hà Giang 0.15 0.14 0.11 0.16 Lâm Đồng 0.17 0.17 0.16 0.15 

Cao Bằng 0.13 0.12 0.12 0.10 Tây Ninh 0.12 0.12 0.11 0.10 

Bắc Kạn 0.11 0.10 0.10 0.09 Bình Dương 0.20 0.18 0.21 0.21 

Tuyên Quang 0.10 0.10 0.09 0.09 Đồng Nai 0.22 0.23 0.23 0.22 

Lào Cai 0.12 0.10 0.11 0.14 Vũng Tàu 0.32 0.31 0.32 0.31 

Yên Bái 0.10 0.10 0.09 0.09 TP.Hồ Chí Minh 0.63 0.58 0.63 0.60 

Thái Nguyên 0.11 0.12 0.11 0.11 Long An 0.16 0.15 0.15 0.15 

Bắc Giang 0.13 0.17 0.16 0.14 Tiền Giang 0.13 0.12 0.13 0.14 

Điện Biên 0.12 0.11 0.11 0.11 Bến Tre 0.11 0.15 0.10 0.11 

Lai Châu 0.13 0.12 0.11 0.11 Trà Vinh 0.15 0.14 0.10 0.11 

Sơn La 0.12 0.08 0.08 0.12 Vĩnh Long 0.15 0.10 0.11 0.10 

Hoà Bình 0.11 0.09 0.13 0.12 Đồng Tháp 0.18 0.17 0.16 0.15 

Thanh Hoá 0.22 0.23 0.31 0.22 An Giang 0.14 0.14 0.12 0.12 

Nghệ An 1.00 1.00 1.00 1.00 Kiên Giang 0.17 0.15 0.12 0.13 

Quảng Bình 0.14 0.13 0.11 0.12 Cần Thơ 0.20 0.21 0.17 0.21 

Quảng Trị 0.11 0.46 0.09 0.11 Hậu Giang 0.14 0.12 0.11 0.16 

Đà Nẵng 0.30 0.30 0.29 0.27 Sóc Trăng 0.13 0.14 0.12 0.12 

Quảng Nam 0.19 0.20 0.19 0.20 Bạc Liêu 0.12 0.12 0.10 0.10 

Quảng Ngãi 0.17 0.19 0.23 0.23 Cà Mau 0.13 0.14 0.13 0.13 
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Abstract: This paper aims to investigate the world’s natural rubber trade flows among 

four largest exporting countries, namely, Thailand, Indonesia, Malaysia, and Vietnam which 

account about 80% of the world rubber supply and their fourteen major importing partners in the 

period 2000 - 2013. Using the gravity model at the sectoral level, the empirical results 

documents that the gravity model are reliably applied to detect factors of both value and volume 

of bilateral natural rubber trade. Besides the significant effects of economic size of trading 

countries, as well as and trade cost between them are found, car production industry of 

importing countries positively affect the natural rubber trade flows. The result reveals that 

natural rubber from these four ASEAN countries are exported to those with a developed rubber 

downstream industry. 

Key words: bilateral trade, gravity model, natural rubber, panel data 

 

1. Introduction 

Integrating into the global market for both developed and developing countries is not only 

primarily to promote economic growth but to connect producers to buyers, reduce the cost of 

production, enhance the value-added of their products and provide themselves the opportunity to 

move up global value chain. Aggregate trade between nations has been well investigated in many 

empirical studies applying the gravity model, with which size of trading economies such as GDP 

and geographical distance or trade costs are important determinants. The gravity model has been 

emerging as the most striking method when being used to quantify the flows of international 

trade (Khiyavi et al., 2013; Khan et al, 2013; Natale et al, 2015). Yet researches of international 

trade in terms of specific industrial categories have by far not approached thoroughly. Although 

a few researches have applied this model to investigate disaggregated data trade flows, an 

application to a single commodity are still room for further study (Prehn and Brümmer, 2011). 
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The paper aims for the analyzis of bilateral trade flows in the natural rubber industry 

between  producing countries and trading partners over the period from 2000 to 2013. Being 

triggered by the neoclassical theories, for an agricultural product like natural rubber, trade can be 

decided by the comparative advantage with rubber supply of developing countries and demand 

of rubber downstream industry countries. In this paper, the gravity model will be extended to 

include other factors as the industrial production index and car production of the importing 

countries. Therefore, the paper goes further than the existing empirical researches in considering 

the destination of trade with specific characteristics of the industry. In addition, those factors will 

be analyzed at the disaggregate sector level for world natural rubber trade. 

Based on the data collected from UN Comtrade, world natural rubber import value has 

grown dramatically from 3.8 USD billion in 2000 to almost 25.2 USD billion in 2013, with an 

average annual growth rate of almost 15.6 percent. By 2013, rubber production of four largest 

producing countries, namely, Thailand, Indonesia, Malaysia, Vietnam, respectively, had 

accounted for around 82.2 percent of world production, according to the Association of Natural 

Rubber Producing Countries (ANRPC). So main exporters are developing ASEAN countries 

which focus on strengthening the productive and exporting abilities, first in traditional 

agricultural industry and then in labour-intensive manufactures. The dominant rubber importers 

are mostly developed nations or large markets which consist of Brazil, Canada, China, France, 

Germany, India, Italy, Japan, Korea, Malaysia, Poland, Spain, Turkey and the U.S.  

In explaining the driven factors of natural rubber, previous researches solely focus on 

investigating transacting within a single country (Yusof, 1988, Kannan, 2013, Chawananon, 

2014). Therefore, this study can fill in the literature gap by exploring key drivers of the trade 

flows of world natural rubber by using gravity model. The empirical finding confirms size of 

trading countries in terms of GDP and population, and distance between them in terms of 

geographical distance and trade costs have significant impacts on natural rubber trade. More 

interestingly, rubber trade depends on the development level of downstream industries.  

The paper has five parts, firstly with introduction, theoretical framework. Next, data and 

methodology are represented in the third part to explore data source and discription, and research 

models and methodology. The empirical results will be discussed in the fourth part. Finally, 

some conclusion and recommendations will be entailed in the last part. 

2. Theoretical framework 

2.1.  International trade and the gravity model: 

According to Deardorff (1998) the main components of the gravity trade model are 

economic mass and geographical distance which are well interpreted by the Heckscher-Ohlin 

factor endowment theory. The gravity model can be the most successfully models for not only 

determinants of trade but for non-trade application such as the trends of regionalization, 

migration flows, cross-border equity flows (Husted and Melvin, 2001; Anderson and Van 

Wincoop, 2003; Natale et al., 2015). According to Anderson and Van Wincoop (2003), trade 

from a country to another can be affected by both supporting and hindering factors. 



2408 

 

1. Trade measurement 

There are two alternative methods to measure the trade flows of goods: value and volume 

of goods traded. Bergstrand (1985) used value of goods exported from exporting country i to the 

others as the dependent variable. If price of goods remains unchanged over the period, change in 

trade value simply reflect the tendency of the quantity of exported goods. Prentice et al. (1998) 

used volume of trade measured in metric tons to analyze the export of Canadian pork. It showed 

that the gravity model is applicable to explain the Canadian pork industry in term of trade 

volume. However, Vido and Prentice (2003) argued that both value and quantity of goods traded 

could be treated as alternative measure for trade flows. Nevertheless, the quantitative data is 

unlikely affected by transport costs. Moreover, when prices of exported goods increase, higher 

freight rates are likely to impose by transportation agencies, which can distort the quantity of 

traded goods.   

2. Factors that supporting trade 

Rahman (2003) investigated determinants of Bangladesh’s trade flows with its major 

trading countries and found that trade is primarily affected by GDP, GNP per capita, and 

economy openness of trading partners. Thai (2006) indicated that the bilateral trade flows 

between Vietnam and twenty-three European countries are positively determined by the 

economic size ‘GDP’ as well as the market size ‘population’. If GDP and population rise by 1 

percent, trade can increase by 0.29 and 7.9 percent respectively. The economic size of both 

exporting and importing countries positively affect trade in agricultural products (Khiyavi et al., 

2013). GDP per capita is also used in empirical studies and showed a positive effect to trade 

volume at both aggregate data and specific industry like the seafood and meat industries (Khan et 

al., 2013; Natale et al., 2015) 

3. Factors that hindering trade 

Geographic distance between countries is used as a variable for hindering trade (Buch et 

al., 2004). Leamer and Levinsohn (1995) indicated that geographical distance and bilateral 

trade flows absolutely move on opposite direction. Using the gravity model, Khan et al. (2013) 

indicated that Pakistan’s bilateral trade is inhibited by distance with its trading partners.  

Natale et al. (2015) came to the same conclusion for seafood trade. Martínez-Zarzoso et al. 

(2004) investigated trade flows by categorizing export to different industries based on their 

own sensitivity to distance costs and recognized that geographical distance had significantly 

negative impact on the footwear and furniture trade flows among fifteen EU members and 

MERCOSUR countries plus Chile. Huang (2007) showed that when taking country fixed 

effects into consideration, trade in developing countries is more sensitive to distance than in 

developed countries. 

Yet, the information containing in the coefficients of distance obtained from gravity model 

is still ambiguous (Geraci and Prewo, 1977). Distance is much more than geography as it can 

refer to history, culture, language, social relations and many other things (Filippini and Molini, 
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2003). Distance coefficients may vary depending on the goods to be traded as well as the 

differences among bilateral trading partners.   In many researches, many factors such as 

information costs, tastes and preferences, and unfamiliarity have been taken into account as the 

factors that hinder trade by many researchers other than the impacts of geographical distance. 

Blum and Goldfarb (2006) introduced a new explication for the effects of distance in gravity 

model arguing that the effects have no meaning for internet trade in the fact that transportation 

costs, and other impedance factors associated with distance are trivial.  

A few studies have concentrated on analyzing the impacts of trade costs on trade. First, 

trade costs are determined by a lot of factors besides distance, such as tariffs, quantities, bulk as 

well as the property of goods being traded, and last but not least, the means of transport. Second, 

allowing the fluctuation in the cost of different means of transport may cause some unexpected 

problems. For example, the costs of transport services will be reduced and customer demand for 

goods traded will increase when the technologies for transportations are improved, the lower the 

transportation costs the lower the prices of goods. According to Márquez-Ramos (2007), the 

magnitude of the impact of transport costs on trade fluctuates from 8 percent to 13 percent of the 

export volumes depending on the place that trade happened. 

The researches of the relationship between trade costs and bilateral trade have primarily 

been done at an aggregate data level, it is still room for disaggregate sector level application. 

Some applied proxies for transport costs are time to export, custom costs, island - landlocked 

country, common language and contingency (common border) (see Anderson and Van Wincoop, 

2003; Vido and Prentice, 2003). For example, Persson (2013) evaluated the effects of time to 

export on the volume of goods traded between EU countries. Dennis and Shepherd (2011) in the 

analysis of the relationship between trade facilitations and trade diversification for the sample of 

118 countries found that customs costs play as the most important role for improving trade 

diversification.  

2.2.  Natural rubber trade and empirical studies: 

In general, rubber demand originated from the consumption of rubber by end products, 

based on the material input for producing rubber products which are divided into two main 

groups: one made from concentrate latex, and the other made from block rubber (TSR) and 

rubber smoke sheet (RSS). In details, products made from concentrate latex are are called the 

general rubber products (eg. gloves, condoms, mattress and threats…) (see Figure 1). However, 

the most critical determinants of rubber demand depended on the tyre and automobile spare part 

industries that made from TSR and RSS.  

Despite the increase share in terms of rubber consumption in the rapid expansion of the 

general rubber products sector lately, tyre still account for more than 50 percent of all elastomer 

(natural and synthetic rubber) produced in the world today (Barlow, Jayasuriya and Tan, 2014). 

The tyre industry consumed 70 percent of the natural rubber industry.  Traditionally, tyre makers 

located in North America and Western Europe have been the most important users of natural 

rubber for making tyre serving their automobile industries. In 1990s, the Asia-Oceania countries 

have emerged as important tyre producers as well. Among the major producers of tyre in this 
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region Japan, China and Korea production have been expanding rapidly. Such rapid expansion in 

their tyre industries is a result of the economic growth of these three countries which leads to 

increased demand for automobiles and commercial vehicles which in turn generates demand for 

tyre. By 2013, China became the world largest tyre production country followed by the US, 

Japan, Korea, Thailand, Germany respectively. 

Figure 1: A flow of rubber products 

 

 

  

  

 

 

 

 

 

Concerning general rubber products, Thailand, Malaysia and Indonesia have their own 

spearhead industries based on the abundant of available natural rubber. Historically, Thailand 

and Indonesia have been themselves developing and becoming the largest producer of rubber 

automobiles parts in Southeast Asia, as the two largest natural rubber producing countries 

Thailand and Indonesia thus do not rely on imports.  In addition, Thailand, Indonesia and 

Malaysia also manufacture a wide range of industrial rubber products such as tyres, hoses, 

beltings, seals, wires and cables for the global market.  

How developed of downstream rubber industries are can be absorbed in the industrial 

production index (IPI) of a country. According to Amarasinghe (2016), the IPI includes many 

kinds of sectors in which Food, beverage and tobacco sector account for 46.9 percent, Textile, 

Apparel, Footwear and Leather goods (22.7 percent), Chemicals, rubber, plastics and petroleum 

(14.2 percent), Fabricated metal products (7.7 percent), Non-metallic mineral products (5.1 

percent), and other Products (3.4 percent). Amarasinghe (2016) also pointed that IPI has a 

statistically positive impact on the beverage, food and tobacco industry index in Sri Lanka. In 

fact, the demand for many commodities considered as raw material for production as rubber and 

palm oil are also positively affected by the industrial production. An increase in the IPI would 

stimulate the demand for natural rubber and vice versa (Yusof , 1988). We thus will analyze the 

determinants of natural rubber trade by adding factors such as car production and the industrial 

index of importing countries as proxies for the demand of raw natural rubber.  

In detecting trade determinants at the aggregate level, gravity model is applied (see Rahman, 

2003; Thai, 2006; Hassan et al., 2010). Trade is supported by GDP and GDP per capita while 
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population and distance show different impacts. Natale, Borrello, and Motova (2015) used gravity 

model for industrial level data and figured out meat exports are affected positively by GDP per capita 

and seafood trade is inhibited by the geographical distance.  However, there has not been an 

empirical research applying this method to analyze rubber trade. Barlow, Jayasuriya, & Tan (2014) 

used statistical method and concluded over 70 percent of world natural rubber trade ended in tyre 

industry. Yusof (1988), using two stage least square, pointed out export demand for Malaysian 

rubber is determined positively by world industrial production index. Kannan (2013), using OLS, 

documented India natural rubber export would be positively affected by world population. 

3. Methodological approach and data 

3.1.  Methodological approach: 

Let us denote the economic size of exporting country i and importing country j by Yi and Yj, 

respectively. Moreover, we simply assume that all factors hindering trade activities are associated 

solely to geographical distance between pairs trading countries, the gravitational constant for the 

"multilateral resistance term" (MRT) is an integral part of gravity model, is applied as below: 

 

 

Considering the unobserved fixed effects, a number of current literatures have tried to 

estimate the equation by using panel data model which permits considering more potential kinds 

of unobserved fixed effects. Fixed effects control for all unobserved characteristics that affect its 

propensity to trade (import, export) . We now include exporter, importer, country pairs as well as 

both country pairs and time dummy fixed effects into the estimation which leads to: 

 
 

where t stands for the time dummy fixed effects. The logarithmic transformed model of 

panel data estimation has the form: 

In this paper, we will follow the primary model by Anderson (1979), Anderson and 

Wincoop (2003), Baier and Bergstrand (2007) as well as adding factors that affect natural rubber 

trade and strive to examine the possibility of using different proxy variables in gravity model 

analyses. Rubber trade value is used as below. 

 

(*) 
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where: 

 is the value of the flow of natural rubber in term of US dollar from from exporting 

country i to importing country j in year t, from 2000 to 2013;  (K = i, j) is the GDP of country 

k in year t;  (K = i, j) is the population of country k;  is the industrial production index 

of importer j in year t;  represents the car production of country j divided by the gross 

domestic product of country j in year t; is the bilateral trade cost of agricultural sector 

between country i and country j in year t;  is the bilateral distance between country i and 

country j. 

The above equations will be solved by econometric methods such as OLS, random effects 

(RE), fixed effects (FE), and generalized method of moments (GMM) to avoid problems of 

heteroschedasticity, autocorrelation, and endogeneity. 

3.2.  Data source and description: 

The data set used in this thesis contains about 784 observations. The natural rubber trade 

data of four largest producing countries, namely, Vietnam, Thailand, Malaysia, and Indonesia 

with their fourteen major trading partners namely: Brazil, Canada, China, France, Germany, 

India, Italia, Japan, Korea, Malaysia, Poland, Spain, Turkey and the US in yearly figures of 2000 

– 2013 are extracted from United Nations Comtrade Database (UN Comtrade). Natural rubber is 

classified according to the Harmonises System classification at four digits (HS 4001). In 

addition, GDP and population of exporting and importing countries, are obtained from the World 

Bank data. Geographical distance and trade costs are taken from ESCAP-World Bank. Distance 

is measured by geographical kilometres between capital cities Byers (1997). Industrial 

production index (IPI) is from the OECD database. The data of car production is collected from 

the International Organization of Motor Vehicle Manufacturers, it is also known as the 

“Organisation Internationale des Constructeurs d’Automobiles” (OICA) which consists of 39 

national trade associations around the world, including all major automobile manufacturing 

countries. 

From 1991 to 2014, Thailand was the world largest natural rubber exporting country, 

which is followed by Indonesia, Malaysia and Vietnam, respectively. These four ASEAN 

countries occupy nearly 80% of the world rubber supply. From the demand side, the US was the 

world leading natural rubber importing country in 2000, followed by Japan, China, Korea and 

Malaysia, respectively. Simultaneously, the US’s car production is also highest compared to 

others, the US’s industrial production index is also higher than the based year 2010 (100). Japan, 

the world second largest natural rubber importing country is also the world’s second largest car 

production with over 10 million cars were produced. Since 2002, China has overcome the US 
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and become the largest importer as a result of its booming in automobile industry. By 2013, 

China car production was about 22 million units which were two times higher than the number 

of car produced within the US, it was also the world’s second natural rubber importing country 

that year. At the same time, the China industrial index also went in line with the automobile 

industry development, in which China industrial production index in 2013 increased nearly 5.8 

times compared with the year 2000.  

Table 1: Bilateral natural rubber trade in 2013 

Country j 
Import of country j (000 USD value) GDPj 

(USD Mn) 

Car production of 

country j 
IPI of country j 

Indonesia Malaysia Thailand Vietnam 

Brazil 223,329 75,370 237,474 19,142 2,465,774 3,712,380 100 

Canada 185,489 16,019 67,142 6,331 1,838,964 2,379,834 107 

China1 1,307,400 1,012,911 3,768,358 1,094,999 9,490,603 22,116,825 139 

France 127,315 31,011 71,819 8,351 2,810,249 1,740,220 99 

Germany 182,852 273,348 82,461 76,210 3,745,317 5,718,222 108 

India 361,145 15,424 217,179 210,030 1,861,802 3,898,425 106 

Italia 67,557 27,688 73,334 23,468 2,133,539 658,206 92 

Japan3 1,092,585 15,153 819,620 26,713 4,919,563 9,630,181 97 

Korea5 378,788 68,628 427,677 80,568 1,305,605 4,521,429 108 

Malaysia4 16,967 - 1,109,390 458,423 323,343 601,407 110 

Poland 48,205 8,888 51,767 1,694 524,059 590,159 111 

Spain 93,962 7,457 85,727 25,683 1,369,262 2,163,338 91 

Turkey 177,826 37,022 106,932 37,002 823,243 1,125,534 116 

US2 1,563,789 94,245 416,615 63,587 16,768,053 11,066,432 108 

Source: Authors’ calculations 

4. Empirical results 

Firstly, we present the empirical results in table 2 from regressing the research model using 

the methods OLS, FE and RE, The results reject the null hypothesis of F-test and Breusch-Pagan 

LM-test so that the FEM and the REM are preferred to OLS, After that, the the p-value of 

Hausman test also rejects the null hypothesis at the significant level of 1 percent, it does 

demonstrate that FE model is more suitable.  

In particular, GDP of both exporting and importing countries shows a statistically positive 

impact on trade, meaning that rubber trade flows would increase in line with an increase in 

economic size of both trading partners, Population as the demand size of importing countries 

brings a positive effect, This result is consistent with Natale et al, (2015) which suggests that 

richer countries tend to trade more with each other, this is normally explained by the effects of 

market size and are therefore positive, Nevertheless, the impact of population in exporting 

countries has a negative sign, which reveals that there is the possibility of domestic consumption 

effects as well as market size effects, 
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The impedance factors used to estimate the world natural rubber are trade cost and 

geographical distances between trading countries, The negative coefficients of these variables 

that natural rubber trade would tend to reduce in line with the increase of bilateral trade cost [-

0,008; -0,007] and geographical distance to destination markets [-0,42; –0,1], The impact of 

trade cost on rubber trade is very small, In 2013, according to IRSG about 54,9 percent of the 

world import value for natural rubber comes from China, and Malaysia these countries are 

relative closed to the main natural rubber exporting countries, the result helps to confirm the 

finding of Natale et al (2015). 

Car production in importing countries discloses a positive relationship with rubber trade 

flows, confirming Barlow, Jayasuriya and Tan (2014) that natural rubber is an important material 

for making tyres and automobile spare parts serving car industry, However, industrial production 

index (IPI) of importing countries is not found significant, which contrary to Yusof (1988), It is 

possible due to the limitation of econometric approaches, 

Table 2: Estimation Results for world natural rubber value 

 OLS Fixed effects Random effects 

LnGDPi 
1,273*** 

(0,058) 

1,452*** 

(0,133) 

1,209*** 

(0,087) 

LnGDPj 
0,727*** 

(0,059) 

0,614*** 

(0,168) 

0,794*** 

(0,120) 

LnPopi 
-0,230*** 

(0,056) 

-4,561*** 

(0,997) 

-0,323* 

(0,184) 

LnPopj 
-0,196*** 

(0,048) 

4,090*** 

(0,979) 

-0,092 

(0,135) 

TCij 
-0,008*** 

(0,001) 

-0,007*** 

(0,001) 

-0,008*** 

(0,001) 

Lndisij 
-0,425*** 

(0,075) 

- 

- 

-0,428* 

(0,222) 

IPI 
-0,003 

(0,003) 

0,002 

(0,003) 

-0,001 

(0,003) 

Caryj 
0,532*** 

(0,081) 

0,756*** 

(0,132) 

0,794*** 

(0,118) 

Constant 
-15,21*** 

(1,829) 

-18,51 

(21,63) 

-12,44*** 

(4,368) 

F-test 44,50*** 44,50***  

LM test 2258,09***  2258,09*** 

Hausman test  37,11*** 37,11*** 

Observations 725 725 725 

Overall R2 0,631   

Within R2  0,729 0,715 

Note: *, **, *** correspond with 1%, 5% and 10% significance level, 

In order to avoid the potential endogeneity causing by the unobserved different countries 

fixed effects and time-varying multiple price term, we reestimate the models with exporter, 

importer, country pairs and both country pairs as well as time dummy fixed effects developed by 
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Baier and Bergstrand (2007), table 3 displays the outcomes of empirical study, which are 

adjusted robust standard error to control the potential problems of heteroskedasticity and serial 

correlation, The result in the fourth column with time and bilateral fixed effects is the best 

choice, Accordingly, most factors have the same impacts as the FE model above, except car 

production in importing countries does have a positive impact on the bilateral rubber trade. The 

finding is in line with Yusof (1988) and Amarasinghe (2016) that demand for commodities 

considered as raw material for production as rubber are positively affected by how good of the 

industrial production of a country is, 

Table 3: Panel gravity equations in levels using various specifications FE 

 Exporter fixed effects Importer fixed effects With bilateral fixed effects With time and bilateral fixed effects 

LnGDPi 
1,674*** 

(0,177) 

1,247*** 

(0,086) 

1,452*** 

(0,123) 

2,280*** 

(0,230) 

LnGDPj 
0,738*** 

(0,062) 

0,430 

(0,277) 

0,614*** 

(0,153) 

0,384*** 

(0,128) 

LnPopi 
-4,316*** 

(1,665) 

-0,201*** 

(0,049) 

-4,561*** 

(0,916) 

-5,438*** 

(0,761) 

LnPopj 
-0,171*** 

(0,054) 

2,996 

(2,380) 

4,090*** 

(1,198) 

4,857*** 

(1,118) 

TCij 
-0,007*** 

(0,001) 

-0,012*** 

(0,006) 

-0,007*** 

(0,001) 

-0,006*** 

(0,001) 

Lndisij 
-0,348*** 

(0,090) 

-0,623 

(0,386) 
- - 

Caryj 
0,574*** 

(0,074) 

0,906*** 

(0,215) 

0,756*** 

(0,172) 

0,546*** 

(0,150) 

IPI 
-0,004 

(0,003) 

0,001 

(0,005) 

0,002 

(0,003) 

0,005** 

(0,003) 

Observations 725 725 725 725 

R2 0,678 0,725 0,917 0,936 

Note: *, **, *** correspond with 1%, 5% and 10% significance level,  

In sum, we affirm the important role of the gravity model in explaining world trade of natural 

rubber. Concerning the role of economic size, GDP of exporting and importing countries functions 

better than their population as GDP can demonstrate the production and purchasing power of a 

nation. About the distance between countries, trade cost makes sense but geographical distance does 

not. The finding support in reality, firms’ importing decisions depend on trade costs rather than 

distance as natural rubber is kind of durable products. Furthermore, car production of importing 

country still holds a positive sign as in Barlow, Jayasuriya and Tan (2014), showing that natural 

rubber is exported to countries with developed rubber downstream industry. 

5. Conclusion 

The empirical results indicate that the gravity model is very effective in explaining world’s 

natural rubber bilateral trade flows when controlling for endogeneity problems by fixed effects. The 
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results across econometric methods are quite consistent, in which the world’s natural rubber bilateral 

trade are positively determined by the economic size of both exporting and importing country, but 

bilateral trade cost is proved to hinder trade. It is demonstrated that the gravity model is also well 

applicable to the case of single industry with disaggregate data level, at least for natural rubber trade. 

The coefficient on the trade structure variables identifies that world’s natural rubber trade is affected 

not only by traditional gravity variables but also by factor other than gravity variables.  The 

prominent finding of this paper is natural rubber tend to be exported to developed rubber downstream 

industry countries; in details, the coefficients of car production of importing countries positively 

impact on world natural rubber trade when eliminating the potential problems of endogeneity; 

however, industrial production index is not found significant on deciding natural rubber trade.  

In sum, in order to promote natural rubber export the governments of four largest exporting 

countries should focus on the countries with high level of rubber downstream industry 

development. The evidence of small but significant negative effect of trade cost suggests that 

natural rubber exporting countries should focus on enhancing trade promotion with Asian 

countries which have increasingly relied on importing natural rubber in recent year and have low 

bilateral trade cost with ASEAN countries as well. 
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Abstract: This study explores the current situation of social responsibility information 

disclosure, and the impact of the level of Social responsibility information disclosureon the 

financial performance of enterprises listed on the Vietnamese stock market. The authors have 

used a combined method to measure the level of Social responsibility information 

disclosurestated in the annual report of 289 enterprises in Vietnam. The research results have 

shown that this level stated in the annual report is average, only at 37.235%. The research has 

determined the impact of the level on the financial performance when measuring according to 

ROA, Tobin'Q and stock prices. The study has looked at a number of control variables, such as 

size of enterprises, financial leverage, and the industry that have an influence on this level and 

financial performance. The results of the research suggest recommendations to improve the 

levels of Social responsibility information disclosureand corporate financial performances. 

Key words: information disclosure, corporate social responsibility, annual report, 

financial performance, Tobin'Q, Stock prices. 

 

1. Introduction  

The stock market proves to be an important channel of capital mobilization and in order to 

qualify for entering this capital market, businesses are required to meet strict conditions 

including a requisition of complying with regulations on information disclosure to be shown to 

the State Securities Commission, investors, shareholders, and other related parties. This move 

aims at facilitating transparency to create trust with investors. Specially, Circular No. 155/2015 / 

TT-BTC of (Bộ Tài chính, 2015) giving clear guidelines on information disclosure on stock 

market effective from January 1, 2016 has added the requirements for the media company to 

disclose information of the sustainable development in accordance with international practice, 

enhance the corporate responsibility for environment and soceity (this content is given into the 
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annual report or separately set into a sustainable developemt report). The Circular clearly 

specifies that the media companies are required to report the sustainable development related 

contents including management of material sources, energy consumption, water usage, 

environmental law compliance, labour related policies, reports concerned with responsibilities 

for local community and green capital ones.  

The 2013 Global corporate social responsibility (Compact, 2013), report states that 96% of 

Chief Executive Officials (CEOs) believe that sustainability should be adequately integrated into 

strategies and activities of the company; 93% of CEOs believe that sustainability is critical to the 

success of the business in the future; 88% of CEOs believe sustainability should be intergrated 

through their supply chains.  

The question is that what is the benefit the enterprise will derive from showing its social 

responsibility. Many economic experts assert that the most visible benefit is that social 

responsibility shall generate the difference and position the brand for the business. Corporate 

Social Responsibility both shows its role and responsibilities as "citizens" and helps to build up 

the image of a "good citizen" in a society. This is the factor that will help to "position" the 

business in customers’ mindset, create a difference from other businesses and bring about the 

sustainable development of that business. Investors will also remain more confident about the 

business of long-term and sustainable growth as the company develops strategies that optimize 

the interests of the related parties and applies ethical standards in the process of business 

decision making. The next benefit lies in the connection of workers, attraction of talents, and 

motivation of the staff. Many studies in the world shows that outstanding and reputable people 

often desire to work at the places that they think are proper in society and can bring in the feeling 

of pride; or where they can achieve personal development goals as well as contribute to 

community development. Although the primary goal of a business is to increase profitability, it 

can not operate independently but ignore the impact on the surroundings. Enterprises can only 

promote long-term development upon a positive impact on the community, through which the 

community in its turn will react back to the business. 

Some business organizations in Vietnam have implemented a range of social responsibility 

(SR) activities as well as many of their social responsibility innitiative reports being published on 

corporate websites, sustainability reports and annual reports. This results from that fact that 

organizations are all aware of and concerned about the impact of their activities on the environment, 

communities, workers and other stakeholders. As well as many Vietnamese organizations that have 

recognized the positive benefits associated with SR activities. However, organizations are still facing 

enormous challenges in the implementation of SR activities and the level of SR awareness is still 

very low. Therefore, researching the impact of SR information disclosure and financial performance 

of listed companies in Vietnam prove to be a difficult task when there is no evidence of compulsion 

despite SR having been conducted in Vietnam. Based on the above arguments in the researches on 

SR in Vietnam, the author has found the need to expand previous studies on both SR and SR 

information disclosure, together with the empirical relationship between SR and listed companies on 

Vietnam’s capital market. Business executives and academics believe that SR information disclosure 
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may increase financial performance. In order to verify this belief, the author outlines concepts related 

to the topic of discussion and conducts an overview of a number of previous studies in different 

countries, thus offer explaination of theories and experiments. Based on the survey data, the authors 

propose the model, measure, and verification of the impact of SR information disclosure on financial 

performance in enterprises in Vietnam. 

2. Theoretical basis  

2.1. Several concepts 

(Wood, 2010) deems that CSR is difficult to define and different audiences perceive SR in 

a various ways. Each industry, organization, government recognize CSR from a range of angels 

and perspectives, from which various definitions of CSR are given (Bowen, 2013) judges that 

CSR is an obligation of a businessman in proposing and enforcing policies that do not harm the 

rights and interests of others. A definition of SR that has been selected by many studies is the 

definition of (Carroll, 1991), in which SR covers all economic, legal, ethical and philanthropic 

aspects of an organization that the society expects at each given moment. 

Measure of financial performance is very common in SR studies; however, there is little 

consensus on the measure tools applied. Previous studies have suggested that company’s 

performance can be measured by either of measures which are accounting and / or market basis: 

Accounting: Several accounting-based measures have been used to evaluate financial 

performance including ROE, ROS and ROA (Cochran & Wood, 1984), (Waddock & Graves, 

1997), (Tsoutsoura, 2004). The reason for applying these three variables to measure financial 

performance is that these data are less likely to be faked and also the most widely used measures 

for financial performance. 

Market: A market-based measure of financial performance avoids some accounting 

constraints as it shows future factors and focuses on market efficiencies. These measures hardly 

bear any relation to accounting procedures and are an indicator of the investors’ choicea to 

evaluate a company's ability of generating future profits. For instance, researchers deem that the 

application of market-based measures shows that evaluating an investor's financial performance 

is an appropriate measure of performance (McGuire, Sundgren, & Schneeweis, 1988), 

(Tsoutsoura, 2004). However, the use of stocks as market-based measure of financial 

performance also has some limitations. 

In addition, some studies have utilized both accounting and market (Saleh, Zulkifli, & 

Muhamad, 2011) with three variables such as ROA, returns on stock market and Tobin's q. 

(Orlitzky, Schmidt, & Rynes, 2003) argues that both accounting and market indicators can be 

applied to measure enterprise financial performance. the application of two different methods for 

measuring financial performance means that it is difficult to directly compare the results of 

different studies (Tsoutsoura, 2004). (McGuire et al., 1988) suggests that each method depends 

on certain trends. Hence, from the above arguments, the financial performance in this study is 

measured on the basis of the accounting and market measures. 
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2.2. Theoretical framework  

Shareholder Theory 

Shareholder theory can be considered as the first of SR to be used to form the concept of 

SR. This view stems from the company's theories with the idea that its main goal is to maximize 

its profits. According to this initial view,(Friedman, 2007) deems that companies should focus 

only on maximizing their profits and not be required to do any other SR. In other words, 

shareholders are the most important people and the company needs to utilize all of its resources 

to increase shareholders’ wealth. This view then met strong criticism by many scholars and other 

stakeholders of the company. As a result, many theories have emerged to address the criticism 

including agency theory, stakeholder theory. 

Agency Theory 

This theory was first developed by (Jensen & Meckling, 1976). The point of the 

representative theory indicates that there always exists conflict of interest between shareholders 

and corporate executives. This conflict is often referred to as the "problem of representation". In 

general, a company consists of various interest groups and the only problem of representation 

can be solved when the equilibrium points of different interests may be the result of the conflict. 

In this sense, managers can utilize the company's resources to increase their own wealth and 

utilities instead of investing in potential projects that can improve their financial performance. 

Consequently, SR can lead to poor corporate performance and a decrease in shareholders’ 

wealth. This theory suggests that resources and investments in SR must be effectively spent to 

improve the company's performance but that it is not helpful to the interests of the manager. 

Based on the theory of representation, stakeholder theory emerges to address problems of 

representation. 

Stakeholder theory 

Contrary to shareholder theory, it can indicate the opposite relationship between SR and 

financial performance, the theory of representation shows the positive impact of SR on the 

financial performance. The stakeholders’ perspective from (Freeman, 1984) suggests the idea 

that a company’s existence only depends on its ability to meet the needs of stakeholders - those 

who impose significant influence on the welfare of the company. As stakeholders can make 

contribution to a company's ability of wealth generation (Post, Preston, & Sachs, 2002), in 

order to sustain growth, what companies should pay attention to is the benefits of the 

stakeholders and taking into account their views and activities. In this case, the primary 

stakeholders are groups and individuals with interests and relationships with the companies, 

such as customers, employees, suppliers, etc. This argument possesses two reasons. First, 

stakeholders provide resources such as capital, labor and revenue(Sweeney, 2009). Corporate 

irresponsibilities to employees, customers and the society will lead to the likelihood of losing 

these key resources. Second, stakeholders are both potential beneficiaries and individuals at 

high risk (Post et al., 2002). They often have to face behaviors of non-SR, including poor 

quality products, excessive labor and natural environment exploitation. Under the principle of 
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fair distribution (Sweeney, 2009), corporate profits should be equally distributed among 

individuals at risk, including stakeholders. According to stakeholder theory, organizations aim 

at balancing the expectations of all stakeholder groups through their activities. Organizations 

are required to be certain about their relationship with all parties involved. Managers should 

consider and maintain the expectations of all stakeholder groups when making their decisions 

of information disclosure. 

3. Research overview 

There have been many studies on the impact of CSR on financial performance such as 

studies of (Waddock & Graves, 1997) testing their model using 500 companies, (Preston & 

O'bannon, 1997) investigating 67 companies from different industries, (McWilliams & Siegel, 

2000) surveying 524 US companies, (Tsoutsoura, 2004) surveying 524 US companies from S&P 

500, (Nelling & Webb, 2009) investigating more than 600 US companies. (Korathotage, 2012) 

surveying 50 companies listed on the Columbo stock market in Sri Lanka in which SR is 

measured by Delphi, financial performance (ROA, ROE), (Aras, Aybars, & Kutlu, 2010) 

examining 40 companies listed on the Istanbul Stock Exchange (ISE), SR is compiled from 

annual reports through content analysis, financial performance (ROA, ROE, ROS). 

When considering the financial performance measure of studies (Waddock & Graves, 

1997), (Preston & O'bannon, 1997), (McWilliams & Siegel, 2000), (Tsoutsoura, 2004) use 

accounting-based measure (ROA, ROE, ROS, ROI).  (Nelling & Webb, 2009), (Kang & Liu, 

2014) apply both financial performance measures on accounting and market basis ROA, ROE, 

ROS, TBQ, and stock returns. In short, the results drawn from these empirical studies show a 

positive correlation between SR and financial performance for companies listed on the indicators 

of KLD and Fortune. Particularly, the results drawn from the study of (McWilliams & Siegel, 

2000) (Nelling & Webb, 2009) reveal mixed outcomes of the relationship between SR and 

FINANCIAL PERFORMANCE. Apart from studies using a developed set of SR measuring 

indicators (KLD, Domini 400, TRI, Fortune…), many other studies have applied different SR 

measures to examine the relationship between SR and financial performance. The results drawn 

from empirical studies using different SR measures produce different results of the relationship 

between SR and financial performance. 

In terms of methodology, empirical studies have used a variety of econometric models to 

examine the relationship between SR and financial performance, including linear regression "OLS", 

Granger causality  (Nelling & Webb, 2009), the table data model (McWilliams & Siegel, 2000), 

(Nelling & Webb, 2009). For control variables in a regression model, most studies apply company 

characteristics (size, leverage, industry type, company age, level of R & D and corporate governance) 

as control variables when examining the relationship between SR and financial performance. From 

the above arguments, the cause of empirical research outcomes on the relationship between SR and 

financial performance in developed countries are mixed due to application of different methods, the 

variables representing SR and financial performance being various. 

Studies on the relationship between SR and financial performance in Vietnam such as 

research of (Trang & Yekini, 2014) investigating the relationship between SR and financial 
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performance of the 20 largest companies listed on both Hanoi and Ho Chi Minh City stock 

exchanges (2010 – 2012). The results show that there is a weak relationship between SR and 

financial performance. (Hoang, Abeysekera, & Ma, 2016) examining the impact of diversity in 

the board management on the social disclosure of Vietnamese listed companies (2008-2010) in 

which the SR indicators were collected from the annual reports and measured in accordance with 

GRI guidelines.  

4. Research methods 

4.1. Establishment of research hypothesis 

Social responsibility disclosure 

As discussed in the previous sections, the relationship between SR and the financial 

performance is a mixed one. Thus, many questions are put forth as to why companies should or 

should not engage in SR activities and whether empirical studies on this topic can provide a 

reasonable answer. Therefore, this question is still of great necessity to further explore this 

relationship. In particular, many empirical studies have found a mutual relationship between SR 

and financial performance (Cochran & Wood, 1984), (Wood, 2010), (McWilliams & Siegel, 

2000). Empirical studies (Aupperle, Carroll, & Hatfield, 1985), (Waddock & Graves, 1997), 

(Preston & O'bannon, 1997) provide a summary of previous studies on negative and positive 

correlation and none correlation between SR and financial performance, and also suggest that SR 

information disclosure will increase costs and reduce financial performance. In addition, (Nelling 

& Webb, 2009) deems that there is no relationship between SR and financial performance. Thus, 

in view of the various empirical studies on the relationship between SR information disclosure 

and financial performance, the following hypothesis have been put forward by authors: 

H1: Social responsibility information disclosure has a positive influence on corporate 

financial performance 

H1a: Social responsibility information disclosure has a positive influence on return on 

assets (ROA) 

H1b: Social responsibility information disclosure has a positive influence on Tobin’Q 

H1c: Social responsibility information disclosure has a positive influence on the stock price 

Company size 

Company size is one of the most important characteristics of a company that can have an 

influence on a company's operations; the size of the company is found to be significantly correlated 

with SR information disclosure and financial performance. There is considerable amount of 

evidence that larger firms often disclose more SR information than many other small businesses 

(Saleh et al., 2011), (Jitaree, 2015), (Platonova, Asutay, Dixon, & Mohammad, 2016). The reason 

resulting in this conclusion is that large companies are receiving more attention from the public, as 

these companies are more likely to diversify their geographic areas and products and thus, they 

may have larger and more diversified stakeholder groups. (Waddock & Graves, 1997), (Nelling & 
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Webb, 2009) argue that larger companies may have more resources than smaller ones to take on 

social and environmental activities. In addition,  (Orlitzky et al., 2003) found a positive correlation 

between company size and SR activities because larger firms would have more money, power, and 

capabilities to perform SR in comparison with small companies. Concurrently, financial 

performance is also found to be positively correlated with the company size as larger companies 

may gain more advantages in the product chain and they can better manage the resources than 

small-scale ones. The following hypotheses are put forward by authors: 

H2a: Company size has a positive influence on social responsibility information disclosure. 

H2b: Company size has a positive influence on financial performance. 

 Financial leverage  

Financial leverage is also used by many researchers as a control variable to examine the 

relationship between SR information disclosure and financial performance (Elena (Platonova et 

al., 2016), (Mohammed, Saheed, & Oladele, 2016), (Cheung & Mak, 2010), (Khlif, Guidara, & 

Souissi, 2015), (Saleh et al., 2011), scientists deem that enterprises of high debt ratio are  more 

likely to voluntarily disclose the information. (Cheung & Mak, 2010) suggests that low debt ratio 

means less pressure imposed by investors on SR activities. Moreover, (Platonova et al., 2016) 

also argues that enterprises of high debt ratios may have closer relationships with creditors; and 

that as a result, they have to disclose more information in their annual reports. Firms of low debt 

ration and satisfactory financial status shall make more investment in social activities than those 

of high levels of debt.(Jensen & Meckling, 1976) holds that companies with high financial 

leverage may face higher risk of bankruptcy and they attempted to develop SR activities to 

reduce representation costs. A number of studies have been conducted to assess the relationship 

between SR and debt / equity ratio, but the drawn result is mixed (McGuire et al., 1988). As 

suggested by (Nelling & Webb, 2009), the negative and significant correlation between SR and 

financial leverage indicates a low level of SR information disclosure reported by companies with 

high financial leverage. Financial leverage is a measure of the financial strength of a company, 

and is measured by the ratio of debt / total assets (Aras et al., 2010). The following hypotheses 

are formulated by authors: 

H3a: Financial leverage has a negative influence on social responsibility information 

disclosure 

H3b: Financial leverage has a negative influence on financial performance 

 Business 

Businesses are found to be an important variable in explaining the diversity of performance 

levels and SR information disclosure in many studies such as (Jitaree, 2015), (Khlif et al., 2015). 

(Jitaree, 2015) argues that SR information is more widely published in labor-intensive 

(manufacturing) industries than in other industries. According to (Deegan & Gordon, 1996), 

some industries may impose a strong impact on information disclosure. For example, mining, oil 

and gas industries are more likely to disclose social and environmental information than other 
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industries. In addition, (Wallace & Naser, 1995) explained that the reason for the difference of 

SR in some sectors is that individual companies must avoid fines for failing to disclose some of 

their industry-related issues. Their report may reveal some special issues that other companies 

are not required to publish. In contrast, (Owusu-Ansah, 1998) argues that the relationship 

between SR aspects and characteristics of the sector can be determined and shows several 

reasons why the practice of publishing corporate SR is diversified and various in the nature of 

the work involved, type of product line or the variety of products as well as the regulation of the 

industry. The following hypotheses are formulated by authors: 

H4: Business has a positive influence on social responsibility information disclosure 

Based on an overview and hypotheses of researches, the following model is recommended 

by the authors. (Figure 1). 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: An influential model of social responsibility information disclosure  

on financial performance 

Source: established by authors 

4.2. Measure of the level of social responsibility information disclosure  

Calculation and measure of the level of social responsibility information disclosure 

represents a challenge for researchers. In order to measure this indicator, the researchers have 

applied a questionnaire survey method, using a third-party information disclosure criterion, 

through an analysis of report content issued by the company. Having compiled researches, the 

authors finds that most studies have used content analysis to assess the level of corporate social 

responsibility information disclosure. In Vietnam, in order to measure this indicator for listed 

companies on the stock market, content analysis can be applied based on annual reports, 

Financial leverage 

Business Social responsibility 
information disclosure 

 

Company size 

Fiancial performance 
(ROA, Tobin’Q, stock 

price) 
 

H2b 

H3b 

H4 

H2a 

H3a 

H1a,1b,1c 



2427 

sustainable development reports released by enterprises as these are available, collectible and 

least costly materials. 

According to (Wallace & Naser, 1995) information disclosure is an abstract concept that is 

difficult to measure directly. It has no inherent characteristic to determine its intensity or quality. 

The level of information disclosure here does not imply the adequacy of disclosure, meaning that 

assessment of "level" must be expressed as a measure of overall quality in the annual reports. It 

is therefore difficult to measure the level of information disclosure as it requires the 

quantification of abstract elements into a statistical measure for the level of information 

disclosure demonstrating the following characteristics of information (1) the credibility; (2) 

objectivity; (3) timeliness; (4) Comprehensivensss. 

Step 1: Identify indexes. Based on Circular 155/2015, there are 6 indexes. that will be 

assigned a value of 1 (if declared), and 0 (if unpublished). 

Step 2: Determine the weight of each index (aspects of quality and quantity, form), 

according to the following criteria: 

Structure Description Weight 

Content 
Completeness 0.45 

Trust level 0.40 

Presentation 

Report form 0.05 

Report structure 0.05 

Interactivity of the report 0.05 

Step 3: Based on the level of information provision in Step 2, assess the level of 

information disclosure according to the following five: 

Assessment levels (M) 

1  (Weak) 2 (Average) 3 (Credit) 4 (Distinction) 5 (High distinction) 

 Step 4: Calculate the information disclosure level in the annual report; the index of 

information disclosure level is calculated as follows: 

nj 
DIj = ∑  dij*Mij / nj*5 

i=1 

In which:  

DIj level of information disclosure in the annual report of enterprise j;    

M ij Rating level from level 1-5 of index i in an annual report of enterprise j;    

dij = 1 if information i is published in an annual report of enterprise j;                    

dij = 0 if information i is unpublished; 

nj:  amount of information that can be disclosed in an enterprise j (n ≤ 6). 

The variables in the research model are measured and presented in Table 1 
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Table 1 Variables in research models 

Notation Name of variables Measure 
Impact 

dimension 

ROA Profitability   Return on Assets  

TOBINQ Tobin’Q TobinQ = (Market capitalization + Liabilities )/Assets  

PRICE Stock price Stock price of corporate at the end of 2016  

DIS SR information disclosure  + 

SIZE Company size Logarit (Assets) + 

LEV Financial leverage Liabilities / Assets - 

INDUSTRY Industry 

Fake variable: 

0 – Non-manufacturing sector 

1 – Manufacturing sector 

+ 

Source: Established by authors 

The data in the study was collected from the annual report 2016. The data collected were 

computed into variables that match the research requirements in Microsoft Excel. Finally, data 

on the calculated variables were stored and processed, tested, and analyzed regression through 

the Stata 13 software. 

Survey data are enterprises listed on HOSE. Of the 322 listed firms, 289 enterprises have 

adequate information to carry out this study. 

Table 2: Summary of survey samples 

Number of enterprises listed on HOSE in 2016 322 

Reduced number of companies that do not publish the annual report 12 

Reduced number of companies of insufficient data 21 

Number of enterprises surveyed 289 

Source: Authors collected for research purposes 

5. Research results and discussion 

5.1. Research results 

Statistical data (Table 3) shows that the average level of information disclosure is 37.235%, the 

lowest 0% and the highest 95%, the standard deviation 27.52%. Of the companies surveyed, 

profitability ratios (ROA) were 6.4%, average Tobin'Q 1,229, average stock price was 28,636. VND. 

The average financial leverage ratio (Liabilities on assets - LV) of enterprises is 47.5%. 

Table 3: Statistics describing independent variables 

 Observation Mean value Standard deviation Minimum value Maximum value 

ROA 289 0.064 0.071 -0.121 0.552 

TOBINQ 289 1.229 0.844 0.16 9.28 

PRICE 289 28.636 32.492 1.2 205 

DIS 289 37.235 27.520 0 95 

SIZE 289 14.385 1.540 10.765 20.73 

LV 289 0.475 0.227 0.006 0.977 

INDUSTRY 289 0.740 0.439 0 1 

Source: data cited in the annual report from HOSE,  calculations of authors from Stata 13.0 
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Figure 2: Level of information disclosure stated in the annual report of enterprises in 2016 

Source: data cited in the annual report from HOSE,  calculations of authors from Stata 13.0 

As shown in Figure 2, the level of social responsibility information disclosure ranges 

mainly from 20% to 40%, with 89 enterprises accounting for 30.8%, followed by about 40% - 

60% with 79 enterprises, accounting for 27.34%, next 0% - 20% with 74 enterprises, accounting 

for 25.61%. Meanwhile, the number of enterprises with social responsibility information 

disclosure, PTBV in the range of 80% - 100% only 14 enterprises, accounting for 4.84%. 

Table 4: Correlation matrix 

 ROA TOBINQ PRICE DIS SIZE LV INDUSTRY 

ROA 1       

TOBINQ 0.574 1      

PRICE 0.5272 0.754 1     

DIS 0.1339 0.2403 0.2813 1    

SIZE -0.1812 0.0524 0.1503 0.3332 1   

LV -0.4299 -0.1683 -0.1251 0.0277 0.4614 1  

INDUSTRY -0.0494 -0.1591 -0.2124 -0.1213 -0.0747 -0.0327 1 

Source: data cited in the annual report from HOSE,  calculations of authors from Stata 13.0 

Analyzing the correlation coefficient to examine the close relationship between two or 

more variables, with the absolute value of the correlation coefficient equal to 1 shows a 

relatively strong correlation. If the correlation coefficient is less than 0.8, it means a distinct 

value that exists between the two variables. Correlation coefficients among variables range from 

-0.04 to 0.574 (lower than the condition index of 0.8), less likely to occur multi-collinearity. 

Table 5: Regression results with ROA as an dependent variable  

Hypothesis Structural Coef. Std. Err. z P-value 

H4 DIS<- INDUSTRY -6.062 3.427 -1.77 0.077 

H3b DIS<- LV -19.369 7.447 -2.6 0.009 

H2b DIS<- SIZE 7.143 1.101 6.49 0.000 

  _cons -51.841 15.026 -3.45 0.001 

H1a ROA<- DIS 0.000 0.000 2.84 0.004 

H3a ROA<- LV -0.130 0.019 -6.94 0.000 

H2a ROA<- SIZE -0.002 0.003 -0.68 0.495 

  _cons 0.139 0.037 3.72 0.000 

Source: Data cited in the annual report from HOSE,  calculations of authors from Stata 13.0 



2430 

Table 6: Regression results with Tobin’Q as an dependent variable  

Hypothesis Structural Coef. Std. Err. z P-value 

H4 DIS<- INDUSTRY -6.062 3.427 -1.77 0.077 

H3b DIS<- LV -19.369 7.447 -2.6 0.009 

H2b DIS<- SIZE 7.143 1.101 6.49 0.000 

  _cons -51.841 15.026 -3.45 0.001 

H1b TOBINQ<- DIS 0.007 0.002 3.68 0.000 

H3a TOBINQ<- LV -0.777 0.237 -3.27 0.001 

H2a TOBINQ<- SIZE 0.041 0.037 1.11 0.266 

  _cons 0.752 0.472 1.59 0.111 

Source: Data cited in the annual report from HOSE,  calculations of authors from Stata 13.0 

Based on the results of the study (Table 5, Table 6, Table 7), it shows that the social 

responsibility information disclosure have an impact on the financial performance at a 

statistically significant level of 1%, with all three models when measuring financial performance 

by Revenue on assets (ROA), Tobin'Q index or stock price. A control variable as (SIZE) has 

impact on social responsibility information disclosure but does not affect the financial 

performance of the business, while the financial leverage (LV) do have an influence on both 

social responsibility information disclosure and financial performance. A sector factor affect 

social responsibility information disclosure at significant level of 10%. 

Table 7: Regression results with stock price as an dependent variable  

Hypothesis  Structural Coef. Std. Err. z P-value 

H4 DIS<- INDUSTRY -6.062 3.427 -1.77 0.077 

H3b DIS<- LV -19.369 7.447 -2.6 0.009 

H2b DIS<- SIZE 7.143 1.101 6.49 0.000 

  _cons -51.841 15.026 -3.45 0.001 

H1c PRICE<- DIS 0.272 0.070 3.88 0.000 

H3a PRICE<- LV -30.065 9.016 -3.33 0.001 

H2a PRICE<- SIZE 3.597 1.410 2.55 0.011 

  _cons -18.972 17.931 -1.06 0.29 

Source: Data cited in the annual report from HOSE,  calculations of authors from Stata 13.0 

Table 8: Results of models 

 Mô hình ROA Mô hình TobinsQ Mô hình Price 

DIS 0.000414*** 0.00678*** 0.272*** 

LV -0.130*** -0.777*** -30.06*** 

SIZE -0.002 0.0413 3.597** 

_cons 0.139*** 0.752 -18.97 

N 289 289 289 

R-sq (CD) 0.3060 0.1720 0.18 

t statistics in brackets * p<0.1, ** p<0.05, *** p<0.01  

Source: data cited in the annual report from HOSE,  calculations of authors from Stata 13.0 
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Table 9: Test results of models 

Fit Indexes Standard 
Model 

ROA TOBINQ PRICE 

X2 (df) (Prob > chi2) > 0.05 0.367 0.016 0.0010 

RMSEA < 0.05 0.000 0.129 0.18 

CFI > 0.90 1.000 0.932 0.88 

TLI > 0.90 1.012 0.521 0.18 

SRMR < 0.05 0.010 0.030 0.04 

CD  0.306 0.172 0.18 

Source: Data cited in the annual report from HOSE,  calculations of authors from Stata 13.0 

The test results of the indicators of models (Table 9), the financial performance measuring 

model by ROA meets the criteria of testing estimation model; the level of factor explanation to 

financial performance when measuring ROA is 30.6%. For the two remaining models when 

measuring financial performance by Tobin'Q and stock price, the infringement of certain test 

standards and level of explanation leads to financial performance only achieving 17.2% and 18%. 

5.2. Discussion about research results 

As described in Section 3, several studies have found a relationship between social 

responsibility information disclosure and financial performance and many researches have 

shown that the relationship between social responsibility information disclosure and financial 

performance is of significance. In this study, the existence of a relationship between social 

responsibility information disclosurefinancial performance has been tested by using the 

developed social responsibility index and multivariate regression analysis. This study provided 

evidence to confirm the results of previous studies on the effects of social responsibility 

information disclosure and financial performance. This finding is consistent with that of previous 

studies such as (Waddock & Graves, 1997), (Nelling & Webb, 2009).  

The study uses a number of control variables related to company characteristics such as 

company size, financial leverage and industry. The findings show that the variables of company 

characteristics under the theory of legitimacy may have effect on the practice of social 

responsibility when considering various sectors (manufacturing and non-manufacturing sectors). 

This result is contrary to those of studies by (Nelling & Webb, 2009). The result of the 

regression analysis also shows a mixed effect of company size, financial leverage and industry 

on social responsibility information disclosure. 

Table 10: Sythesizing the results of the research hypothesis 

Hypothesis Structural Expectation 
Result of 

regression 
Comparison Conclusion 

H1a ROA<- DIS (+) 0.004 < 0.01 Accepted 

H1b TOBINQ<- DIS (+) 0.000 < 0.01 Accepted 

H1c PRICE<- DIS (+) 0.000 < 0.01 Accepted 

H2a ROA<- SIZE (+) 0.495 > 0.1 Declined 
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Hypothesis Structural Expectation 
Result of 

regression 
Comparison Conclusion 

H2b DIS<- SIZE (+) 0.000 < 0.01 Accepted 

H3a ROA<- LV (-) 0.000 < 0.01 Accepted 

H3b DIS<- LV (-) 0.009 < 0.01 Accepted 

H4 DIS<- INDUSTRY (+) 0.077 < 0.1 Accepted 

Source: Authors’ compilation from the study results  

The responses to the hypotheses set out are presented in the summary in Table 10 in which 

most constructive hypotheses are accepted, except for the hypothesis H2a being rejected on a 

non- statistically significant basis. 

6. Conclusions and recommendations 

Based on the results of the study above, the study has assessed the impact of factors on social 

responsibility information disclosure on the financial performance of a business when measuring 

all three metrics of the financial performance, i.e ROA, Tobin'Q and stock price. For control 

variables, the financial leverage is reversed to the financial performance while company size does 

not have influence on the financial performance. However, considering the factors of enterprise 

size, financial leverage and industry both have an impact on the level of corporate social 

responsibility information disclosure. It is clear that social responsibility information disclosure has 

a positive impact on the company's financial performance as well as contributing to reduction of 

corporate risk in the context of Vietnam. Therefore, in addition to the traditional measures that are 

often applied by managers to increase the value/performance of the company, social responsibility 

is a new trend that attracts a lot of attention from organizations. Therefore, the application of social 

responsibility is essential for business organizations in the process of integration into the 

international market as it brings in benefits for both organizations and the society, especially foster 

the competitiveness of listed companies themselves. Thus, from now on, there should be actions 

and policies to facilitate the participation of organizations (listed companies) in SR activities. 

Based on the experimental results, this study proposes some recommendations for improving the 

practice of social responsibility information disclosure in Vietnam: 

- Businesses are required to develop long-term strategies to apply and disclose social 

responsibility information with appropriate steps in different stages. Companies need long-term 

strategies in developing and implementing social responsibility standards. Implementation of 

social responsibility in a proper and authentic sense is not a simple matter and does not lie in the 

corporate capability of immediate settlement due to constraints of awareness, resources, 

including financial resources, technique and highly-qualified human resources. 

- Businesses need to raise awareness of social responsibility and the benefits of social 

responsibility information disclosure to organizations. Increase in awareness of social 

responsibility must start with the leaders of the company or the managers as their vision and 

decisions have a great impact not only on business strategy but also on the performance of the 

organization. Moreover, this study has provided some evidence of the relationship between the 
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aspects of social responsibility and financial performance; thus, listed companies are encouraged 

to participate more in social responsibility information disclosure. 

- In the context of Vietnam, the social responsibility information disclosure of 

stakeholders’ organizations (domestic and foreign investors, authorities, local government, 

consumers ...) is mainly voluntary and without of any common pattern (except GRI4 guideline)  

only large scale companies compile social responsibility reports, and the number of companies 

drawing up social responsibility reports (sustainability reports) is very small. However, the 

empirical results in the study show that when listed companies disclose their social responsibility 

information in the annual report or separate sustainability report to the stakeholders, it does not 

only contribute to the betterment of financial performance but also enhances the brand, improves 

the loyalty of employees to the organization as well as the loyalty and trust of the community 

and consumers to the company's production and business activities. 

- The Government should continue to supplement and complete the existing legal system 

in Vietnam to create a solid legal basis for the implementation of social responsibility. As the 

legal system will be the framework for organizations’ business in general and implementation of 

social responsibility in particular. However, in the current legal framework of Vietnam, there are 

still many deficiencies and shortcomings which make it easier for organizations to take 

advantage of loopholes in law to avoid moral obligations and social responsibility. 

-  Strengthening propaganda to raise awareness of social responsibility and adopt policies 

to encourage and support the implementation of social responsibility in business activities of 

organizations. Awareness of business ethics and social responsibility is essential as right 

perception can lead to proper action for every organizations. The implementation of social 

responsibility will enable organizations to develop sustainably through such activities as 

compliance with laws of food safety, environmental protection, pollution control, waste 

recycling, natural resource savings. 
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Balanced Scorecard (BSC) is one of the most used management tools in the world. In 

Vietnam, the number of enterprises applying BSC is increasing. The main stages for  

implementation the BSC are: preperation, buiilding the first BSC, cascading the BSC, maintaining 

the BSC. Cascading the balanced scorecard takes benefit in the sucessful implimentation of 

balanced scorecard. The study aimed to discuss about the affecting of managers to cascading the 

balanced scorecard. The spesific objectives of the study were: to establish understanding of 

cascading the BSC, to determine wether managers and BSC team affect the cascading the BSC and 

to propose theoretical model of affecting of managers to cascading the BSC.    

Key words: balanced scorecard, cascading the balanced scorecard, strategic alignment, 

success factors. 

 

1. Balanced scorecard and cascading the balanced scorecard  

1.1. Balanced scorecard  

The Balanced Scorecard model was developed by Robert S. Kaplan and David P. 

Norton in 1992. The BSC model has consistently appeared in the top 5, the most used 

management tools in the world and the large proportion of organizations and enterprises that 

are applying BSC highly value BSC (Rigby & Bilodeau, 2013, 2015) (2GC, 2017). In 

Vietnam, the number of Vietnamese firms applying this model is increasing (Trinh Thuy 

Anh, 2014), (BSC Viet Nam, 2015). 

The Balanced Scorecard (BSC) was first introduced by Kaplan & Norton in 1992 in “The 

Balanced Scorecard - Measures That Drive Performance”.  

 “A “balanced scorecard” – a set of measures that gives top managers a fast but 

comprehensive view of the business. The balanced scorecard includes financial measures that 

tell the results of actions already taken. And it complements the financial measures with 

operational measures on customer satisfaction, internal processes, and the organization’s 

innovation and improvement activities - operational measures that are the drivers of future 

fnancial performance” (Kaplan & Norton, 1992, p.71). 
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Since then, BSC was used as a new type of performance management system and a 

management tool approach to translate and implement the strategy. With the experience gained 

from the implementation of BSC for organizations, Kaplan & Norton continued to study and 

introduce the complete concept of BSC in the works published in 1996 “The Balanced 

Scorecard: Translating Strategy into Action”:  

 “The Balanced Scorecard translates an organization’s mission and strategy into a 

comprehensive set of performance measures that provides the framework for a strategic 

measurement and management system. The scorecard measures organizational performance across 

four balanced perspectives: financial, customers, internal business processes, and learning and 

growth… The Balanced Scorecard complements financial measures of past performance with 

measures of the drivers of future performance. The objectives and measures of the scorecard are 

derived from an organization’s vision and strategy.” ((Kaplan & Norton, 1996, p.2 & p.8). 

Focusing on the goals of the Scorecard, which led to the requirement for a clear strategic 

description of the causal link between the four elements of the BSC, prompted Kaplan & Norton 

to develop a Strategic Map (Strategy Maps) and introduced in the fourth article "Having trouble 

with your strategy? Then Map It "(Kaplan & Norton, 2000). 

After publishing two books, "Strategy Maps" and "Alignment" to clarify how strategy is 

interpreted and how to link the entire organization to the strategy, Kaplan and Norton focus on 

strategic linkage research with specific action. The result is a comprehensive six stage closed-

loop management system that links strategic planning with operational execution (Kaplan, 2010). 

“BSC – A Buzzword in 21st Century Corporate World” is the title of the article by 

Narayanamma and Lalitha (2015). Not only do these authors find that the underlying problems 

associated with BSCs continue to be of interest to many researchers, but Kaplan (2010) also 

suggests some further research in the article “Conceptual Foundations of the BSC”. 

1.2. Cascading the Balanced Scorecard 

BSC implimentation processes are described in detail by different researchers, but they go 

through four main stages: (1) Preparation, (2) Building BSCs for organizations, (3) Cascading 

the BSC, and (4) Maintaining the BSC. 

Top management believes that the benefit from BSC implimentation will exceed the 

expenditure if organizations and enterprises are determined to implimentation in the whole 

enterprise; Conversely, if not resolved to the end, they will cost a lot of money, time and effort 

(Chan, 2004), (Speckbacher et al., 2003). When deciding on the implimentation of the balanced 

scorecard in a business, it should be implemented across all areas of the business, starting at the 

top within organization, and then cascading to the the business units and finally to the 

employees. (Niven, 2006). 

Therefore, cascading the BSC plays a very important role, helping to achieve the essence 

of the BSC model, which is to link the entire operation of all sections and individuals in the 

enterprise according to the overall goal of the enterprise. Cascading the BSC is considered as a 

key success factor of the Balanced Scorecard implimentation programs (Pham Hung Cuong and 
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Bui Van Minh, 2014), (Assiri et al., 2006), (Barkdoll & Kamensky, 2005). ) (Kaplan & Norton, 

1996), (Nair, 2004), (Niven, 2006). 

According Niven, The concept of "Cascading the Balanced Scorecard" refers to the process 

of developing Balanced Scorecard at  each and every level of the organization. (Niven, 2006). 

“Cascading means translating the corporate scorecard into department and division 

scorecards that are aligned with corporate strategy”. “Starting with a corporate scorecard and 

cascading objectives down to business and support units and then to teams and individuals 

assures that the work performed in all organization units is relevant and linked to organization 

mission and strategy”. (Rohm & Halbach, 2006, p.3). 

These Secondary Scorecards are closely linked to the Advanced Scorecard by developing 

strategic objectives and performance measures that align with the strategic goals and performance 

measures of the high-level Scorecard and demonstrate its contribution to the overall goal of the 

organization (Kaplan & Norton, 1996, 2006), (Niven, 2006). In other words, Cascading the Balanced 

Scorecard is the transformation of organizational cards into unit’s, department’s, and individual 

scorecard in line with organizational strategy (Rohm & Halbach, 2006).   

 

Figure 1. Cascading Scorecards Based on Linked Strategic Objectives  

(Rohm & Halbach, 2006, p.4). 

Cascading the Balanced Scorecard aims to achieve organizational alignment, ensuring that 

all units, departments and individuals pursue goals that align with the organization's strategy. By 

disseminating the Scorecard to subordinates, the organization provides units, departments and 

employees with a way to see how their day-to-day operations relate to the organization's strategic 

objectives.  
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2. Affecting of managers to Cascading the  Balanced scorecard 

Cascading the balanced scorecard is a phase in the implementation process of the BSC 

across the organization or takes a change of organization. 

Cascading the balanced scorecard requires the participation of multiple levels of 

management. Most researchers have noted that the participation of managers is an important 

factor that determines the success of the BSC implementation in general and the cascading the 

BSC in particular. According to Kaplan and Norton (1996), each organization has its own 

characteristics and the role of management groups in BSC implementation in different 

organizations is different. Kaplan (2010) argues that in order to accurately determine affecting of 

each level management to successful BSC implementation, should be developed a model. 

A number of researchers on BSC Kaplan & Norton (1996, 2006), Niven (2006) ... 

introduced the responsibilities that managers should perform during the cascading stage. To link 

operation of all business with the organization’s strategy. Studies show that there are three 

groups of managers who lead the BSC implementation and the cascading the balanced scorecard: 

- Senior executive 

- BSC team 

- Middle managers 

Many studies have shown that the support and involvement of senior executive, BSC team, 

middle managers are key factors for successfully cascading the balanced scorecard. 

2.1. Senior executive 

Senior executive: shares vision and strategy, understanding and accountability with the 

whole organization; provides adequate resources and time for the BSC project; Approves of the 

BSC Cascading plan. 

Many BSC researchers confirmed that the support and involvement of senior executive is a 

key factor for successful implimentation BSC (Kaplan & Norton, 1996, 2006), (Niven, 2006), ( 

Rohm & Halbach, 2006), Kasurinen (2002), (Lueg & Vu, 2015), (Phadtare, 2010). . 

BSC project is only successful when senior managers are dedicated, supportive, focused, 

and constantly involved in the process. They are highly responsible for setting members of the 

BSC team, committing to BSC activities, participating in executive meetings… (Kaplan & 

Norton, 1996, 2006), (Niven, 2006), (Rohm, 2005). No organization can successfully apply BSC 

if senior executives do not support and involve  or passively support and involve (Kaplan & 

Norton, 2008). The BSC implementation process is convenient if senior managers set clear goals 

for the process (McAdam & Walker, 2003). Senior executives play an important role, especially 

in terms of providing the resources needed for BSC application in general and for the operations 

of BSC team and middle managers in particular (Fernandes et al. , 2006). If senior executives 

directly engage in BSC communication for middle managers, it will be highly effective in 

helping middle managers understand the relationship between business units and the 

organization’s strategy (Kaplan & Norton, 2006). 
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According to Chavan (2009), top executives often do not directly participate in the 

development of a subordinate scorecard, but are responsible for evaluating the Scorecard.  Hence, in 

order to cascade successfully, senior executives need to be concerned not only with measures of 

organization's strategy, but also with the measures of business units’ strategies. Top executives need 

to engage middle managers about the BSC project and support them to complete this phase. 

The support of executives and senior managers may be enough to motivate the BSC 

application process in general, which can compensate for the shortcomings of middle managers 

due to incompetence or inability (Kasurinen , 2002). Lue & Vu (2015) argue that the 

involvement and support of top management can be sufficient to enforce the BSC 

implementation. 

Across the different setting of the studies, we find that:  

"The support and involvement of top management is associated with the success of BSC 

cascading". 

"The support and involvement of top management is associated with the involvement of the 

BSC team in the BSC cascading stage". 

"The support and involvement of top management  is associated with the involvement of 

the middle managers in the BSC cascading stage". 

2.2. BSC team  

BSC team is responsible for: developing and implementing the cascading plan; communicating 

and training on BSC; facilitating and assisting middle managers develop lower level scorecards; 

reviewing and evaluatting the lower level scorecards before putting them into use. 

BSC team’s activity is a factor affecting  implementation of BSC  (Kaplan & Norton, 

1996, 2006, 2008), (Niven, 2006), (Rohm & Halbach, 2006). Assiri et al. (2006) conducted a 

study review of BSC application and conducted a survey of 103 organizations in 25 countries, 

and identified the involvement of the BSC team is critical for successful building and 

implementation of the BSC.  

According to Kaplan & Norton, Niven, Rohm ..., the BSC team is responsible for 

developing and implementing the BSC cascading plan, so the team's involvement directly 

impacts the cascading of the Scorecard.  

According to Kotter (2007), a true organizational change often takes a long time, if the 

team does not make a plan with short-term goals to strive for, the change effort will be difficult 

to sustain. Therefore, the success of the Scorecard is strongly dependent on the BSC cascading. 

Decoene & Bruggeman (2006) in "Strategic engagement and middle managers in BSC 

application" also states that in the cascading stage, BSC team need to support Mid-level 

managers in defining strategic objectives that align with high-level strategic goals, understanding 

their ability to contribute to improved operational efficiency of the organization and are awaring 

of the value of ongoing tasks. 
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The BSC team is responsible for reviewing and evaluating the cascaded Scorecards; 

Organizising meetings with units and sections to discuss contents that need to be modified and 

improved. Only when the BSC team performs this task will the new stratified scorecards be truly 

aligned with the organization's strategic goals, thereby cascading the new scorecard to achieve its 

goal (Kaplan & Norton, 1996, 2006) (Niven, 2006). Chavan (2009) further noted that the BSC 

team would join the senior managers evaluating the lower level scorecards. The seriousness of 

reviewing and finalizing the lower level scorecards will take middle managers to be more 

responsible for the development of the lower level scorecards in their units. 

The findings from the above studies show that: 

"Involvement of the BSC team is associated with the success of BSC cascading" 

 "Involvement of the BSC team is associated with the involvement of the middle managers 

in the BSC cascading stage". 

2.3. Middle managers 

Middle managers commit, agree and support the cascading process; communicate the BSC 

within their unit; involve in the cascading of high level scorecards into unit-level cards; lead the 

development of the scorecards in the unit. 

In BSC application processes, middle managers join teams with senior executives to build 

the first BSC and the BSC deployment plan. The role of the middle managers is enhanced after 

the BSC is stratified into units and individuals (Kaplan & Norton, 1996). The involvement of the 

middle managers is indispensable in the cascading of the BSC to the lower levels of the 

organization (Rohm & Halbach, 2006), (Decoene & Bruggeman, 2006). According to Kaplan & 

Norton (2006), Niven (2006), in order to cascade the BSC successfully, there is a commitment of 

all employees, middle managers. Middle managers should actively participate in BSC training 

courses to understand the BSC, be able to communicate to all employees and to lead the BSC 

deployment in their units. 

The above statements show that the involvement of middle managers is indispensable in 

the BSC cascading stage. To apply BSC successfully, middle managers should be well informed 

about the strategy and be directly involved in the process of building and distributing BSCs to 

their affiliated units, especially their own units.  

The findings from the above studies show that:  

"The involvement of the middle managers is associated with the success of BSC 

cascading". 

3. Proposed model and variable measurement of research concepts 

3.1. Proposed model 

Based on the assumptions derived from the analysis and synthesis of studies on the 

influence of management groups on BSC cascading, we propose a model  in Figure 2. 



2443 

 

 

 

 

 

 

 

 

 

 

 

Figure 3. Theoretical model 

The model consists of four research concepts and six research hypotheses. The research 

concepts include: (1) The support and involvement of top management in the BSC cascading 

stage, (2) The involvement of the BSC team in the BSC cascading stage, (3) The involvement of 

the middle managers in the BSC cascading stage, and (4) The success of BSC cascading are 

denoted H1 to H6. 

H1. The support and involvement of top management is associated with the success of 

BSC cascading. 

H2. The support and involvement of top management is associated with the involvement of 

the BSC team in the BSC cascading stage. 

H3. The support and involvement of top management  is associated with the involvement 

of the middle managers in the BSC cascading stage. 

H4. Involvement of the BSC team is associated with the success of BSC cascading. 

H5. Involvement of the BSC team is associated with the involvement of the middle 

managers in the BSC cascading stage. 

H6. The involvement of the middle managers is associated with the success of BSC 

cascading. 

3.2. Develop scales in the model 

3.2.1. The support and involvement of top management in the BSC cascading stage  

 Some studies have developed these conceptual scales. According to Assiri et al. (2006), 

"The support and involvement of top management " is demonstrated by the following criteria: 

Executives and senior managers assume active responsibility for BSC impliementation;  

H2 

The involvement of the BSC team 

The involvement of the middle 
manager 

The support and involvement of top 
management  

The success 
of BSC 

cascading  

H1 

H4 

H6 H5 

H3 
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managers allocate adequate resources and time for BSC project; Executives and senior managers 

involved in BSC development; Executives and senior managers discuss many BSC issues in 

meetings.  

Tung et al. (2011) developed a scale with the items: Top management has provided 

adequate resources to support BSC application; Top management has effectively communicated 

its support for the BSC application; Top management exercises its authority in support for the 

BSC application. 

Tran Quoc Viet (2012) and Nguyen Quang Dai (2016) set up a scale for the support and 

involvement of top management with three items: (1) Support and involvement  in the process of 

introducing the organization’s strategy management system; (2) Understand the use of indicators 

and standards to develop and implement strategies; (3) Be ready to provide sufficient 

information and support to improve the organization's strategic management system. 

Based on the researchers' point of view, the scale “ The support and involvement of top 

management in the BSC cascading stage" includes the following observational variables: 

TOP1 - Top management understands the benefit of BSC cascading. 

TOP2 - Top management is committed to supporting BSC cascading throughout the 

organization. 

TOP3 - Top management is willing to provide adequate resources to cascade BSC  

throughout the organization. 

TOP4 - Top management understands the goals and measures of the organizational and 

unit level BSCs, taking due consideration of measures that demonstrate the organization's 

strategy and measures of business units. 

TOP5 - Top management actively participate in cascading the upper to lower BSC. 

3.2.2. The involvement of the BSC team in the BSC cascading stage 

According to Kaplan & Norton(2006), BSC team builds understanding of the BSC, 

engages all members and seeks support from every top-level to the lowest level in the 

organization to deploy the Scorecard. BSC team can communicate BSC to units in the 

organization. Niven (2006) asserted that in order to cascade the BSC successfully, the BSC team 

is responsible in training BSC, discussing BSC issues. As a result, each mid-level manager 

involved in setting up subordinate scorecards will understand the core components of the 

Balanced Scorecard, the strategic goals, and the measure at the top-level scorecard. This is a 

prerequisite for individuals who are responsible for developing the Scorecard at lower levels, so 

that they can develop subordinate goals and measures that are closely linked to goals and 

dimensions high level (Niven, 2006). 

According to Assiri et al. (2006), BSC team members have various skills, knowledge 

and come from different departments; BSC has access to top management; BSC team 

regular meetings to discuss BSC issues; BSC team members has a very detail 

understanding of functional area; BSC team members can gather and analyze detail data for 
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communication to others; BSC team members can understand strategic issues and connect 

them to their work. 

Based on the above viewpoints of the researchers, the scale "The involvement of the BSC 

team in the BSC cascading stage" includes the following observation variables: 

BSC1 - BSC team members have various skills, knowledge of  BSC and BSC cascading.  

BSC2 - BSC team actively conducts training and communication on BSCs for middle 

managers and employees throughout the organization. 

BSC3 - BSC team builds and communicates clearly the BSC cascading plan to units 

throughout the organization. 

BSC4 - BSC team is in charge of holding meetings with the top and middle management to 

approve unit’s BSC. 

BSC5 - The BSC supports middle managers in BSC cascading stage. 

BSC6 - BSC team has to reviews cascaded BSCs and to complete cascaded BSCs. 

3.2.3. The involvement of the middle managers in the BSC cascading stage 

Assiri et al. (2006) also identifies a criterion that demonstrates the commitment of senior 

managers to arrange middle managers involved in the development of BSCs at all levels. 

When researching enterprises that were failure in BSC application, some authors point out 

reasons: middle managers do not know enough the organization’s strategy but directly build the 

unit’s measures (Kaplan, 2010) (Kasurinen, 2002); senior executives construct unit-level 

scorecards and then distribute them, passive middle-level managers ... ( Decoene & Bruggeman, 

2006). If middle managers are not involved in the BSC cascading process at the organizational 

level, they will perform reluctantly assigned tasks and lack incentives to work. Even when 

middle managers recognize the effectiveness of the BSC, they only favor superficially and 

formally (Kasperskaya, 2008), (Grando & Belvedere, 2008). 

Based on the researchers' point of view, scale “The involvement of the middle managers in 

the BSC cascading stage”  includes the following observation variables: 

MID1 - Middle managers are committed to supporting the BSC cascading in their 

departments. 

MID2 - Middle managers actively attend training courses on BSC. 

MID3 - Middle managers understand the objectives and measures of the organization’s 

BSC and are involved in the BSC cascading to lower level BSCs . 

MID4 - Middle managers actively communicate the BSC in their unit. 

MID5 - Middle managers allocate adequate resources and time to BSC cascading in their unit. 

3.2.4. The success of BSC cascading 

BSC cascading stage is responsible for developing the scorecard at various levels of the 
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organization, ensuring strategic alignment across the organization, communicating and imparting 

the scorecard to all levels. Both units come to the staff to understand the BSC, thus pursuing 

goals that are aligned with the organization's strategic goals. 

According to Kaplan & Norton (1996, 2006, 2008), cascaded scorecards need to align 

strategic from top down to lowest level. Cascaded scorecards must clearly show the balance 

between achieving a unit's individual objectives with the organization's strategic goals and the 

objectives of other business units. 

According to Niven (2006), Scorecards are cascaded successfully at all levels of the 

organization, namely, the lower level scorecard is consistent with the upper level scorecard, 

affecting the upper level target, in accordance with the unit’s and department’s characteristics . 

The success of BSC cascading is evaluated by: the linkage between scorecards; alignment with 

the organization’s strategy; coverage of key objectives; appropriate indicators (towards 

completion of higher level targets).  

Assiri et al. (2006) developed the scale "BSC cascading" including the observation 

variables: using top-down approach; Linking objectives from executive level down to lower 

business level, ensuring everyone working towards common goals; Communicating BSC to 

every level of the organization and comparing current performance with past results. 

Based on the above studies, the scale "The success of BSC cascading" includes the 

following observational variables: 

Y1 – BSCs are have developed  at all levels of the organization, ending in individual 

scorecards. 

Y2 - The cascadied BSCs are aligned with the organization's strategy and affect the 

organization's goals. 

Y3 - The cascadied BSCs in each level are suitable to production and business 

characteristics.  

Y4 - The cascadied BSCs show the balance between achieving the unit's individual 

objectives and the strategic objectives of the organization and not conflicting with the individual 

objectives of the other units. . 

Y5 - All employees in the unit have knowledge of BSC and BSC implementation skills, 

support and dedication to BSC. 

Y6 - Everyone in the unit understand the objectives and measures of the cascadied BSCs. 

4. Limitations and recommendation for future research 

Based on the theoretical background and the research overview on the BSC cascading, the 

study builds a model for affecting of managers to cascading the BSC. The goal of this study was 

to propose theoretical model of affecting of managers to cascading the BSC. 

Future research should be done qualitative and quantitative survey to determine the 

affecting of each item to the success of BSC cascading. 



2447 

 

REFERENCES 

1. Trinh Thuy Anh (2014), "Success factors in implementing equilibrium point cards in 

Vietnamese enterprises", Journal of Economics & Development, 208, pp. 46-51. 

2. BSC Vietnam (2015), International Conference "Balanced Scorecard Implementation 

& Strategy - Balanced Scorecard Strategy", balancedscorecard.vn, April 25, 

3. Pham Hung Cuong and Bui Van Minh (2014), "The Current Situation of Balanced 

Scorecard in Small and Medium Enterprises in HCMC. Ho Chi Minh, "Journal of Science, An 

Giang University, 3 (2), p. 85-92. 

4. Nguyen Quang Dai (2016), Performance Measurement System for Balanced 

Scorecards in Enterprises in HCMC. PhD thesis, Academy of Social Sciences - Vietnam 

Academy of Social Sciences, Hanoi. 

5. Tran Quoc Viet (2012), Factors Affecting Acceptance of Models of Balanced 

Scorecard in Strategic Management in Vietnamese Enterprises, PhD thesis in Business and 

Management, National People's Committee, Hanoi. 

6. 2GC (2017), Balanced Scorecard Usage Survey 2016, https://2gc.eu, 25/4/2017. 

7. Assiri, A., Zairi, M. & Eid, R. (2006), “How to profit from the Balanced scorecard: An 

implementation roadmap”, Industrial Management & Data Systems, 106(7), pp. 937-952. 

8. Barkdoll, G.J. and Kamensky, J. (2005), Top Ten List: Key Factors That Make a Balanced 

Scorecard Successful, http://www.businessofgovernment.org, ngày 20/12/2016. 

9. Chan, Y.-C. L. (2004), “Performance measurement and adoption of Balanced 

Scorecards: A survey of munipical governments in the USA and Canada”, International Journal 

of Public Sector Management, 17(3), pp. 204-221. 

10. Chavan M. (2009), “The balanced scorecard: a new challenge”, Management 

Development, 28(5), pp. 393-406. 

11. Decoene, V. and Bruggeman, W. (2006), “Strategic aligment and middle-level 

managers' motivation in a Balanced Scorecard setting”, International journal of operations and 

production managemant, 26(4), pp. 429-448. 

12. Fernandes, K.J., Raja, V. and Whalley, A. (2006), “Lessons from implementing the 

Balanced Scorecard in a small and medium size manufacturing organization”, Technovation, 

26(5-6), pp. 623-634. 

13. Grando, A. and Belvedere, V. (2008), “Exploiting the balanced scorecard in the 

Operations Department: The Ducati Motor Holding case”, Production Planning anh Control, 

19(5), pp. 495-507. 

14. Kaplan, R.S. and Norton, D.P. (1992), “The Balanced Scorecard - Measures that Drive 

Performance”, Harvard Business Review, 70(1), pp. 71-79. 

15. Kaplan, R.S. and Norton, D.P. (1996), The Balanced Scorecard: Translating strategy 

into action. Harvard Business School Press, Boston. 



2448 

16. Kaplan, R.S. and Norton, D.P. (2000), “Having Trouble with Your Strategy? Then 

Map It!”, Harvard Business Review, 78(5), pp. 167-176. 

17. Kaplan, R.S. and Norton, D.P. (2001), The Strategy- Focused Organization: How 

Balanced Scorecard Companies Thrive in the New Business Environment. 1st ed., Harvard 

Business School Press, Boston. 

18. Kaplan, R.S. and Norton, D.P. (2006), Alignment - Using the Balanced Scorecard to 

create corporate Synergies, 1st ed., Harvard business School Press, Boston. 

19. Kaplan, R.S. and Norton, D.P. (2008), The Execution Premium, 

https://www.economist.com, ngày 15/3/2017. 

20. Kaplan, S.K. (2010), Conceptual Foundations of the Balanced Scorecard (Working 

Paper No 10-074), Harvard Business School Press, Boston. 

21. Kasperskaya, Y. (2008), “Implementing the Balanced Scorecard: The comparative 

study of two Spanish city councils - An institutional perspective”, Finanacial Accountability & 

Management, 24(4), pp. 363-384. 

22. Kasurinen, T. (2002), “Exploring management accounting change: The case of Balanced 

Scorecard implemetation”, Management Accounting Research, 13(3), pp. 323-343. 

23. Kotter, J.P. (2007), “Leading Change: Why Transformation Efforts Fail”, Harvard 

Business Review (Reprint), Volume January, pp. 2-9. 

24. Lueg, R. and Vu, L. (2015), “Success factors in Balanced Scorecard implementations - 

A literature review”, Management Revue, 26(4), pp. 306-327. 

25. McAdam, R. and Walker, T. (2003), “An inquiry into Balanced Scorecard within best value 

implementation in UK local government”, Public Administration, 81(4), pp. 873-982. 

26. Nair, M. (2004), Essentials of Balanced Scorecard, Jonh Wiley & Sons, Inc., 

Hoboken, New Jersey. 

27. Narayanamma, P.L. and Lalitha, K. (2015), “Balanced Scorecard: A Buzzword in 21st 

Century Corporate World”, International Journal of Management and Social Science Research, 

4(3), pp. 44-50. 

28. Niven, P.R. (2006), Balanced Scorecard: Step - By - Step. Maximizing Performance 

and Maintaining Results, 2nd ed, John Wiley & Sons, Inc, Hoboken, New Jersey. 

29. Parmenter, D. (2007), Key Performance Indicator, John Wiley & Sons, Inc., Hoboken, 

New Jersey. 

30. Phadtare, M.T. (2010), “Developing Balanced Scorecard: Case of Three Construction 

Firrms of Small Size”, Journal of Asia-Pacific Business, 11(2), pp. 135-157. 

31. Pryor, M.G. and et al. (2008), “Challenges Facing Change Management: Theories and 

Research”, Delhi Business Review, 9(1), pp. 1-20. 

32. Rigby, D. and Bilodeau, B. (2013), Management Tools and Trends 2013, 

www.bain.com, ngày 25/4/2017. 



2449 

33. Rigby, D. and Bilodeau, B. (2015), Management Tools and Trends 2015, 

www.bain.com, ngày 29/8/2016. 

34. Rohm, H. and Halbach, L. (2006), “A Balancing Act: Sustaining New Directions”, 

Perform Magazine, 3(2), pp. 1-8. 

35. Rohm, H. (2005), “A Balancing Act: Developing and Using Balanced Scorecard 

Performance Systems”, Perform Magazine, 2(2), pp. 1-8. 

36. Schilieper, K.C. (2014), A Quantitative Examination of Factors That Contribute to the 

Successful Implementation of A Balanced Scorecard, A Dissertation on Doctor of Philosophy, 

ProQuest LLC, Ann Arbor, Michigan. 

37. Speckbacher, G., Bischof, J. and Pfeiffer, T. (2003), “A descriptive analysis on the 

implementation of Balanced Scorecards in German-speaking countries”, Management 

Accounting Research, 14(4), pp. 361-388. 

Tung, A., Baird, K. and Schoch, H.P. (2011), “Factors influencing the effectiveness of 

performance measurement systems”, International Journal of Operations & Production 

Management, 31(12), pp. 1287-1310. 



2450 

 

CONTROL OF LAND MANAGEMENT  IN VIETNAM 

Nguyen Thi Kim Oanh 

National Economics University 

ncstrungthuc@gmail.com 

 

Over time, the management of land use has not been effective, so it is necessary to 

renovate through the tools such as: Inspection, Inspection, Audit associated with the handling of 

violations To achieve the above objectives One of the important solutions is to strengthen State 

control over land management from the State Audit.  

The paper deals with the basic contents of the review on State management of land; 

Assessing the status of results achieved for state management of land, the State Audit for land 

management and use, the shortcomings and limitations. Thus,  the author proposes measures to  

improve control in State management of land in order to increase revenue for the state budget 

from land and improve land management effectiveness. 

 Keywords: Control;  Land management ; State audit 

 

1. Introduction 

At present, the state management of land has many inadequacies. In order to ensure 

efficient and effective use of land management, the role of the control organization in state 

management must be strengthened and the state management of land is achieved. To improve the 

sense of law observance of land, to contribute to prevent and prevent land corruption. 

In fact, the management of land use fees is an important element in the management of the 

state budget. Annual revenue from land is quite high. The revenue management of  

the localities has achieved many achievements, but also revealed many weaknesses; The policy 

and management mechanism is still inadequate. Therefore, it is necessary to improve and 

improve the efficiency of state management of land related to land use levy collection ... in order 

to ensure the establishment of discipline and discipline in the implementation of State policies. 

State management of land needs to change in order to adapt to the conditions of economic 

development and social life of the country. To contribute to the discipline of laws, regimes and 

policies of the State in land administration, agencies performing the task of examining, 

inspecting and auditing the land domain in state management. The role and content of control in 

addition to important functions such as organizational planning and administration, ... control is 

the essential function of state management. 

The inspection, examination and auditing activities (including the State audit mechanism) 

in the field of land should be studied in all aspects to meet the requirements of controlling the 

state management of land. band.  
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The State Audit plays a very important role because auditing is an indispensable tool in 

providing truthful information for macroeconomic management of the economy, thanks to the 

identified audit. The State budget revenues and expenditures contribute to the transparency of the 

financial and natural resources, especially the land resources used economically and efficiently. 

2. Theoretical basis 

2.1. General theories on control in state management 

&. Control 

According to the Institute of Linguistics compiled in the Vietnamese Dictionary (1998, 

p.523), control is "considered to detect, prevent what is contrary to the rules" 

The Vietnamese dictionary, compiled by the Vietnamese Language and Culture Center 

(1998, p. 396), "controls are checking and reviewing to prevent violations of regulations. 

Henry Fayol (1949) argues that "control is a test to confirm whether things have been done 

in accordance with the plans or guidelines and established principles, thereby indicating 

weaknesses and Errors that need to be corrected while preventing them from recurring. " 

"Controls are usually organized by competent state management agencies to arrange 

locations where violent offenses may occur, or at one stage in the course of the operation of the 

persons to be controlled." like the term administrative, 2002, p. 369). 

&. Control in state management 

 * The role of control in economic governance 

- Control in order to detect and prevent law violations and policy violations in the course of 

economic activities of branches, localities and grassroots economic units. 

- Control helps to ensure the legitimate rights and interests of the state, organizations and 

citizens 

- Control contributes to enhance the effectiveness and effectiveness of state management  

- Control contributes to improve the legal system and organizational structure of state 

agencies 

* Expression of control in state management; 

Control in state management is done in many different forms from the issuance of legal 

documents to enforcement: Procuracy; Monitoring; Check; Inspect; State Audit. Specifically: 

- Testing is the process of measuring performance against plan, finding fault, and 

providing corrective measures to ensure the goal is achieved. 

The role of auditing is to clearly define the objectives and results achieved according to the 

set plan; Identify and anticipate fluctuations in the sectors and activities of the organization; 

Timely detecting deviations occurring and responsibilities of related departments in the 

implementation of plans, policies, orders and directives. 
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- Inspecting the Vietnamese dictionary "Inspectorate is the inspection, the onsite inspection 

of the local authority, the inspection body is the special type of inspection. Inspectors in macro 

management are the activities of reviewing, evaluating and processing according to the order and 

procedures prescribed by the law of the competent State agency regarding the implementation of 

policies and laws, and powers of agencies and organizations. 

 State inspectorates are inspection activities of competent state agencies and agencies 

performing the function of inspecting, including the Government Inspectorate, the Ministry's 

inspectorate and the ministerial-level agencies or the inspectorates of the provinces directly 

under the Central Government. Provincial Inspectorate 

 - The State Audit has a history of development for hundreds of years and is affirmed as an 

indispensable part of the system of financial inspection agencies and public assets of a modern 

State in many countries. gender. SAV has the function of Auditing Financial Statements, 

Auditing Compliance and Auditing Activities. 

 - Procurement is defined by the Vietnamese Dictionary compiled by the Institute of 

Linguistics: "examining and supervising the observance of the laws of the State" 

 - Supervision is a form of comprehensive examination, the authority from outside of many 

different agencies, supervision is defined by Vietnamese Dictionary compiled by the Institute of 

Linguistics "monitor and check whether Doing the right thing does not. " It can be said that 

monitoring is a combination of control and monitoring to operate 

2.2. State management of land  

 Understanding industry as well as industry performance is an important basis for 

identifying emerging management issues. .  

The goal of state management agencies on land is to select management tools to direct, 

regulate and control land operations. If the objective of the land is unclear, no scientific basis 

will be able to effectively perform the functions and tasks of land management. 

&. Purpose of State management of land 

- Protecting the State ownership of land, protecting the rights and legitimate interests of 

land users  

- To ensure the proper use of the national land fund;  

- land protection; soil improvement, environmental protection 

 - Strengthening land use: farm land, non-agricultural land and unused land 

&. Principles of state management of land. 

 - To clearly define the roles and responsibilities of organizations in the State management 

over land 

 - Ensure transparency and publicity (goals are clearly defined, the application of cost 

management measures, the risks to be clarified, information on policies, planning, management, 

management of the publicity is public ...).  
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- Ensure effectiveness and efficiency in state management of land (the legal framework for 

land management must clearly define the purpose and clearly define objectives that will help the 

management of land use more effectively. 

 To achieve this, state management of land should be audited and controlled by the State 

Auditor and the role should be clearly defined 

&.Contents of state management of land  

- Develop policies on land law  

- Management of land use planning and planning  

- Financial management of land  

- Land recovery, compensation, support, resettlement, land allocation, land lease and land 

use change.  

- Issuing certificates of land use right, ownership of houses and assets attached to land  

- Land inventory and land use mapping 

 - Technical and professional cadastral work 

 - Inspecting and inspecting the observance of law and settling complaints and 

denunciations in labor force 

&. Laws and policies of the State on land (mainly related to land use fees)  

- The new Land Law 2013 45/2013 / QH13 dated 29 November 2014 with the renewal of 

the viewpoint of land use management, the identification of land revenue policy plays an 

important role in the development of the economy. social. 

 - The system of land-related policies includes revenues from taxes, fees and other charges 

as prescribed by law. 

 - The land use right policy is now implemented in accordance with the following 

documents:  

+ Decree No. 45/2014 / ND-CP dated 15 May 2014 by the Government regulating the 

collection of land use fees; Decree No. 43/2014 / ND-CP dated May 15, 2014 of the Government 

detailing the implementation of a number of articles of the Land Law and most recently Decree 

No. 01/2017 / ND-CP. A number of articles of the Decrees detailing the implementation of the 

Land Law (No. 43/2014 / ND-CP). 

The basic contents of these land use levy decrees are: Land users pay land use fees; 

Objects are not required to pay land use fees; Grounds for calculation of land use levies and 

policies on land use levy exemption and reduction. 

- Regulation on land rent, water surface rent 

+ The guiding documents include: Decree No. 46/2014 / ND-CP dated May 15, 2014 

regulating the collection of land rent, water surface rent and circulars guiding the Decree. 
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  The regulations have the following basic contents: Subjects of land rent (including 

surface and chassis, water surface); Landless subjects; land rental exemption and reduction 

policies; Deduction of compensations, supports and land rents to be paid; regulations on land 

rent; About water rent bracket. 

+ On 9/09/2016, the Government issued Decree 135/2016 / ND-CP amending and 

supplementing a number of articles of decrees regulating the collection of land use fees (No. , 

water surface (No. 46). 

+ On November 14, 1977, Decree No. 123/2017 / ND-CP amending and supplementing a 

number of articles of Decree stipulating the collection of land use levies, land rents and water 

surface rents (No. 135.45.46 ). 

- Regulations on agricultural land use tax Agricultural land use tax law 10/7/1993. 

Resolution No. 55/2010 / QH12 dated November 24, 2010 stipulates the main contents of 

taxable objects, bases for tax calculation, tax exemption and tax reduction (Resolution No. 

28/2018 / QH14 amending and exempting use tax agricultural land.  

Generally, the land area used for agricultural land use by farmers is tax-exempt 

- Assignment of land use rights and assets formed from the project must fulfill financial 

obligations, specifically: 

+ The enterprise income tax shall comply with Decree No. 218/2013 / ND-CP, Circular 

No. 96/2015 / TT-BTC  

+ Value added tax applicable to construction activities, infrastructure business, 

construction of houses for sale and transfer is basically applied in accordance with Decree No. 

209/2013 / ND-CP guiding price tax law. Decree No. 146/2017 / ND-CP dated 13/12/2017 

amending and supplementing a number of articles of Decree No. 100/2016 / ND-CP dated 1 July 

2016 and Decree 12/2015/ND-CP dated 12/2/2015 of the Government. 

+ Personal income tax: made by the Law amending and supplementing some articles of the 

Law on Personal Income Tax No. 26/2012 / QH13 dated 22/11/2012; Circular No. 111/2013 / 

TT-BTC; TT 92/2015 / TT-BTC. According to the main contents of the transfer price, the 

purchase price and the transfer price of the real estate by the self-declared. 

 + Registration fee for land and houses with basic contents such as payers, registration fees, 

registration fee debits, registration fee and land lease fee, all applicable to Decree No. 140/2016 / 

ND-CP dated 10/20/2016, Circular No. 301/2016 / TT-BTC dated 15/11/2016. The basic 

contents of the policy on collection of registration fees for houses and land are stipulated by the 

payers; Houses and land not subject to registration fee; registration fee rates for land and houses; 

to debit the registration fee; Houses are exempt from registration fee 

2.3. State Audit for management and use of land  

& Functions, Tasks and Powers of the State Audit:   

To comply with the Law on Water Audit No. 81/2015 / QH 13.  
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Duties and functions of the State Audit  

State accounting has a history of development for hundreds of years and is confirmed as an 

indispensable part in the system of financial inspection agencies of a modern state in many 

countries around the world.  

In the current general development trend, the role of public finance auditors in enhancing 

the accountability of the government in financial management - budgeting, the prevention of 

corruption, the practice to carry out public finance reforms, to integrate into the world, to 

publicize and promote the reform of the public administration. 

It is a professional body in the field of financial inspection by the National Assembly 

established independent operation and only obey the law. State auditing is increasingly playing 

an important role in the country's development and integration process with the following tasks: 

- To make annual audit plans and report them to the National Assembly and the 

Government before implementation; To organize the implementation of annual audit plans and 

extraordinary audit tasks assigned by the Prime Minister or competent state agencies. 

- To comment, evaluate and certify the observance of financial and accounting policies and 

regimes and take responsibility before law for the commented contents;  

- Through the audit and suggestions to the audited units to improve the management of 

finance and accounting; To report on the results of the annual audit and the results of 

implementation of audit proposals with the Government;  

- Transferring dossiers of investigation agencies and other competent state agencies to 

inspect and handle cases showing signs of law violations committed by organizations or 

individuals that have been sanctioned through cum- mathematics; To organize the publicization 

of audit results.  

 To carry out tasks on the State Audit with the function of Auditing Financial Statements, 

Compliance Audits and Operational Audits. 

 & Organizational Structure of the State Auditing Agency  

- Leader and decision making There are usually two types of models.  

 Firstly, the model derives from the independence of the State Audit Office and ensures 

the principle that the chief has the power to make the most important decisions on organization 

and operation. 

  Secondly, in the case of the individual's independence of decision-making in the STC, 

auditors are guaranteed the application of the board principle in making decisions that many 

people have equal rights. . 

- The specialized state audit units and the region 

 This is the main personnel, deciding to perform the task of auditing annually, these must 

be the auditors, KTV senior qualified full of professional skills required in the specialty, in 

addition Need to have other capacity such as legal knowledge, socio-economic ... 
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- Functional units advise  

This is an important force for the leader to have enough information to make decisions.  

This unit is responsible for gathering data, analyzing and forecasting the external 

environment as well as the development trend of the organization; These consultancies include 

the appraisal department, the training department, the office, the legal department, the 

department, etc. 

&. Organizing the activities of state audit Includes 2 basic activity groups.  

 Firstly, the audit team is responsible for planning, organizing, executing and auditing the 

general work in order to achieve the objectives of the SAV.   

Secondly, the group conducts auditing activities  

For the purpose of achieving the objective and content of an audit in accordance with 

procedures, standards and professional methods.  

&. State Audit for Land Management and Use. 

 According to Decision No. 08/2016 / QD-KTNN on audit procedures of the State Audit, 

Decision No. 06/2017 / QD-KTNN on the process of cum audit, the 548 / QD-KTNN audit and 

the legal documents , land-related policies, From which is the basis, the basis given: 

* Audit objectives  

- Evaluating the compliance with the provisions of law on the management of land use 

organization and activities, thereby adjusting and amending documents to suit the reality, 

improving the management and use of land. land use. 

-  Detecting wrongdoings, proposing the handling of responsibilities of organizations and 

individuals concerned  

- Evaluating the effectiveness of land use levy collection, implementing projects impacting 

on socioeconomic development. 

* Organization of auditing activities   

 The organization of the auditing activities complies with the four stages is to prepare the 

audit, audit, audit report and audit proposals.  

-  Audit vouchers 

 Depending on the requirements of each specific audit, the audit plan, resource preparation 

and professional training related to auditing content should be developed. 

+ Auditing planning includes the identification of auditing objectives, audit content, 

critical appraisal and audit risk (this is a very important task that determines auditing quality). 

The deeper the risk and the more important the audit in the audit planning phase.  

+  Indispensable is the concept of magnitude, the nature of the offense (including 
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omissions) of the information, whether individually or in groups, in which case, based on this 

information for judgment will not be accurate or will draw false conclusions. The materiality, 

timeliness and scope of the audited financial statements are determined by the auditor (KTV) 

when determining the fairness and truthfulness of the information in the report. 

 Thus, the essential nature is associated with the gravity of the issue of scrutiny. Critical 

operations are fraudulent or fraudulent, such as land procurement, land allocation, land lease, etc. 

These operations often contain fraudulent intent. This bidding is usually linked to the contractor 

and the contractor for profit; or if the sale of property formed from the project shows the link 

between the broker and individual in the unit ... 

+ Risk of auditing is the risk that the auditor will conclude that the financial statements are 

honestly presented, thus disclosing an honestly presented opinion, a completely accepted opinion 

while in practice. material misstatement.  

+Therefore, when planning an audit for a unit with a specific task, KTV must forecast risk 

events and auditing procedures to detect serious errors in the financial statements. The origin is 

errors and frauds. Technicians should pay attention to the need to plan audits and conduct audits 

with suspicion in the careers industry, a conservative attitude to audit risk if possible is 

acceptable. 

+ In fact, any activity in any field is potentially risky and can occur at any time, such as in 

the field of risk, which is determined at different levels for various reasons. Due to the specific 

nature of land allocation, financial obligations ... have created opportunities for frauds and errors; 

Or by the weak internal control system of the audited entity ... 

  The level of risk determines the workload of KTV, so it is necessary to conduct careful 

research on risk, risk classification, the interaction of risk types. 

- Conduct audits  

With general standards, processes and operations ..., the audit team conducts auditing 

activities for state management of land, namely: Audit of land use management (depending on 

the topic of audit It may be the audit of land use levy integrated in local budget audits or audit of 

urban land use management ...) 

 + Scope  

Auditing compliance with the following contents: Examining, evaluating and certifying the 

compliance with land administration law; Evaluating the observance of rules and regulations of 

the audited units 

 Auditing activities to assess the economy, effectiveness of management and use of land  

+ Specific audit contents at: Department of Natural Resources and Environment; Tax 

authorities; PMU.  

Auditing land use planning, land statistics and inventory.  
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To check compliance, the management of land use levy collection according to the process 

of not ...  

To examine the truthfulness and truthfulness of reports made by tax offices on land use 

levies at various times  

To examine the legal dossiers as the basis for calculation of land use levies by tax offices; 

Information relating to land compensation and support price; Land allocation with fee collection  

Determining the time of land allocation, unit price of land use fee ... 

+ Auditing method  Sampling method, Used to select the auditing criteria, select the arising 

business and land records for inspection.  

 Analytical methods: Applied in the selection of dossiers, examination of dossiers of land 

rent calculation and land use levy.  

 Comparative method: applied in the majority of the land audit process, which compares 

the aggregate and detail figures, compares the actual and the State regulations on management of 

land rent, land use.   

Interview method: Applicable in case of gathering information on selected projects for 

audit. Survey method: Applied in some specific cases, necessary. 

- Make audit report  

This is the period when the audited results are aggregated into the audit report, the report 

must be honest, obey the law, economics, effectiveness and efficiency. 

- Conclusion and monitoring of the implementation of audit proposals  

The audit proposal of the State Audit not only advises legislative bodies in the process of 

formulating policies and legislation on land use management but also identifies limitations and 

incompatibilities of the legal system. land law.  

When detecting points that are not suitable with the realities of land law, the State Audit 

will make recommendations to amend and supplement the legal system on land in line with 

international standards and reality in Vietnam.  

 Proposals on land audits help to clarify roles and responsibilities between the Ministry of 

Finance, the Ministry of Natural Resources and Environment, etc., for the legal advice on land.  

The State Audit shall make assessments and give opinions to the National Assembly, the 

Government and the State management agencies to adjust and overcome inadequacies in policies 

and laws. 

2.4.. Factors affecting the role of the State Audit in state management of land  

 * Internal factors of the State Audit  

- Quality of auditing is one of the important factors determining the role of the State Audit 

in the State management audit of land. Due to the complexity of the land field, the auditing 
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process also encountered many difficulties, especially the application of auditing forms, thus 

reducing the efficiency in auditing land.  

- Human resources: Including the quantity and quality of technicians as well as the 

organizational structure, staffing staff to perform tasks.  

- Facilities are also one of the factors that influence the role of the State Audit in land 

administration. Facilities are full of equipment, facilities, information technology infrastructure, 

facilities also include the benefits to protect technicians. 

* External factors  

These factors affect the role of the State Audit by directly affecting the functions, duties 

and powers of the State Audit, that are: 

 Legal environment  

 The economic environment is influenced by the requirements, the transparency 

requirements, the development of the relevant sector. If the economic environment is in the 

development stage, there are many prospects, the development of the role of the State Audit in 

the state management of land has many advantages. 

  The growing social environment, the public interest ... that requires increased 

transparency in the information, data and reports on land audits, which means The role of the 

state audit of land is growing, so the State Audit should play its role in the audit of land 

3. Research methods 

3.1. Framework theory 

The state audit of state management of land is a very difficult and complicated matter  

because the land sector is characterized by many negative, related to land.  

Effective land management, legal compliance and strict management of land use  

revenues are always a matter of concern to the state, including the important role of the 

State  

Audit 

 The audit of the management and use of the land of the State Audit is subject to the  

influence of political factors and state institutions. Therefore, the audit of the land is related to  

many branches of science. 

* Research scope:  

 Approaches to research on the basis of reasoning of some scientific disciplines such  

as auditing, state management of land .. 

- State management of land 
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+ Legal documents related to land (mainly on land use) 

+ Land situation: The main data of some provinces and centrally-run cities are represented 

by 3 regions of Uncle Ho, Trung and Nam  

- Control in state management of land 

+State control over land is carried out by various agencies such as the Ministry of Natural 

Resources and Environment, the Ministry of Finance, the State Audit, the Government 

Inspectorate. , controlled by the State Auditing Agency (mainly the State Audit of the region). 

+ Audit of land management and use mainly in some provinces and centrally-run cities in 

the period 2013-2017. 

 From the purpose and scope of research to the content of research, stydyoverview…from  

which to Define the framework 

 

 

 

 

 

 

 

 

 

 

Diagram 1: Theoretical framework for research on control and management of land use. 

3.2. Data collection methods 

*Data sources  

Data sources include secondary data sources and primary data sources. To achieve the 

quality and effectiveness of the research problem, each data type has its own method of 

collecting data (for be reliable source). 

 * Secondary data collection method:  

-Published materials such as government resolutions; circulars; Report on budget 

settlement of provinces and cities. These legal documents relate to land  

- Audit documents, (audit standards, audit law, auditing process ...); Research results are 

available as audit reports 

Factors influencing the role of the State Audit in State 
management of land. 
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- Previous published research works related to land use management, state audit of land; 

Textbooks, reference books, scientific essays in domestic and foreign ... 

 After collecting documents, the author arranges, categorizes according to each content, 

over time to facilitate the analysis of data. 

*Primary data collection method   

-Use survey method:  

+Officials in the land management agencies (Ministry of Natural Resources and 

Environment, General Department of Land Administration, Departments of Natural Resources 

and Environment representing 3 northern, middle, and south ...) to understand the management 

of the land water on land 

+ Use the questionnaire to investigate state auditors in a number of regional audits of the 

state of audit and the role of the State audit in improving the effectiveness of state management 

of land.  

- Interview  

+The authors interviewed through interviews and telephone interviews 

+Interviewees:  

Interviews with leaders of audit delegations, auditors directly involved in land audit to 

understand the reality of audit work. 

 Interviews with urban project developers and residents to learn about land use efficiency 

 Interviews with officials from the land administration office (leaders, specialists from the 

Ministry of Natural Resources and Environment through a number of Departments of the 

Ministry of Natural Resources and Environment, agencies and units under the Department of 

Land Administration District: Directors, deputy directors (Department of Natural Resources and 

Environment, land registration offices) ... representatives of the north and south. Relevant 

agencies ... for the author to find out the reality of land management activities and to collect 

assessments of the impact of the audit on the effectiveness of land management. 

3.3. Method of data processing 

 -After collecting data for secondary data, the author performs the sorting, sorting over 

time, according to the content related to the item then encodes the data. 

 -- For primary data, invalid votes and use of Excel software to encrypt the data. 

 - Use statistical methods to describe, compare and synthesize: 

+To sum up and analyze the actual state management of land, state audit of land from the 

results of interviews and survey results, from reality, from documents (From documents, results 

available research involving the land management agency, the State Auditing Agency, etc.)  
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+To synthesize reports on state management of land in some provinces and centrally-run 

cities up to 2020; Results of the findings of the State Audit on land use management. 

4. Research results 

 4.1.  Land situation in some provinces and cities under central authority 

&. Overview 

Table 1: Current land status in some provinces and cities under central authority 

 
Order 

 
Provinces / 
cities under 

central 

Total 
natural 

land area 
(ha) 

 
Status in 2010 

 
Agricultural production 

 
Non-agricultural land 

 
Unused land 

Acreage 
 (ha) 

Structure 
(%) 

Acreage 
 (ha 

Structure 
(%) 

Acreage 
 (ha 

Structure 
(%) 

1 Hà nội 332889 188365 56,58 135193 40,61 9331 2,80 

2 Hòa bình 460869 352922 76,58 59167 12,84 48780 10,58 

3 Hải phòng 152338 83754 54,98 64864 42,58 3720 2,44 

4 Thái nguyên 353171 293378 83,07 43429 12,30 16364 4,63 

5 Sơn la 1417444 888412 62,68 63600 4,49 465432 32,84 

6 Quảng ninh 610235 460119 75,40 83795 13,73 66321 10,87 

7 Ninh bình 139033 96305 69,27 33041 23,77 9687 6,97 

8 Nghệ an 1649369 1239677 75,16 125252 7,59 284440 17,25 

9 Gia lai 1553693 1347636 86,74 110459 7,11 95598 6,15 

10 Lâm đồng 977354 900446 92,13 53198 5,44 23710 2,43 

11 Hồ chí minh 209555 118052 56,3 90868 43,4 635 0,3 

Source: Authors' conclusions from the Government's Resolution  

on the approval of land use zoning up to 2020 in a number of centrally-run cities and provinces) 

 The land situation in some provinces and centrally-run cities  
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Table 2: Land use planning up to 2020 in some provinces and cities under central authority 

Order 

Provinces 
/ cities 
under 
central 

Total 
natural 

land 
area 
(ha) 

Purpose of using land 

 
              Agricultural production 

Non-agricultural land Unused land 

 
Status 
in 2010 

(ha) 

 
Planning 

2020 
(ha) 

Compare  
Status 
in 2010 

(ha) 

 
Planning 

2020 
(ha) 

Compare  
Status 
in 2010 

(ha) 

 
Planning 

2020 
(ha) 

Compare 

 
Area 
(ha) 

% 
Area 
(ha) 

% 
Area 
(ha) 

% 

1 Hà nội 332889 188365 174429 (13936) 7,39 135193 159716 24523 18,14 9331 1747 (7584) 81,28 

2 Hòa bình 460869 352922 369792 16870 4,78 59167 73104 13937 23,56 48780 16167 (32613) 66,86 

3 Hải phòng 152338 83754 71805 (11949) 14,27 64864 83249 36385 77,64 3720 1855 (1865) 50,13 

4 
Thái 
nguyên 

353171 293378 292469 (909) 0,31 43429 56953 13524 31,14 16364 3242 (13122) 80,19 

5 Sơn la 1417444 888412 1146928 258516 29,1 63600 83079 19479 30,63 465432 182342 (283090) 60,82 

6 
Quảng 
ninh 

610235 460119 461951 1832 0,39 83795 126192 42397 50,59 66321 29636 (36685) 55,31 

7 Ninh bình 139033 96305 87235 (9070) 9,42 33041 48906 15865 48,02 9687 2538 (7149) 73,79 

8 Nghệ an 1649369 1239677 1454055 214378 17,29 125252 169207 43955 35,09 284440 22633 (261807) 92,04 

9 Gia lai 1553693 1347636 1413503 65867 4,89 110459 119854 9395 8,51 95598 17742 (77856) 81,44 

10 Lâm đồng 977354 900446 896811 (3635) 0,40 53198 74987 21798 40,96 23710 6536 (17174) 72,43 

11 
Hồ chí 
minh 

209555 118052 88005 (30047) 14,34 90868 118890 28022 30,84 635 309 (326) 51,34 

Source: Authors' Compendium from Government Resolution on Land Use Planning Adjustment to 2020 

in Some Provinces and Cities under the Central Government 

4.2. Status of State management of land related to the collection of land use by local 

authorities (provinces and cities under central authority) 

* Mechanisms and policies on state management of land use levy 

Over time, the state management of land in general and in some provinces and centrally-

run cities in particular have gradually come into compliance in accordance with the law. Land 

was initially used effectively, economically and reasonably. Uncontrollable land management 

and use are gradually being pushed back, contributing to social stability and promoting economic 

development. According to general assessment, the documents stipulating the mechanism and 

policies on state management of land basically conform to the market mechanism; contributing 

to improve the legal system of land management and put the land law in 2013 into real life. 

* Organization of implementation  

- Results of land use  
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Table 3: Results of collection of land use fees in provinces and cities under central authority of 

Vietnam. 

Order Year 
Estimation of land use levy 

(thousand) 

 
Actual revenue (VND 

thousand) 

 
Execution rate 

(%) 

1 2015 38,96 54,2 139,1 

2 2016 50 77,9 155,8 

3 2017 63,74 104,4 163,8 

4 
 

The first eight months of 2018 
85,91 74,4 86,6 

Source: The author of the extract from GSO report 

+ The above results show that the collection of land use fees in localities is a big revenue, 

significantly affecting the state budget revenue, but this revenue often exceeds the estimate with 

a large proportion. 

 + The main cause of revenue forecast is not accurate in the process of urbanization; By 

increasing the area of agricultural land into residential land and increasing the price of land use 

fees as a result of investment in infrastructure during the urbanization process. 

+ Therefore, in order to effectively exploit the revenue from land, it must be linked with 

the planning and construction of urbanization, and at the same time, land must be allocated 

through bidding or auction of land in accordance with the provisions of the Land Law. and on 

that basis determine the financial obligations to the State. 

4.3. Actual situation of audit of land use levy in the provinces and cities directly under 

the Central Government  

Basically, the regional State Audit delegations follow the process of auditing the local 

budgets according to Decision No. 06/2017 QD- KTNN dated 12/06/2017. The auditing 

delegations have studied in detail the legal documents, the collection of land use fees, the process 

of land use fee collection ... Thus, the results have been achieved through the state  audit report. 

4.3.1. Summary of basic findings in the audit of land use fees 

Statistics of some types of violations were detected in the auditing process of the State 

Audit of the area). 

- The land use fee is not suitable to the land area allocated, or there is a change in the area 

or structure of land use; Land misalignment, resulting in lower land use fees; Tax authorities 

shall not impose fines on individuals or organizations for late payment of land use levies. 

- The land price applicable to the land is not suitable to the time of land allocation, not in 

line with the unit price issued by the provincial people's committee; Determining the land use 

levy unit price not compatible with the market price and not guiding documents on land price 

determination. 

- Determining the compensation or support money on land which is deducted from the land 
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use levy in contravention of regulations; Exemption of land use fees in contravention of 

regulations. 

 - Use of land use fee is not regulated  

 4.3.2. Compliance with law in land management, land use, housing and urban 

development &. Planning and adjustment of urban planning  

- The compliance with the general planning of the State, the land use plannings and plans 

of localities already approved by the competent agencies; The order and procedures for making, 

appraising and approving the adjustment of land use planning for projects   

In general, the unit has carried out land use planning and planning till 2020 in accordance 

with current regulations (basic of procedural order) 

- The appraisal and approval of planning, adjustment of detailed construction planning of 

projects approved by the City People's Committee: 

Through detailed examination of approved projects and approval of detailed construction 

planning scale of 1/500 scale, basically projects have been implemented according to 

regulations. 

&. On land allocation 

-For residential and urban housing projects: 

Generally, the allocation of land for the implementation of the project is carried out in 

accordance with the provisions of the Land Law 2013 45/2013 / QH13 dated 29 November 2014. 

Decree No. 45/2014 / ND-CP dated 15/5 / 2014 by the Government regulating the collection of 

land use fees; Decree No. 43/2014 / ND-CP dated May 15, 2014 of the Government detailing the 

implementation of a number of articles of the Land Law and most recently Decree No. 01/2017 / 

ND-CP. A number of articles of the Decrees detailing the implementation of the Land Law (No. 

43/2014 / ND-CP). 

&. Obey the law on land use right calculation, land rental, signing land lease contract, 

granting land use right certificate. 

 * Determining land use fees and land rent  

- The determination of the land price and unit price of the financial agency is basically in 

line with the land price and the land price bracket. 

 - The revenue management of the tax office  The management of the collection of land 

rent and land use levies shall be carried out by the tax office according to current regulations, the 

determination of financial obligations and tax payment notices to the subjects in time according 

to regulations. 

 - For the identification and transfer of cadastral information, the land use right registration 

office shall comply with the regulations 
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* On signing land lease contract  

The signing of land lease contracts shall be carried out by the provincial / municipal 

Natural Resources and Environment Services according to regulations and may be transferred to 

the tax offices for monitoring and calculating land rents. 

 * Regarding the granting of land use right certificates  

-. The issuance of certificates to investors. Land use right, housing  for residential users.  

The land use right certificate granting body shall be based on the dossiers on acceptance and 

completion of the technical infrastructure items. However, it was found that the legal documents for 

issuance of land use certificates were not sufficient and the infrastructure was not implemented 

- In addition, through the field inspection at some projects, some of the subjects who buy 

houses in the form of investment capital contribution have been checked and handed over and put 

into use, but they have not yet been approved by the owner. Graduated certificate of housing 

right as prescribed. 

4.3.3. The execution of the provisions of law in the implementation of the project is 

allocated land of the investors. 

 * The compliance of the law of the investors in the construction planning 

 - Regarding the planning of land use structure: Land for construction of educational 

works, green tree park land ... not conforming to the standard 

. - Regarding density of construction: Maximum allowable construction density in the 

project does not conform to construction standards. 

* The compliance with construction law of the investors The investors in the area basically 

follow the regulations on construction, quality management of works, evaluation and approval of 

investment projects in full, approved construction drawing design- project as prescribed 

* The compliance with the land use purpose assigned by the investor Basically the 

investors implement the project in accordance with the detailed construction master plan 

approved, in the process of investment if any land use change or change, the procedures are 

submitted to the authorities Advise the City People's Committee to adjust the planning 

accordingly. 

 * Compliance with the law on the sale, transfer of land use rights and property formed 

from the project  

- Regarding the sale, transfer of land use rights and assets formed from the project 

(conditions for transfer of land use rights and assets formed from the project) 

Currently, the investor has transferred the products formed from the project such as selling 

land, building houses for sale ... by direct transfer, or in the form of investment capital 

contribution. In general, the transfer in accordance with current regulations. However, some 

projects have still not completed the infrastructure of the project. 
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4.3.4. Economic efficiency, effectiveness, effectiveness in management and use of land for 

housing and urban development  

* Economy  

 A number of shortcomings, obstacles and shortcomings in the documents issued by the 

Central Government have been issued by the central government, which has been delayed in 

issuing documents regulating the collection of land use fees, causing difficulties in the process of 

determining the payable amount of land use rights. This leads to the determination of land use 

fees of landlords who have been allocated land in some provinces, which have not been resolved 

in a long time, affecting budget revenues. enjoying the socio-economic development. 

The selection of investors to advance capital for ground clearing shall be deducted from the 

payable land use levies, arranged for on-the-spot resettlement, infrastructure entrusted to 

localities for free management, investors Part of the land for sale and construction of houses for 

sale has contributed to change the face of rural and urban areas, the budget has more revenue 

from the project, investors have more income. However, due to the limited financial and 

managerial capacity of some investors, mainly based on loan capital, long-term land acquisition, 

investment and state-of-the-art infrastructure, and market real estate is frozen so the economic 

efficiency of investors and the state has not reached.  

* Effectiveness 

 In industrial zones: the establishment of industrial zones has not yet been completed, 

resulting in the situation, supply over demand, waste of land resources, initial target not 

achieved, so the effectiveness of the project of the park. not high.  

 At the projects of residential areas and residential quarters: on the order and procedures 

for land recovery, land allocation and land lease in line with the general land use planning and 

plans; Projects implemented in compliance with the regulations of management, land use, 

housing development, municipal government. However, the elaboration and approval of the 

1/500 scale detailed construction plan does not comply with the standard; Investors have not 

fully complied with the law on land acquisition, construction of houses for sale; slow investment 

and hand over infrastructure to the state; Project implementation is behind schedule, so the 

effectiveness of the project has not been fully complied with. 

* Efficiency 

The localities have not yet complied with the policy on economical use of agricultural 

land; Many industrial parks, industrial clusters and residential areas remain vacant, leading to 

years of land degradation. 

 Industrial zones and land are not exploited, people's lives are affected, businesses are 

investing in modestly, the revenue from renting land from the state is not so significant, so up to 

now Efficient effect is not effective.  

At the project Residential commercial area, resettlement area: Progress of project 
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implementation is slow, investors have not recovered the capital from selling products of the 

project, budget revenue from land use fee is not large ...; In terms of economics, the state and 

investors are not effective. 

5. The shortcomings and limitations 

5.1. Some inadequacies of localities related to the management and use of land 

- Violation of land use planning and planning in localities is quite common. 

 - Public land management has not been paid close attention by local authorities 

 - Some organizations are involved in project implementation in order to be assigned land 

or to lease land but not to implement the project, 

 - The status of land allocation, land lease exceeds the authority; Bidding and valuation of 

land in contravention of regulations still incur a loss of state budget revenue;  

- In the management, functional agencies have not well implemented the advisory service 

to competent authorities in determining and promulgating land price brackets in line with market 

prices. 

- Taking advantage of the loophole of the law, it transformed the public land into private 

land and then allocated it to individuals in the form of socializing land, thus losing the country's 

property. 

- For the area assigned by the State to implement the project, the land use levy shall be 

delayed, but the authorities shall not be supervised and managed according to regulations, thus 

affecting the mobilization of revenue sources into the budget. 

5.2. State management mechanism on land 

- The land law in 2013 takes effect, many new decrees and circulars have been 

promulgated to replace the series of Decree No., Therefore, the relationship in the management 

and use of land in our country is more effective and suitable to meet the requirements of socio-

economic development, 

- The planning and land use planning has been renewed to improve the quality and 

feasibility of planning options, clarify the content of land use planning criteria of each level, 

flexible and active in the local socio-economic development plan; To agree on the granting of 

land use right certificates. 

-  Despite this, the state management of land in the provinces and cities under the central 

government has not met good requirements in some areas such as:  

+ Decisions on land allocation, lease or permission to change land use purposes of 

competent state agencies and competent persons have not yet met the general requirements 

+ Cases where competent state agencies allocate land with collection of land, without 

collecting land use levies, leasing land, permitting conversion of land use purpose and land 
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recovery. However, in fact, there are many competent agencies, competent people have 

relied on these regulations to land allocation, land lease in an arbitrary or illegal manner; The 

management and use of land in many places has been complicated and mistakes have 

occurred in many places, with many different levels, such as the wrong land allocation and 

the land allocation decision.  

+ In practice, land allocation, land lease and land recovery in many localities are still 

arbitrary and do not comply with the criteria from planning and revising published land use 

planning. between different levels (central, provincial, district and commune level), sectors 

(construction, transportation, architecture with resource management - environment) and 

localities, common occurrence. 

+ In the field of dispute settlement, complaints and land claims of state agencies according 

to general assessment is still weak and not serious, in fact many localities do not know the law, 

The understanding and resolution of the People's Committee sometimes not in accordance with 

the process, procedures, not in accordance with the principles and methods of operation of the 

state administrative body. 

5.3. Audit limitations and problems 

Some of the state regulations are in practice difficult to apply to local practice, which 

makes it difficult for auditors to collect auditing evidences for analysis, comment, and 

evaluation. , Conclusions and recommendations. 

Land-use management audits are always difficult and complex, requiring the auditor to 

remain firmly in place during the period. However, many experienced technicians are 

inexperienced. The focus, audit risk, materiality has not been sufficiently accurate, leading to 

poor quality audit. 

6. To propose solutions to intensify control in the State management over land in the 

provinces and centrally-run cities. 

 6.1. Solutions to improve the efficiency of state management of land &. Improving the 

legal basis  

* Amending and supplementing the Land Law.  

Facing rapid socio-economic development, the content of land law also reveals 

shortcomings, shortcomings and many pressing issues, such as: 

 - The land policy has changed over many periods of history, many historical issues have not 

been dealt with, new problems arise due to the rapid development of the socio-economic situation. 

 - The land law has not kept up with the process of transforming the market economy into a 

socialist orientation and actively integrating into the international economy. 

- Land law is not strong enough to deal with historical problems of land as well as 

emerging problems. Status of law violation, land lawsuit is still a pressing issue.  

 Therefore, amendments to the land law 
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*. Management mechanism of the State    

- It is necessary to complete the registration of the land use right certificate because: 

  A certificate of land use right is the legal document certifying the lawful land use right of 

the land user, so that the land user can invest in improving and improving the land use efficiency 

and exercise the rights and Obligation to use land in accordance with the regulations of the State. 

* Renovate the organizational management system and improve the professional quality of 

cadres and civil servants working in State management of land 

 - The land administration apparatus should be changed to suit the current market 

economy. 

 - In order to solve the above issues, it is necessary to develop a stable staff of cadres in 

charge of land, especially at the grassroots level; Regularly fostering professional skills, focusing 

on skills training, capacity building and legislation on land. 

 - In addition, it is necessary to strengthen the specialized agencies of the land 

administration apparatus of the administrations at all levels; Each agency reviews its functions 

and tasks in the spirit of reforming administrative procedures, increasing responsibility and self-

responsibility. 

* Financial mechanism  

Decrees and documents guiding the implementation of the Land Law gradually put the law 

into practice in social life, in conformity with the market mechanism and integration into the 

regional and international economy. Especially the land finance policies have brought some 

progress           

- The legal framework on land finance has been continuously improved in line with the 

development of economic and land relations in the process of economic development under the 

socialist-oriented market mechanism. (there are many inadequacies and restrictions on the 

observance of legal provisions on tax policy) 

- To continue improving the investment environment, step by step resolving reasonable 

interests between the State and land users and investors.           

- Simplify procedures and reduce financial obligations to households and individuals, 

especially for disadvantaged socio-economic regions, ethnic minorities, poor people ... to speed 

up implementation. To issue certificates of land use right to organizations, households and 

individuals in order to serve the effective management of land use in conformity with the 

practical conditions of the country. 

&. Improving the efficiency of implementing state management over land (mainly land use) 

 * For planning work  

Land use planning and planning are essential tools for state management of land, which is 

a legal basis for land allocation, land acquisition and conversion.  
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Therefore, for planning work should be built in accordance with the land potential of each 

region, each region, the land use plan must be built in a synchronized manner, close to reality. This 

requires the attention of the competent authorities and the coordination among different levels and 

branches in the formulation, implementation and implementation of land use planning and plans. 

* For land use levy bases  

According to regulations, the basis for collection of land use fees is the area of land 

allocated, duration of land use and land price. In which land prices and land area are two factors 

that often occur errors 

 - Regarding land prices: 

  In the current situation of land management and use in Vietnam, there is too much 

difference between the land price regulated by the State and the land price in the market, and the 

actual land price in many localities is too high compared to profitability from land use.  

 The issue is to renovate the financial system of land to contribute to reducing the actual 

land prices to real prices:  

- Regarding the land area: 

 The inadequacies and mistakes in implementing the land use fee collection policy, such as 

improper identification of areas for financial obligations, the area for which land use levies have 

to be paid, and the land area for which land use levies are not required Use the land as a basis for 

the calculation and collection of land use fees or incorrectly determine the area of land to be 

exempted ... These issues need to be specified to take the direction of handling personal 

responsibility to Occurs the case above. 

6.2. Group solutions to improve the quality of the State audit for the management and 

use of land  

Managers need to come up with a corrective action plan that is audited by an auditor. KT is 

detected as a key issue, which will create the key responsibility of the auditor, high volume.  

For auditors to actively participate in the routine monitoring process, the most positive one, 

and at the same time more accountable for the quality of the audits.  

Those who do not meet the requirements of the field audit should find out the root cause of 

the problem and need to have timely remedial plans to meet the current situation.  

It is also necessary to have the interest and cooperation of the stakeholders involved in 

improving the quality of the audit such as the audited NSA's, the consultants, and other agencies.  

Enhancing the role of control in land administration is to improve the quality of audit on 

land use management, specifically 

* Improving the capacity of state audit of land 

Land use has been associated with a number of policy changes over time, but these policies 

are lacking and incomplete. Some state regulations are difficult to apply in practice in the 
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locality, This will make it difficult for auditors to collect audit evidence for analysis, comments, 

assessments, conclusions and recommendations. 

- The audit of land use management has always been difficult and complicated, requiring 

the auditors to be firmly grounded in land policies and laws through various periods. Focusing, 

audit risk, materiality has not been sufficient, accurate resulting in quality audit 

- Implementing many measures to improve capacity and improve professional skills and 

concentration of resources for inspection, examination and auditing of state management of land 

to minimize risks. Maximum levels.  

- The complexity of land issues now requires inspection and audit agencies to invest more 

time and resources; The number of audits may not be much but the quality needs to be deep and 

thorough 

 - Implementing increasingly aggressive measures to motivate auditors to realize that their 

primary task is to conduct the highest quality land audits, the most reliable; Recommendations 

should be comprehensive, macro. 

* Regarding content, methods of auditing, professional process. 

 - Continuing to improve the framework for audit planning: selection of auditing subjects, 

the design of audit objectives must meet user requirements and must also be consistent with 

auditing capability. mathematician; Auditing objectives are consistent with the topic of audit 

(focus and scope, local situation, time etc.)  

- In the method of auditing, attention is focused on the seriousness of the offense, the 

specific criteria for auditing the land.  

- Arranging auditors with experience and capability to gather sufficient information in 

critical analysis, risk, internal control, content and scope. 

- It is necessary to find methods to consider and evaluate whether land prices are 

appropriate for the market price (need to clarify the method of calculating land price brackets 

and methods of calculating adjustment coefficients). 

 - It is necessary to determine the responsibilities of state management agencies in 

appraisal and approval.  

- It is necessary to re-examine the area of land allocation based on pits and landmarks  

- In the method of auditing, attention is focused on the seriousness of the offense, the 

specific criteria for auditing the land. 

 - Arranging auditors with experience and capability to gather sufficient information in 

critical analysis, risk, internal control, content and scope.  

- The collection, analysis and evaluation of audit evidences are legally and lawfully 

relevant to the audit contents, such as land price determination methods, determination of 

financial obligations. 
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7. Conclusion 

Reviewing state management of land plays a very important role not only for policymakers 

but also for local and foreign researchers.  

Based on prior research, the author has systematized theoretical issues directly related to 

State management of land and the State Audit of land management and use. Based on that the 

author has given the framework. 

From the data collected The author has analyzed and assessed the state of land 

management and the state audit of land management and use. From there, the solution to 

improve the efficiency of state management of land and improve the quality of the State Audit 

for the management and use of land. 

Controls in the state management of the economy in general and in the field of land in 

particular have been effective and effective, contributing not only to comply with the regulations 

but also play an important role in maintaining the pepper. the highest standards, international 

standards and help investors, notaries, state management agencies have confidence in the audit; 

It creates more and more investment activities, thereby creating more jobs for laborers and thus 

boosting Vietnam's economic growth. 
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Abstract: Developing organic agriculture is an inevitable trend. Because of the investment 

in developing organic agriculture to meet the demand for sustainable development. Organic 

agriculture ensures the quality of agricultural products, creates clean products, ensures food 

hygiene and safety, It ensures economic efficiency and protects the ecological environment. 

However, in order to develop organic agriculture in Vietnam, it is necessary to focus on solving 

many problems such as pressure of productivity increase, habits of people using chemicals in 

agricultural production, the production process is rigorous and requires a lot of time for soil 

improvement and water treatment.  

Based on the current status of organic agriculture production and completion of specific 

Vietnam image, need to make some major measures to develop organic agriculture. In the process of 

implementing organic agriculture, the relationship between measures is suitable for the natural and 

economic conditions of each region, each locality and each business agricultural unit.  

Key words: Developing organic agriculture, clean agriculture, sustainable agriculture 

 

1. Introduction  

According to The International Organization of Organic farming IFOAM, Organic 

Agriculture is  synchronous system towards implementation processes with guaranteed results 

ecosystem sustainability, food safety, good nutrition, humanity for animals and social justice, no 

use of synthetic agrochemicals and non-organic growth materials,   create conditions for closed 

transformation   in   The farming system, using only existing sources in the farm and supplies 

according to the standards of the production process.  

Draft Decree / 2017 on the production of organic agriculture of the Ministry of agriculture 

and rural development, said: Producing organic agriculture is the production system by rational 

cultivating method matching ecological nature, no use of pesticides, herbicides, fertilizers, 

preservatives, additives are synthetic chemicals, antibiotics, genetically modified organisms, 

hormones which ensure growth substances of environmental, economic and social conditions.  

With such farming methods, role of organic farming is a great importance not only for the 

health of producers and consumers, but also for the improvement of the environment and the 

sustainable development of agriculture, especially organic agriculture has the following main roles:  
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Maintain and preserve fertility of the soil: With farming practices based on the use of 

organic fertilizers, green manures, rotational crops, intercropping, organic agriculture ensures, 

maintains and increases long-term fertility of the soil, biology, especially the nutrient cycles, 

protects plants from precautions instead of curing, diversifying crops and livestock, which 

appropriate with local conditions.  

Less water pollution: Cultivation systems that are not based on the use of chemicals, fresh 

manure, without the use of contaminated water will allow maximum limitation of polluted water 

(groundwater, rivers and lakes). This is an important basis to ensure the water supply needed to 

serve people and provide clean water for organic farming, clean agriculture. 

Ensure high bio-diversity: The use of chemicals in agriculture is the primary cause of the 

decline in many organisms, including beneficial organisms, which alter, or even destroy, the 

habitat of many wildlife. This inevitably loses biodiversity and destroys many of the beautiful 

scenery of nature. So the transition to organic farming will create conditions for organisms to be 

grown under appropriate natural conditions that will ensure high biodiversity and protect many 

beautiful landscapes for the needs such as entertainment travel and recreation of the people and 

ensure the sustainable development.  

Ensures good product: Organic farming is a way of cultivating close to nature so it allows 

plants and animals to accumulate their natural characteristics. Feeding chickens for industrial 

feeds is unmistakable and the taste is not fragrant, but the chickens release the garden, feed the 

paddy, corn and the food itself, the meat is firm and tasty. This ensures the better quality to meet 

satisfied and interested need of the people.   

Advanced Economic efficiency with environmental protection: Improving economic efficiency 

is an indispensable rule to survive in the market mechanism. Organic farming will certainly be height 

economic efficiency even if its yield is not higher than chemical farming of the same product. 

However, because of its better quality and more secure, consumers will be more interested and 

willing to pay higher prices, when they have income. Moreover, in the present stage, another goal 

that all businessmen must aim to is to protect the ecological environment and to protect the living 

conditions of people. Organic farming with non-chemical cultivation, emphasis on crop rotation, 

crop intercropping and the application of appropriate cultivation regimes on each type of soil, etc. 

that will allow the protection of the ecological environment. ...  

With the important role as above, we can confirm Organic agriculture is sustainable 

progress not only in Vietnam but also takes place in all countries.  

2. Research methodology 

Secondary information about facts and measures for developing organic agriculture 

compiled from Ministry of Agricultural and rural development, Association of Vietnam Organic 

Agriculture and research results of other authorities. 

Methodology for analysis is Descriptive statistics, comparative method and detailed and 

synthesis methods. 
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3.  Research results and discussion 

Development of organic agriculture was a necessity for all countries, so that countries 

strongly interested in development investment.   In Vietnam, farmers have been known to 

cultivate traditional mechanics for thousands of years and have also been very focused in the 

1950s. With traditional cultivation methods: “the firth is water, the second is fertilizer (organic 

fertilizer), the third is hard works of the farmers, the fourth is good local varieties”. This mode 

of cultivation, though, guarantees many advantages in agricultural production such as good 

product quality, high ecological environment. The biggest limitation of this mode of 

cultivation is the low productivity of crops and livestock. For example, rice yield is only 2-3 

tons / ha, pigs only reach 30-40 kg / head, and productivity that is not able to meet the growing 

needs of society. In the 1960s and 1970s, the movement of intensive farming increased the 

productivity of agricultural production, with improved farming practices such as organic 

fertilizer application, green manure, mulberry, step by step introduction of new varieties that 

was a strong increase in the productivity, such as the productivity of paddy reached 5 tons/ha, 

pigs reached about 60 kg / head. However, with the strong development in science and 

technology, especially in chemical technology, agricultural production has used many kinds of 

chemicals for insecticides, weed-killer and chemical fertilizers to stimulate the growth of 

plants and animals. This has yielded two opposite results, on the one hand, the productivity of 

crops and livestock increased, but on the other hand the use of chemicals has led to unsafe food 

and sabotaged ecological environment 

Base above practice, Vietnam as well as other countries have paid much attention to clean 

agriculture, including organic agriculture, so the organic agricultural area is increasing.  

According to FiBL and IFOAM (2016), in 2014 the organic production area of Vietnam 

reached more than 43,000 hectares, ranked 56/172 countries in the world, third in ASEAN (after 

Indonesia and Philippines). In addition, Vietnam has 20,030 hectares of water for harvesting 

organic products, 2,200 hectares for natural collection, bringing the total organic farming area of 

Vietnam to over 65,000 hectares. The area of organic farming in Vietnam has grown rapidly, 

more than three times in 2007-2014.  

In 2016 area of the organic cultivation in Vietnam has increased by 3.6 times in comparing 

with to 2010 and reached about 77,000 hectares (Diagram 1). However, this is still a small 

number compared to 50.9 million hectares of organic farming in the world and 11.53 million 

hectares of agricultural land in Vietnam. This shows that the potential for organic agriculture 

development in Vietnam is still great when the demand for organic products in Vietnam and 

other countries is increasing.  
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Diagram 1: Area of land for organic farming in Vietnam 2007-2016.  

 

 

Source: Agency for Asian Agricultural Development  

in Denmark (ADDA) in Vietnam, FiBL and IFOAM, 2016  

Above figure showed that the development trend of organic agriculture in Vietnam is an 

absolute trend. This can be described in the following diagram:  

Diagram 2: Trends in organic agriculture development in Vietnam 

 

  

 

                                                            

 

 

 

As such, organic agriculture, high-tech agriculture and VietGap agriculture in Vietnam 

are indispensable trends, and in this trend the share of organic agriculture is increasing. The 

development of organic farming in Vietnam has many fundamental advantages to future 

development, that is, the tradition of organic farming are maintained in a rural labor 

department, the demand for organic products is increasing not only in Vietnam but in all 

countries in the world. Besides that government policies always create conditions to develop a 

clean agriculture including organic agriculture.  

However, with a country as crowded people as Vietnam, the pressure on agricultural 
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output growth is still the target, while the productivity of organic farming is not comparable to 

chemical agriculture and chemical agricultural under control. On the other hand, the use of 

chemicals in agricultural production has become the habit of many people. In addition, the 

organic farming process is very tight, and it takes time and money to improve the soil and treat 

the water to meet the quality requirements of the product. In a backward agricultural economy, 

with more than 10 million farmer households and several hundred small farms, scattered land, 

limited financial capacity and low level of human resource, the link between the stages and 

among economic organizations is weak ... so the investment process of developing organic 

agriculture will have some complicated difficulties. In addition, despite the State has many 

policies support for the development of clean agriculture in general and the development of 

organic agriculture in particular, but the implementation of policies have still many restrictions, 

that make difficult access to government resources, it requires a lot of synchronous and drastic 

solutions to solve.  

4. Propose the main solutions   

4.1. Encourage Strong development of organic fertilizer and bio-products processing  

Fertilizers are important agricultural materials and are used in large quantities to develop 

effective and sustainable agriculture. The use of chemical fertilizer for a long time has polluted 

the soil environment and adversely affected the quality of agricultural products. Meanwhile, the 

use of organic fertilizer in addition to nutrient supply also improve the humus regime, improve 

soil micro-organism, reduce wash-off, reduce evaporation, increase the efficiency of fertilizer 

use. To encourage the strong development of the organic fertilizer industry, the State should 

have preferential policies on land, finance for businesses, agricultural cooperatives produce 

organic fertilizer. At the same time, state management agencies should strengthen the guidance 

and inspection of the production and trade of organic fertilizers in order to ensure the quality of 

fertilizers for organic farming establishments and strongly penalize all organizations and 

individuals produce and consume fake fertilizers.  

4.2. Encourage the development of organic farming models in combination with 

agricultural tourism  

In order to develop organic agriculture, effective organic farming business models are 

needed. This would require the development of models of organic farming in combination with 

tourism to maximize the efficiency of organic agriculture and agricultural tourism. To thrive this 

models, the State should have the support policies such as development of the strategies for clean 

agriculture tourism, strategies to promote organic farming models; strengthening the training of 

human resources for agriculture, encouraging farmers to participate in the farm model Organic 

agriculture on the basis of combining tourism development. However, in order to attract tourists, 

the farms need to carry out the process of organic farming. The planning and design of the 

network should be synchronized, such as internal traffic, irrigation, network of plants, gardens, 

fish ponds, cages, resting places ... in order to attract more and more tourists to visit, rest and 

purchase organic products of the farm.  
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4.3. Study and learn experiences of organic agriculture in other countries  

In the past few years, many countries around the world have been very interested in 

developing organic agriculture. So those countries have focused on organic farming and they 

have received tremendous results - It has increased economic efficiency on a unit basis, ensuring 

safety food and contributing to the protection of the ecological environment. In many countries 

in Europe, Japan, Israel ... are outstanding and very interesting countries to learn . The Israeli 

Experience for developing high yielding and disease-resistant seeds with special features (for 

seedless fruit ...); Fertilizer products with ingredients from the Dead Sea are rich in potassium, 

phosphorus, magnesium ... and biological materials in the treatment of plant diseases caused by 

pests and viruses - the material does not cause disease either plants and humans. Or the 

experience of Japan in producing and using organic fertilizer for agriculture. At the same time 

learn successful models in the world for the establishment of private spaces for organic farming 

products in supermarkets. The products sold here have a higher price and be managed according 

to its own regulations, towards customers intelligent and willing to pay.  

4.4. Develop appropriate forms of linkage and cooperation  

Linking, co-operation is an indispensable process of producing goods. Therefore, if they 

are organized together to promote strengths, overcome weaknesses and complement each other, 

also create great possibilities for effective organic farming. Farms, farmer households producing 

organic agricultural products are associated with organic fertilizer producers, cooperatives such 

as Cooperative in consuming clean products, Cooperatives in production and supply organic 

fertilizer. Or the linkage between organic farms and organic farms in the country with foreign 

investors in accordance with their organic agriculture standards to increase their consumption, 

especially towards export.  

To promote the advantages of linking organic agriculture should thriving chain of 

agricultural commodities, especially agricultural value chain of organic products with high 

quality.  

4.5. Complete macro policy for organic agriculture  

The continuous improvement of the state's economic policies towards organic farming 

is also a very important measure to promote organic agriculture. Historically, the Party and 

State have been very interested in agricultural development and are now very interested in 

developing clean agriculture, especially for organic agriculture. These are very good signal, 

however the next time should continue perfecting policies related to development of organic 

agriculture, such as policies to encourage land consolidation, preferential credits, tax 

exemptions and fund support for organic fertilizer production and organic agriculture ... At 

the same time, speeding up the reform of administrative procedures to attract domestic and 

foreign investors to invest in organic agriculture  

In order for policies to go beyond life, policy improvement should lead to improved 

leadership and direction in the implementation process. First and foremost, the leaders of the 

Ministry of Agriculture and relevant ministries and local authorities must constantly improve 



2481 

their skills and morale in the responsibility for the work on that basis is to properly resolve the 

relationship in the leadership and direction of organic agriculture.  

In the process of implementing organic agriculture, these solutions must be synchronously 

resolved, suitable to the natural and economic conditions of each region, each locality and each 

agricultural production establishment.  
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Abstract: The research aims at investigating the impacts of rapid credit growth in 

Vietnam, that is called booming period occurred from 2007 to 2010, on the soundness of the 

Vietnamese commercial banks with quantitative methods. By using bank data collected from 18 

major commercial banks from 2007 to 2013, the quantitative method is reflected through strong 

regression model linking with variables for both microeconomic and macroeconomic factors. 

The influence of credit boom was examined on basic aspects as asset quality, profitability, 

liquidity, capital adequacy. The findings seld lights on is that rapid credit growth weakens 

commercial banks on both sounder and less sound banks. Moreover, the findings also witnessed 

the relationship among rapid credit expansion and soundness of commercial banks, taking 

account the crucial role of bank performance as a determinant of credit growth. 

Key words: rapid credit growth; soundness of banks; asset quality, profitability, ;iquidity, 

capital adequacy 

 

1. Introduction  

In recent years, across recent several emerging markets, the world observed a significant 

credit expansion for the private sector. The rapid credit growth reflected through a combination 

of numerous factors including higher corporate leveraging, booming the market capital, the 

financial development and innovations of whole country. The expansion of credit has brought 

crucial advantages, supporting saving channels both in domestic and while foreign, as well 

helping economic growth. However, the vigorous economic improvement creates an up-ward 

trend in the price of assets, leading an increase for the borrowers' creditworthiness, which in turn 

encourage them to seek more loans against greater values of collateral. At micro level, the fast 

credit growth may involve making new loans originated without proper screening and risk 

management, leading the constraint of capacity. Regarding to macro-perspective, fast credit 

expansion may associate with strategy concerns that whole financial market system becomes 

riskier when banks and financial institutions are willing to take on more risks. In addition, it may 

include reliance on the same asset types and loans, leading borrowers are becoming more 

exposed to shocks. Hence, the recent fast credit expansion may affect loan quality, promote 

systemic risk and deteriorate bank soundness. Most existing research have witnessed that credit 
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extension and the soundness of the banking system are interrelated (Gourinchas, 2001). The 

brisk pace of rapid credit growth also associated with threats about prudential risks in terms of 

micro and macro levels. Therefore, the paper examines effects of rapid credit growth on 

banksoundness by using Vietnam as a case study. Through quantitative method based on 

macroeconomic factors and data of banks from 2007 to 2013, findings show that fast credit 

extension would weaken banks and its interconnection with sounder and less sound banks; 

besides, its effects on the soundness of banks linking with detail influence of rapid credit growth 

through main aspects such as profitabilty, liquidity, capital adequacy and the quality of assets.  

2. Literure Review 

2.1. Overall impacts of credit boom to the soundness of commercial banks 

The majority of the field have primarily focused on developed economies, as the US 

Banking system and EU markets (Contessi and Fracis, 2009). Using the statistics quarterly from 

1992 to 2001 in Latin American area, Maechler at al (2009) found that while the general 

increasing loans of eight major banks had been associated with enhancement in the soundness of 

banks, he argued the fast extension credit could weaken banks' soundness. Additionally, almost 

existing models anticipate a negative correlation among credit expansion and the soundness of 

commercial banks (Dell' Ariccia and Marquez, 2006), the sign of the result is ambiguous. It 

could be reviewed that banks' efficiency grows positively with credit extension in case of 

sounder banks because of their larger capacity and caution, while less sound banks tend to apply 

aggressive policies and bet their resources to take more risks  to promote their customer base or 

to survive. In the assessment of credit quality, the quality of credit based on macroeconomic 

varibles, which reflected generally by real GDP growth. If credit shocks happened in the period 

of economy boom while provisions based on customer defaults of the current years, the 

provisions and LLRs is estimated to negatively relate with GDP growth. Hence, the relationship 

seems to have small lags variable in the bussiness. (Arpa et al. 2001; Salas and saurina, 2002). 

Following a result from Idia case, Pandit et al (2006) proposed suggestions in terms of banking 

lending system that big-scale banks have more advantages to insulate their lending supply 

through contractionary rules shocks compared to other small-scale names. In the same period, by 

collecting data from 1996 to 2000, RBI (2006) claimed that the major determinants of bank 

credit growth included non-performing loans, asset price, capital factor. Otherwise, credit 

booming is believed to associate positively to output of financial market (RBI, 2006).   

2.2. In the assessment of rapid credit growth 

Tornell and Westerman (2002) estimated the movement of credit growth linked with a 

range of explanatory variables such as: the real exchane rate, real GDP, real investment and non-

tradable output ratio in developed countries. Furthermore, Catao (1997) estimated the demand 

and support for private credit sector in Argentia from 1992 to 1997, a range of factors were 

found that weaked the credit channel such as interest rate, the level of indebedness linking with 

unemployment rate. On the other hand, two different correlation types were identified that 

included positive relationship among credit channel and real GDP, and negative impacts of both 

short and long term interest rate with credit expansion. Shijaku (2013) tested similar model 
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method with Albania market, in this case, he proposed postive link between lending channel to 

economic growth. In other words, the authors believed that the more qualitative of banking credit 

system, the more return earned. Baraja, et al (2010) using the credit data in both Middle Eastern 

and North African, the reseacher found that the crucial determinant was the funding quality of 

bank. For more details, the main difference sign in terms of credit growth between 2 areas based 

on capitalization and liabilities quality. In the following years, Guo and Stepanyan (2011) 

examined the movement of banking credit system by the data collected from 38 emerging 

countries. He selected both pre-crisis and post-cresis period, then results showed that credit 

expansion was fed by the increasing of domestic deposits and non-residents loans, the loose 

monetary policy coupled with greater credit growth ratio. Futhermore, their findings indicated 

that high level of GDP growth create a strong credit expansion and higher level of inflation rate, 

while the nominal credit trend was opposite line with real credit growth. Finally, Stepanyan 

reviewed a recommendation that credit expansion period should be linked with commercial 

banks having safety balance sheet and low level of non-performing loans. In a smililar reseach 

topic, Igan and Pinheiro (2011) reviewed the correlation among credit growth and the soundness 

of bank by observing two-way causality. Two periods were divided included moderate growth 

time and boom period. The findings proposed that credit expansion is recorded more-dependent 

on soundness in the non-boom period and at this sub-period, bank with higher level of soundness 

tend to build up faster. According to some recent estimations of credit growth, Tan (2012) 

pointed out inefficient commercial banks in Philipines caused limitation for credit expansion. 

Besides, he indicated that interest margin increasing along with the size, capitalization and 

ownership and overhead costs of banks. An analysis by Allen et al. (2014) also witnessed that 

some bank’s specific factors like the growth rate of deposit, return ratios have become crucial 

determinants for credit growth in both normal period and booming time. Agreed with that 

finding, Scharfstein (2010) concluded that commercial banks focused more on deposit 

management leading to sounder performance during crisis-period.  

2.3. Factors driving the soundness of commercial banks 

 In the assessment about soundness of commercial banks, Kumbirai and Web (2010) 

examined the efficiency of South Africa commercial banking system from 2005-2009. They 

firstly investigated that banks' performance based on a serial main factors such as credit quality, 

liquidity, size and ROE ratio. Also, they witnessd a upward trend in the overall bank 

performance by the first 2-year period of the entire research, associated with the onset of the 

current global financial crisis, which mainly is related to credit boom. For more details, they 

reported a falling in the ROE annual, reducing liquidity and deteriorating the quality of credit 

sector in South African banking system. Similarly, in the study of profiability determinants in the 

Africa banking system, Avanda et al (2013) revealed some different main factors included Bank 

Size and, in this case, the author denied the impacts from Cost Efficiency by statistical result. 

However, the research by Avanda used First Bank of Nigeria Plc as the only case. Besides, he 

pointed out the significant impacts from Credit Risk (Loan Loss Provision - Total Assets) and 

Equity- Total Assets as Capital Adequacy in both long and short term. Further more, another 

factor called Labour efficiency, which based on the main concept of human capital and Staff-
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income-Total Assets was proposed to have impacts in only side of long-run. He also addressed 

macroeconomic variables determined bank return, but only Broad Money Supply was recored as 

statistical significant value. 

There is a range of existing research mentioning fators driving banks soundness, Al-tamimi 

(2010) divided selected factors into two different groups named external factors and internal 

factors. Ownership, the control of the firm, the return of bank, capital level will influence the 

soundness of commercial banks through internal policies of management and even the board.  

Bank captital is considered as stable source to maintain bank liquidity when the deposits 

from customers are mainly short-term, especially in markets which are not really developed. The 

capital rate also witnessed the abilities for intermediary instituitions to cover harmful effects 

from market (Sangmi and Nazir, 2010). In order to deal with the mentioned issue, almost central 

banks decided to control capital ratio of commercial banks, also used capital adequacy such as 

rate to estimate the internal power of banks to cope with crisis situation. In other words, the 

reducing in sub-optimal capital level leading a decrease of banking profit in terms of investment. 

Another factor was liquidity, which is generally considered as the capability reserved of a 

particular banks to meet its oligation or unexpected shocks from customer. Regarding to Dang 

(2011), he claimed a positvely relationship between liquidity of banks and level of potential 

return. It is generelly aggreed to bring remarkable impacts on bank performance such as in 

researches by Tumin, Ilhomovich in 2009 and 2011 respectively. Nethertheless, with the same 

test by Said in 2011, the author witenessed that there is no correlation among liquidty and bank 

efficiency level based on his research in China and Malaysia cases.  

By 2011, Gul et at pointed out that almost existing financial literature assumed to total 

banks' assets applied as  proxy of bank size. In other words, the size of commercial banks has 

considered as important drivers of the variation of performance across intermediary instituitions 

(Hassa, 2002). Hence, this findings were of the view that for banks to operate optimally by 

obtaining scope and scale, banks must possess a certain degree of size. Large-scale banks are 

more likely to gain economic advantages due to their superior capital and historical development 

compared to smaller banks (Dogan, 2013). Besides, Scheer in 1987 supported the initial theory 

with ideas of greater competitiveness power, higher market share, more ability in diversification 

their products in favor of larger banks. However, Jonsson in 2007 also raised a question that 

existing diseconomies of scale might make them become less efficient and less profitable 

compared to new-comer names. He tested the relationship among company size and its ROE 

through data collected from 250 firms included banks, civil engineering consulting during period 

2000 to 2004 and pointed out a weak and negative relationship between variables mentioned.  

In order to measure the soundness of bank, distance to default (Z-score) is mainly 

considered method to estimate bank soundness, De Nicolo et al. (2005). For more details, it is 

directly based on the probability of default, when the value of current liabilities raised to higher 

than the total value of assets. the author suggested the greater value of distance to default, the 

lower probability for insolvency risk. Regard to recent research about indicators of banking 

system soundness, the report of Fitch's banking system considered asset quality, capital 
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adequacy, liquidity, exchange rate compared to system average of individual bank ratings. The 

Department of Banking and Finance in Ghana (2013) examined the activities of bank by lending 

channel. Their result showed a statistically significant and positive among bank size as well as 

capital form with lending growth by using GMM-system indicators. Turning into 

macroeconomic factors, they also pointed out clues about negative impacts on lending behavior 

by exchange rate and lending rate of commercial banks. On one side, they provided clues in how 

bank characteristics and market environment affect the composition of liabilities portfolio. 

Besides, they also found out negative evidences and significant impacts of some macroeconomic 

indicators such as central bank lending rate and exchange rate on bank lending behavior. The 

relationship of banks although the negative evidences come out in a conclusion that this, policies 

aimed at maintaining stable macroeconomic fundamentals would greatly accelerate bank lending 

decision. On another side, bank characteristics and the institutional environment influence 

strongly to the composition of banks’ loan portfolio. 

A view point to determine bank soundness and the impacts of rapid credit growth, bank-

specific variables are likely to influence bank performance, while banks grow up their lending 

represented the supply-side factors of credit growth (Rajan, 2005). In same assumption with 

recent research about bank soundness, Worrell in 2010 estimated bank ROE, liquidity, the size of 

total assets, bank ownership selected as explanatory variables. While bank regulators recently 

increasing their confidence about the distance-to-default measure in order to estimate bank 

soundness due the successful commercial application by Moody's KMV, the theory also has been 

chosen through serial pervious economist such as Black and Scholes in 1973, Ghosh (2010).  

3. Methodology 

3.1. Data Description 

The authors looked at the bank-level data in Vietnamese from 2007 to 2013 from their own 

financial reports published, in which the impacts of credit growth 2007 - 2010 might be delayed to 

the following years. In addition, the credit boom has been estimated when the credit-to-GDP ratio 

increase greater than that is implied by a back-ward-looking. In other words, credit boom period 

for banking system in Viet Nam was estimated to be credit boom as in the period 2007-2010 when 

the total credit to GDP was much higher than 10 percent, up to 28% and 30% in 2007 and 2009 

respectively. In comparison to historical trend from 1990, the credit boom episodes followed two 

conditions: the growth rate exceeded 10 percent and the deviation is reported to be higher than 1.5 

times of the historical standard ratio. The reason for limiting the sample period researched to 

before 2014 to be able to derive new policy implications at that time, linking with the effects of the 

global financial shock appeared and the entrying to WTO in 2007. Another motivation for ranging 

time series of the soundness from 2007 to 2013 because the asset expansion in banking system has 

been clearly since 2007, which doubled from 2007 to 2010. Furthermore, this soundness of bank 

and impacts of credit growth obviously associated with non-performing loans sectors. Hence, this 

research limits the estimated period to avoid influencing of the formation of  Vietnam asset 

management company - VAMC, issued in the Decree 53 at the middle of 2013, which support 

banks to dispose NPLs from their balance sheet up to 5 years. 
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The statistics is selected from 18 major ranked commercial banks in Vietnam in market 

share field from Bank Scope data. The banks elected for the model follow requirements. First, it 

is required to remain active at the end 2013 with continuous data published at least 5 years. 

Second, the banks selected have to ensure legally its representation in Vietnam banking system, 

which is mainly divided into 2 major groups such as: State-owned commercial banks (SOCBs); 

Joint stock commercial banks.  

 To avoid potential estimation errors and misreporting, the paper dropped 5 percent of the 

observations on the tails of the distributions of the two main variables. Besides, the banks total 

assets are reported that more than 85% of the total assets in the whole banking system during the 

period. Otherwise, the paper examined the macro-statistics through reports and information 

disclosure by the General Statistics Office of Vietnam; State Bank of Vietnam, the International 

Monetary Fund and the World bank in the same period.  

3.2. Dependent Variables 

The paper firstly is seeking for the major impacts of credit boom on Vietnamese 

commercial banks, in the period case from 2007 to 2013.  

Credit Growth (bankCrgrit) is reflected through the annual lending ratio published in 

commercial banks reports, which is estimated as to the total fund of commercial banks allocated 

to the market in terms of credit. In other words, data is ensured to collect from financial 

statement year by year, which is not adjusted for seasonal factors. According to the commercial 

banks' soundness, four bank-special factors are estimated as profitability, asset quality, capital 

adequacy as International Monetary Fund recommendation and the preferred factors which has 

been selected by many economists, namely distance to default - Zscore, Ghosh (2010), Izan and 

Pynheiro (2011) and Scoles (1973).  

 The profit advisability of 18 commercial banks is delivered by the Return on Equity 

(ROEit), currently the most extensive measure of indicating profit, which demonstrates the 

generating profit and added value ability for banks' shareholders.  In observational research 

towards commercial leverage, ROEit is an efficient approach, such as in Goddard et al. (2004), 

Hoffmann (2011). 

 According to To Ngoc Hung (2013), commercial banks now use the ratio of provision for 

credit losses on lending (LLRGLit) rather than NPL to reflects asset quality. The NPL is instead 

used to shows the loan portfolio aspect in researches, which is different in Vietnam because of 

the impaired regulation regarding debt arrangement (as cited in Do, et al., 2017). 

 To display capital competence, commercial banks use The equity-to-total capital ratio 

(CAPit), in which they have tendency to strongly adopt financial leverage as holders are the 

main capital streams, however, a low CAPit would put banks into tough situation when it comes 

to economic variables. Hence, they need a high ratio of CAPit to avert financial crisis. 

 To measure the soundness of commercial bank, most existing research use "distance to 

default" reflected the possibility of a particular bank. In this case, we applied the simple form of 
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Z-score proposed by Black and Scholes (1973). The higher value of Z-score took account, the 

safer financial leverage and potential return.   

 3.3. Independent Volatilities  

There are two branches of independent volatility, which are macro and micro fluctuation.  

 Macro fluctuation  

 Through elected macro changes, it is quite clear to notice credit demand and profit 

advisability of individual commercial banks. 

 To present the credit capital demand, the real GDP growth rate is favored, in which the 

higher GDP growth, the bigger investment flow in the country, specifically in the Vietnam 

economy of banking finance. To illustrate the credit capital need, the real lending interest rate 

(realIRit) is preferred, in which high interest rate would lead to high borrowing costs. Thus, it is 

important to have converse increase in realGDP and reakIR.   

 To express the foreign currency loan demand, the change of the real multilateral exchange 

rate (delReeRit) is suggested in the context of exchange rate variations (Igan and Pinheiro, 2011, 

as cited in Do, et al., 2017).   

 The above macro fluctuations confirm the economic shifts as well as the business risks 

that would create certain impacts on banks.  

Micro fluctuation  

According to De Nicolo et al. (2005) (as cited in Do et al., 2017), the factors influencing a 

bank' solidity are related to its authority on price, scale, as well as its total asset construction.  

 The liquid assets-to-total assets ratio (LIQit), suggesting the available liquid assets for 

instant expanse, which is used to demonstrate a bank's liquidity situation. This ratio offers safety 

improvement in business activities, however, creates unhealthy effect for the bank's profit 

advisability.  

 The cost-to-income ratio (CIit), specifying the competence of a bank in price authority, is 

another factor making changes to the solidity of the bank (De Nicolo et al., 2007). Another 

obviously factor was the size of assets which mainly influences to bank's competition position 

such as improvement, return and safety. This factor is estimated to follow the form of natural 

logarithm of the total assets instead of using total assets, Sizeit, Berger et al. (2005). Generally, 

the size is expected to associated with positive relationship with banks' soundness. It could be 

explained because the market share in Vietnam mainly belongs to large-scale state-owned banks 

such as Agribank, Vietcombank, Vietinbank and BIDV because their advantages about capacity, 

client's confidence and government supporting. 
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Table 1: Variables 

 

Source: Synthesized by authors  

3.4. Model Specification  

 In order to reveal the impacts of fast credit expansion on banking system soundness, the 

paper ran the three stage least squares with two equations as follows: 

 Equation 1:  

 BankCrgrit = f(bankCrgri,t-1; banksoundnessi;t-1; RealGDPt-1; RealIrt-1; DelReeRt-1; 

SIZEi,t-1; LAi,t-1)  

Equation 2: 

 Banksoundnessit = f(bankCrgri,t-1; banksoundnessi;t-1; RealGDPt-1; SIZEi,t-1; LAi,t-1; CIi,t-1; 

LIQi,t-1)  

In this case, i reflects for the commercial bank called i, t reflects year t. Otherwise, a 

couple of lagged explanatory variables are also listed in the model to estimate the lagging impact 

of the rapid credit expansion and soundness of commercial banks. Furthermore, the variables are 

listed with the natural logarithm structure to value impacts among variables selected and to avoid 

auto-correlation.  

Regarding to economist perspective, the three-stage least squares method is generally 

considered as suitable and proper regression model for panel statistics link with short period and 



2490 

include lagged dependent variables. In this case, my paper applied this method to reveal 

reciprocal correlation among two equations mentioned. Another reason was that three-stage least 

squares provide higher level of consistence and adequacy compared to the dynamic regression or 

two-stage least squares method. Furthermore, the method allows to estimate a generating of the 

covariance matrix of the residuals through equations, leading the results becomes reliable. (Chris 

Brooks, 2008).  

4.  The regression results and implications 

4.1 Correlation results and implications 

Following the results recorded in Appendix 1, looking at the descriptive data of variables 

selected in the model. The paper witnessed the average expansion of credit in the case of 

Vietnamese banks was very high through the examination period with the standard ratio is about 

46,58%, while this credit extension associated with high dispersion when the standard deviation 

recorded as near 39 proportion. In fact, looking at the Vietnam financial market, there is a range 

of banks experienced a high credit expansion while the rate of others is reported by a negative 

growth by 15.93 percent. It seems to fit with the real structure and competition for banking 

system in Viet Nam, where the small number of state-owned commercial banks owned the most 

major credit market shares. Hence, despite the fact that quantity of Vietnamese commercial 

banks counted as high number compared to other countries in ASEAN, small-scale branches had 

less opportunities to grow up their credit field in the booming period because the lack of 

resources, capital and client base. The result showed an outstanding increase in terms of asset 

quality (LLRGL), profitability (ROE) and CAP followed by an upward trend during credit boom 

period. Besides, the loan loss reserves level for outstanding liabilities is indicated as 1.29% on 

average while this rate was just about 1.19% in the rapid credit growth period, much lowering 

than the remained rate (1.381%). Also, the average CAP and ROE rate of the commercial 

branches selected in the examined period was much greater than the normal rate compared at 

same period. Recording to economist perspective, Keyness (1932) explained the reason through 

"Financial Accelerator Mechanism", which is supported by Fisher in the following year. The 

main theory claimed that the increasing asset price and market confidence affected positively to 

economic indicators. One of the most obviously benefits of using Z-score is that the estimator 

takes into account the banking operation risk level by the change of ROE. The regression also 

resulted that commercial banking system in Vietnam have prepared a great safety level when the 

Z-score data remained over 30 on average during the examination period. Nevertheless, 

throughout the booming period in question, the Z-score has a lower level compared to the that in 

the remaining period, it seems a downward trend in field of bank's soundness. Additionally, the 

data recorded a quite high level of dispersion of the Z-score, witnessing a limitation of 

harmonization in Vietnamese banking system. This could lead a systemic risk and make 

commercial banks to be more vulnerable to prevent shocks from the real market.  

The indicator also draws that the percentage of outstanding liabilities on the total banks' 

assets (LA) taking account about 55 percent on average, with the slight high level of dispersion. In 

this period, the rate is reported to jump correspondingly, reflecting credit growth at this time. 
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Similarly, the rate of liquid assets to total assets (LIQ) was 33.2% throughout the researched time. 

A reasonable explanation for that was commercial banks tend to expand their credit portfolio. The 

average real credit growth in Vietnam in the entire researched time was 6.23% while during the 

period of credit boom, the real GDP growth rate is much lower than that of the minimum rate. In 

addition, the real average leading interest rates (RealIr) is indicated to be lower level throughout 

the credit boom. This results suggested that due to the expansion of credit field, the real leading 

rate was lower than that in other periods because of high inflation. In terms of exchange rate factor, 

delReeR data showed a depreciation of the Vietnamese currency (VND) compared to the branches 

of key global currencies. The increasing of the devaluation led a significant jump in exchange rate 

risk, which affecting negatively the soundness of Vietnam's banks.  

 Looking at the Appendix 2, it was generally accepted that the correlation can describe the 

relationship among variables but not the causality. It also is ranged from -1 to 1 with the value of 1 

reflected a positive linear correlation, and in the case of negative linear correlation (-1).  

Furthermore, a model with strongly correlated variables led to multicollinearity problem, which 

harmed the accuracy findings. According to the Kenedy theory (2008), who suggested that strong 

correlation among variables occurs when the absolute values exceed 0.8. In other perspectives, 

Sweeney and Williams (1990) examined the strong correlated result should be above 0.7. In this 

case, it is clear to see that multicollinearity appeared by the value between a couple of variables 

such as (Z-score; CAP) and (realIr; delReeR). Nevertheless, there is no clue for auto- correlation in 

the model because of the low level of the correlation coefficients values recorded.  

4.2.  Regression results for the period 2007 – 2013 

 Looking at the data from Appendix 3, commercial branches in Vietnam tend to remain 

high credit growth. For more details, the credit growth variables (BankCrgr)is reported as 

positive value in all equations and took account significant level. This results also witnessed that 

sounder banks would likely to keep credit expansion. The reason for that because commercial 

banks with greater Z-score coefficient in the previous year, they tend to concentrate more on 

credit growth in the next year. Similarly, increasing in CAP and ROE rates made commercial 

banks to be willing to grow up their credit (seeking more profits). In turn of LLRGL, the 

negative sign of the coefficient witnessed the greater risk provisioning ratio along with the 

deteriorated liability portfolio quality, which lead commercial banks to be more cautious in the 

expansion of credit. It could be explained when the profitability and the soundness followed an 

upward trend, they may be willing to take more risks to maintain cash inflows. It is remarkable 

when credit extension in Vietnamese names selected remain higher and includes a large number 

of small scale branches in favor with the variable Size took negative values in all equations and 

was significant at 10 percent. Hence, despite the fact that large-scale commercial banks had 

advantages in capital and cost compared to smaller names in Vietnam market, they tend to 

become more cautious in credit growth. In other side, small branches tend to seek more market 

share and profit through credit channel. It is reasonable because small scale names mainly belong 

to new-comers, so they are willing to apply aggressive policies to extend customer base and to 

survive. This explanation is agreed with existing researches anticipating that the less-efficient 

banks are willing to take more risk (Berger and DeYoung, 1997; Berger and Humphrey, 1997).  

For policy-maker perspective, an important task is to determine what bank takes more risk is. My 
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paper outcomes suggest foreign-owned banks took part in higher level risk compared to other 

domestic banks by aggressive strategy to entry Vietnam's market. Is also is claimed by Igan and 

Tamirisa in 2008, they provided clues that there is a significant statistical evidence that credit 

growth of foreign banks associated with distance to default, the case applied was European 

countries. As a result, the increasing high-risk loans and lowering lending standards in terms of 

credit growth will harm the quality of credit expansion, which lead the whole banking system 

will be more instable when adverse shocks occur. The mechanism can answer why a financial 

shock is usually preceded by rapid credit expansion.  

 

Figure 1: Credit and Deposit Growth in Vietnam banking system 

Source: The SBV’s website 

 

Figure 2: Loans-to-deposits rate 

Source: The SBV’s website 

According to the real situation, in the period of the crisis, liquidity pressures been appeared 

frequently in the Vietnam banking system due to the fast increasing of credit was much higher than 
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that of existing deposit, causing a remarkable gap among assets and liabilities. Throughout the period 

from 2007 to 2010, the credit growth peaked at about 29% annual while the rate of deposits 

expansion average is reported as just 21.15% per annum by State Bank of Vietnam. The serious 

imbalance led loan-to-deposits rates up to high level at 80-90% in this period. In next following 

years, the banking system liquidity enhanced but recorded as relative high level over 82% for loan-

to-deposit rates, while this rates at Asian developed countries is controlled as 30-40% in same period. 

Another obviously reason agreed with the paper's results, the high level of liquidity risk was 

imbalance of maturity of loans and deposits due to the rapid expansion of credit factors throughout 

2007 to 2012. For more details, long and medium run loans were at about 40% while the major 

proportion in deposit belongs to short-term data, was about 80%. (Figure 1 and 2), (Figure 3 and 4). 

 

Figure 3: Vietnam banking deposit structure 

Source: The SBV’s website 

 

Figure 4: Vietnam banking credit structure 

Source: The SBV’s website 

The realGDP variable indicated the effect of the business cycle on the expansion of credit 

in banks. The result reviewed that coefficient value is reported as positive and statistically 

significant in all equations listed. Bank credit often increases significantly throughout the period 

of economic expansion because the relative growth of investment and the aggregate demand in 

the economy. It seems to become a factor keeping real credit growth remain at great level by 6%. 

Nevertheless, policies about credit applied in the fast growing period are quite "over-optimistic", 

which caused decisions about leading to be easier and riskier due to the increasing value of 

assets and corporate value.  



2494 

 In fields of RealIr and delReeR variables, they both showed the similar sign with 

anticipations, but both are not statistically significant enough in the estimation from 2007 to 

2013. It suggests the change in both real interest rates and exchange rate bring little effect on 

lending decision of banks in Vietnam. In the assessment of Vietnamese commercial banks 

soundness.  

 In fields of banks profitability, the high level recorded in ROE makes commercial banks 

more lucrative. The is reasonable for the real situation in Vietnam when commercial banks at the 

period of high credit growth compared to other developed ASEAN countries, in this case banks 

preferred credit actions to gain the most possible income. Besides, the rate of outstanding 

liabilities minus total assets (LA) bring a positive effect on the profitability. The result also 

witnessed that larger scale of commercial banks associated with higher the profitability. It could 

be answered with the situation in Vietnam at the period when large scale of commercial bank 

had the major market share. It is reported mainly as state-owned banks which has many 

competitive advantage and customer confidence. 

 The return for commercial banks is also promoted during the expansion time. It explained 

the correlation among credit growth and ROE in the case of Vietnam, which is not really 

developed market when commercial bank has been focusing on credit activities. However, the 

result showed the decline in the return of commercial banks after period of crisis. The 

remarkable reason because following the expansion of credit, there is an outstanding increase in 

the amount of non-performing loans. In order to deal with the issue mentioned, clearly, SBV in 

2012 imposed regulations based on concept of Basel II in to force commercial banks that they 

have to promote risk provision by their income, leading a decline of ROE in the period after the 

global current crisis. (Figure 5 and 6) 

 

Figure 5: Vietnam banking income form 

Source: The SBV’s website 
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Figure 6: ROA, ROE situation in Vietnam 

Source: The SBV’s website 

Looking at capital form (CAP), credit expansion brings a negative effect to the rate of 

equity of all capital. In this situation, it proves that commercial banks in Vietnam controlled their 

operation through deposits and mobilized funds channel instead of their own equity. 

Nevertheless, the data results were not significant enough, indicating the dispersion for using 

fund to control loans between commercial branches.  

 According to the quality of assets, there is a negative correlation among credit 

expansion and risk provision, which mainly deteriorated through the NPL ratio. The rate also 

improved rapidly since 2011, which reflected the new non-performing loans has raised 

significantly by the credits granted previously. However, the model results showed not really 

significant outcomes because bad debt has jumped rapidly by a range of reasons such as 

inefficient corporate governance, poor investment method, inadequacies in credit risk 

provision (To Hung, 2012). Furthermore, following outcomes of credit boom from 2007, this 

led to an unstable economic expansion in Vietnam banking system such as an increasing a 

huge amount of credit flowing into stock and real estate factors leading bubbles in the real 

estate financial market. In addition, the coefficient of LLRGL variable witnessed a positive 

sign, linking with high confidence. It is clearly to see that less effective banks associated 

with greater credit risk also bring a remarkable effect of asset quality. The result also is 

supported by Marque (2006), and Lowy (2002), they proposed speeding up of credit factors 

is main reason for increasing risk in banking system through credit losses and raising NPL 

rates. The more details for Vietnam case will be mentioned as in (Figure 7). The model 

results also found that large-scale banks have focused more in fields of credit risk provision 

because they tend to avoid systemic risk. Figure 8 also shows the real situation that some 

large scale listed bank tend to build up credit risk provision.  
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Figure 7: NPL rates in Vietnam 

Source: Synthesized by authors  

 

Figure 8: Credit loss management 

Source: Synthesized by authors  

Regarding to the distance to default (Z-score), the regression outcomes witnesses a 

negative effect of credit expansion on the Vietnamese commercial banks soundness by great 

significance level of the coefficient of Bankcrgr variable. It is reasonable because 

commercial banks especially small scale focusing on high-speed credit expansion, which in 

the period of credit boom and financial crisis considered as non-traditional lending, causing 

higher level of risk. To cover fast credit growth, SBV also take actions to depreciate Vietnam 

currency to ensure domestic goods competitiveness, leading reducing the high speed in 

following years.   

 In sum, the credit expansion from 2007 to 2010 brought considerable impacts on the 

stability of market as well as soundness of commercial banks, which has been estimated by 

applying three-stage least squares method. There is a range of significant results has been 

founded such the outcomes about Z-score, the profitability, the liquidity of commercial 

banks and the fast expansion impacts on size of bank as well as bank's ownership has been 

revealed.   
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5. Recommendations 

In order to deal with the issue mentioned, the paper propose a range of policy 

recommendations to avoid another unexpected negative impacts in near future. First, to avoid 

potential outcomes of credit shocks, early warning estimators need to prepared before introducing 

solutions to make sure that credit expansion met the line with natural capital absorption of Vietnam 

financial market. For more details, one of the most obvious change related to credit boom period was 

as credit-to-GDP ratio. Hence, there is a necessary to oversight the speed of credit growth based on 

the capacity of capital absorption, represented by economic growth ratio. In addition, 2% threshold is 

considered as proper rate to alarm early warning of credit boom period in a range of countries with 

87% confidence related to existing banking shocks (BIS, 2010). Turning into the case of Vietnam, 

the paper suggested the same rate as 2 percent threshold should be addressed. Besides, we also need 

to consider real economic growth as another reliable indicator due to the positive relationship 

between credit demand of the market in terms of consumption and investment and high-speed GDP 

growth period. Another alternative indicator is focusing on substantial movements in asset prices 

such as real estate and securities, which reflects potential risks when bank lending increase sharply 

related to economic factors like real estate and security markets. According to the recent global 

financial crisis, the fast expansion in house price-to-per capita income rate which up to over 2% is 

one of the first sign for the beginning of credit boom. Turn into macro-economic policies, my 

recommendation focusing on enhancing the role of supervision in banking system. It is necessary for 

SBV to apply transparent risk provision method to commercial branches. Furthermore, commercial 

banks should be required to joining stress test frequently, including promoting specific prepared 

solutions to deal with unexpected shocks from credit market. Likewise, the State Bank of Vietnam 

should adjust its supervisory model as the first actions to prevent uncontrollable expansion in credit 

market. In terms of macro-prudential surveillance, it is also necessary to apply specific supervision 

for non-bank credit institutions. Regarding to commercial banks, during the rapid credit extension 

period, credit risk provision needs to be promoted, linking with raising their awareness and liquidity. 

Judging from the case of Vietnam, when major banking system activities focusing on credit field, 

maintaining a decent market share of state-owned banks could be reasonable method to boost 

customer confidence as well as claim a reliable insurance to deal with the downturn of economic 

market. Last but not least, diversification in banking system should be addressed to raise the 

competitiveness between foreign bank and domestic banks.  
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Abstract: The article focuses on improving the quality of human resources in the Da Nang 

city's industry: knowlwdge strength, mind strength, physical health. These criteria must meet the 

requirements of the green growth strategy. Experimental study of over 400 employees working 

with their knowledge, skills, work attitude and physical fitness. In addition, secondary data is 

collected from reliable sources such as GSO, statistical yearbook, scientific journal ... The 

physical health of workers is low. The professional knowledge of the workers in this industry 

sector is not high, reaching only an average of 3.28 points. Their skills average 3.21 points. The 

attitudes of the workers towards work and the social environment are generally assessed to be 

good. However, the weakest point is that attitudes towards the environments are only 3.17 points. 

Key words: Human resources quality in industry sector. Knowledge strength, Mind 

Strength, Physical Health, Da Nang City. 

 

1. Introduction 

Da Nang is one among five (5) central cities since 1996, located in the south of the central 

of the country. The city is regarded as a center for economic development, political, cultural, 

social, education and training, science and technology development in the Central – Highland 

region and nationwide. Da Nang city gotdifferentpillarsof economicdevelopment pillars such as 

industry, agriculture, services, tourist, commercial…, among these, contribution of industry, 

services, tourist and commerce sectors to the city’s GDP has been increasing. In response of the 

national orientation on green growth approach adoption for period of 2011-2020, Da Nang put its 

emphasis on development of clean industries andsupport toachievement of the city goal 

“Building Da Nang - City for Environment”. In addition, Da Nang built areas for development 

ofinformation technology and high-techzone,and biological technology, etc… in order to pave 

the way for new development direction of Da Nang.  

To shift current industries to clean ones, to meet requirements of green growth direction of 

the city, andto achieve the goal “Building Da Nang - City for Environment”, it is required to 

develop a strategy Sfor industrial sectors to meet requirements for green growth adoption. This is 
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adifficult and challenging task, to which the city authority should prioritize and allocate 

resources to address. By 2017, the city’s population is around 1.064.070, of which 

932.125(87,6%)live in urban area and 131.945(12,4%) in rural area (GSO, 2017).Most people at 

working age work in industrial and commercial establishments, medium and small enterprises. 

Quality of human capital is limited. Labour capacity is limited with less number of skilled 

workers, and most of them is high school graduated, thus, managers and policy makers have to 

address in order to secure sufficient human capital for green growth in general and for 

development of clean industries in particular in Da Nang. 

This study focuses on how to build qualified human resources for industrial development of Da 

Nang city in the context of green growth constraints.Theme data is updated from 2011 to 2017. 

2. Theoretical Framework 

2.1. Enhancing quality of human resources in industries 

According to Nguyen Tiep (2005), Pham Minh Hac (2001), Nguyen Ke Tuan, Nguyen 

Đinh Phan (2007)The human resources in industry sector: human resources (HR) with high 

qualifications, ability to work cooperatively, disciplined and quick manner to adapt to change of 

environment and workand enable to cooperate in works in the industry. 

 - Quality improvement of human resources in view of some American theories means the 

focus on development of individual capacity. This was described in some studies such as Nadler 

(1970), Craig (1976), Jones (1981), Chalofsky& Lincoln (1983), Smith (1988), McLagan (1989), 

Gilley & England (1989), Chalofsky (1992), Watkins &Marsick (1997).Improving skills, 

knowledge and potential ability can help development of individual capacity and potentiality.  

- Quality improvement of human resources in view of some European theories emphasize 

on human resources development going together with organization development. Some 

represented studies are Garavan (1991), Bergenhenegouwen et al. (1992), ITD (1992), 

Megginson et al. (1993), Stead V & Lee, M, Stewart & McGoldrick (1996), Armstrong (1999), 

McCracken & Wallace (2000). These studies looked at single enterprise from micro angles view, 

and according to that, human resources development must be supportive to organization 

development. Beside the definition introduced by individual authors and research organizations 

in certain studies, there some others definitions on human resources development but most of 

them are same with the above-mentionedviews.  

Bellows are summaries on definitions and views on human resources development: 

From point of view of labour, enhancing quality of human resources in industries 

means encouraging and utilizing potential ability and skills of labour for their good 

performance in organization, improving labour knowledge and skills, promoting work 

responsibility and discipline mannerNguyen Tiep (2005), Pham Minh Hac (2001), Nguyen 

Ke Tuen, Nguyen Đinh Phan (2007), McLagan (1989), Gilley & England (1989), Chalofsky 

(1992), Watkins &Marsick (1997). 

From point of view of organization, enhancing quality of human resources in industries 

should be included inand aligned with development strategy of organization and enterprise, and 
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meet the demand of human resources development by periodsGaravan 

(1991),Bergenhenegouwen et al. (1992), ITD (1992), Megginson et al. (1993), Stead V & Lee, 

M, Stewart &McGoldrick (1996), Armstrong (1999), McCracken & Wallace (2000). 

From point of view of social and community or the country, enhancing quality of human 

resources in industries should cover elements of development of physical and intellectual health 

strength of labour to ensure labour are equipped with knowledge and skills needed for their 

work, have sufficient work manner and performance for good work result and living standard 

improvement Nadler (1970), Craig (1976), Jones (1981), Chalofsky& Lincoln (1983), Smith 

(1988), McLagan (1989), Gilley & England (1989), Chalofsky (1992). 

2.2. Pathway to green growth and challenges  

According OECD (2012a), tosuccessfully achieve green growth targets,requires sustainable 

development of all three pillars: economy, environment and society,must be addressed:  

* Economic development  

- Green growth impliesthe increase of GDP and a fair GDP structure compared with 

conventional one, especiallycommodity production and service sectors. 

- Promoting production activities and extending ecological services.  

- Diversifying economic activities. 

- Promoting innovation, attracting and developing green technologies. 

* Environmental Protection 

- Enhancing labor productivity and promoting natural resources efficiency.  

- Utilizing natural resources capital under ecological system capacity.  

- Increasing other capitals through utilizing non-renewable resources.  

- Limiting negative impacts on natural environment and improving disaster risk 

management and response. 

* Social Development 

- Following green growth pathway means providing more opportunities for livelihood 

improvement, revenue increase, life quality improvement, especially for poor people.  

- Activities for green growth should be towards bringing and maintaining increase of 

environmental friendly jobs and benefits to poor people.  

- Increasing skilled human resources, knowledge and social capital. 

- Diminishing social inequality.  

2.3. Requirements to human resources development in industries for green growth 

strategy implementation 

Based on requirements of green growth strategy implementation, following requirements 

are set out for human resources development, and human resources development in return will 
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support implementation of green growth strategy:  

Firstly, should support knowledged and skilled human resources development in industries 

to increase labor productivity and to effectively exploit and utilize natural resources (Trương 

Minh Duc, Pham Thi Hanh, 2017).  

According to a research result by Neither land Statistics Netherlands (2013), economic 

development activities much depend on natural resources, that are regarded as input resources of 

production processes of the economy (such as raw material, energy, mineral, etc …). Wastes 

discharged into natural environment, air, and water and soil pollution caused by economic 

development activities adversely affected environment. Some natural resources consumedduring 

economic development activities are non-renewable and run out in the future. Hence, to protect 

the environment, human being should effectively use of natural resources, minimize volume of 

waste discharged into the environment, and control misbalancing ecology system.  

In an economy, where outdated and low efficiency technologies are still used may cause 

waste of natural resources and environmental pollution. Science and technology development is 

the only way and trend to secure green growth strategy implementation. However, science and 

technology development should go together with human resources development, as human plays 

key role in economic activities. Only skilled and qualified labor force has ability to adopt 

application of advanced science and technologies.  

Human resources developmentwith knowledged and skilled labourfor industries will help 

meeting requirements to green growth implementation. These requirements include work 

productivity enhancement and natural resources efficiency. 

Secondly, human resources development in industries towards diversification of 

environmental friendly jobsand green jobs along green growth pathway.  

One complementary of green growth implementation to economic activities is the increase 

of production activities through extension of ecological services, diversification of economic 

activity types. On the other hand, it results to formation of new careers and jobs for the 

environmental friendly economy (green jobs). Definition of green jobs has just introduced in 

recent years. According to the International Labor Organization (ILO) (2016), green jobs are 

ones that create commodities and services benefit the environment or help conservation of 

natural resources. The green growth will bring green jobs described in forms of: 

- Activities for renewable energy and fuel re-production to provide to energy production.  

- Activities for contribution to energy efficiency improvement.  

- Activities for decrease and elimination of environmental pollution, for greenhouse gas 

emission reduction, and promotion of recycle and reuse of solid waste.  

- Activities for conservation of natural resources.  

- Activities for propaganda and awareness raising, training and education on environmental 

protection.  

Therefore, green jobs may be created to support green growth adoption. Human resources 

development is a requirement in context of green growth, which enable labour to take green job 
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opportunities.  

Thirdly, changes in labor market structure in industries towards increase of environmental 

friendly jobs and decrease of negative impacts on environment will support green growth.  

During adoption of green economy and green growth pathway, a common trend is to shift 

conventional industry development to green industry development. Green industry requires re-

structuring conventional industry towards greening industries to meet the requirement of green 

economy and green pathway.  

What is green industry? According to UNIDO (2011), green industries are ones apply 

models for promoting sustainable production and consumption. These industrial production 

models help industries effectively use natural resources and energy, low carbondevelopment and 

less waste, and keep environment safe and non-pollution. Management of industries’ products 

should be towards entire product chain and life cycle management. Green industries maintain 

continuous improvement of natural resources efficiency and environmental protection. Thus, 

green industry approach possessestwo key attributes:  

1) Greening existing industries through improving natural resources efficiency, mitigating 

environmental pollution, adopting techniques and measures for natural environment protection.  

2) Forming new green industries that do not cause negative impact on natural environment 

such as industries that use of energy of solar, wind and ocean waves to produce electricity and 

new industrial sectors produce environmental friendly products.  

 Changes in restructuring industries may result to changes in labor market. Hence, it is 

necessary to have sufficient structure of human resources to response the change of structure of 

industrial sectors, therefore, should identify requirements to human resources development to 

adopt green growth.  

Forth, labour need to be equipped with new knowledge and skills on management of green 

production and green techniques and technologies.  

According to Shoeb Ahmad (2015), the human resources is most valued estate of 

organization, decisive to successful green growth pathway of organization and nation. Having 

skilled and trained labor force for green production and green techniques and technology 

adoption is determinative to successful adoption of green growth  

Firth, it is necessary to change and to raise awareness of labour on environmental 

protection issues(OECD, 2012 a), (EOCD, 2012b) 

Over socio-economic development periods, Vietnam have obtained remarkable 

achievement, however economic activities caused environmental challenges and constraints with 

environmental severe pollution and hotspots in some areas of the country. The Government of 

Vietnam has promulgated the Law and the Strategy of Environmental Protection. The Law and 

its legal regulations and documents have stipulated provision of responsibilities and mandates of 

relevant agencies and organization and individual. In overall, though Vietnam is not a first 

country in comparison with developed countries in struggling for environment protection, 

Vietnam got rather comprehensive legal framework on environmental protection. Beside the 
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Law on Environmental Protection, and other Laws such as Law on Biodiversity, Law on Fishery, 

Law on Marine Resources and Environment, however somewhere in the country the 

environmental pollution and incidents have been happening, this showed the fact that the 

involvement and oversight of communities are necessary.  

In last years, levels of provincial authorities and sectors in Da Nang carried out propaganda 

and campaigns, awareness raising activities with good results. Yearly events and campaigns such 

as Earth Hour, Earth Day (yearly Apr 22), Environment Day (yearly Jun 5), Biodiversity 

International Day (yearly May 22), “Cleaner the World”, have been founded and launched. The 

“Cleaner the World” campaign is yearly launched at central and provincial levels.Annually, 

Vietnam organize to give Environment Prize to organization and individual to record their effort 

for environmental protection.  

Flyers, thin books, posters and material, reportages, TV and talk shows for awareness 

raising have been produced and published. The contests of paintings and writings, dissemination 

of current regulations, and movement have been organized. These activities aim at providing 

information, knowledge and awareness on environmental protection issues. In addition, 

environmental protection has been integrated in compulsory education and training curriculum.  

3. Research Methodology 

3.1. Case selection 

* Geological location 

The mainland of Da Nang city lies from 15°15' to 16°40' north latitude and from 107°17' to 

108°20' east longitude. Da Nang city shares borders with ThuaThien Hue province in the north, 

and with Quang Nam province in the west and the south, the East Sea in the east.  

Da Nang is central city located in Central of the country, far from Ha Noi capital 764 km 

to the north, and far from Ho Chi Minh city 964 km to the south. Da Nang city also positioned 

along the North-South transportation routes of road, waterways, marine and air. Presently, Da 

Nang city is an important costal city to link between Vietnam, Laos and Combodia on the sea. 

Da Nang got both mainland and Hoang Sa Archipelago.  

* The industrial development in Da Nang city, period 2013-2017 

Da Nang is located in the south of the Central and plays role of economic development 

center of the Central region of the country. In last 10 years, industrial development in Da Nang 

has been achieved remarkable progress with average growth rate of 20%/year. Da Nang aims to 

become a leading locality of the country in industrialization and modernization cause. In Da 

Nang, there are big enterprises and manufacturers, working in sectors of textile and garment, 

consumer product, food processing, mechanic andconstruction materials. These enterprises 

significantly contribute to Da Nang GDP, through following indicators:  

* Industrial Gross Output 

- Industrial gross output (2010 price as base price)  
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Unit: Billion Dong 

 
          2011        2012         2013          2014        2015         2016         2017 

Source: Da Nang Statistics Office 2011-2017 

Figure 3.1. Da Nang Industrial Gross Output 2011 - 2017 

Figure 3.1 showed that the gross industrial production value of Da Nang has been steadily 

increasing. In 2011, gross value of industrial production reached 41.774 billion Dong (base price 

of 2010) and 63.328 billion Dong in 2017, equal to the increase of 1,5 times.  

- Index of Industrial Production (IIP)  

Unit: Percentage (%) 

 
                          2011          2012           2013          2014          2015         2016         2017 

Source: Da Nang Statistics Office 2011-2017 

Figure 3.2. Da Nang, Index of Industrial Production 2011 - 2017 

Figure 2.2 showed that there was a fluctuation in the industrial growth pace in the period of 

2011-2017 in Da Nang. The growth rate of year 2013 and year 2014 was 110,81% and 

110,31%respectably, downed to 103,96% in year 2015, and then risen up at 107,32% in year 

2016. The increase of growth rate in 2013 and 2014 may come from the expansion of numbers of 

constructional works such as roads, urban housing and buildings, and bridges, with significant 

contribution to the city economic growth and annual increase of growth rate of 6,18%.  
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* Gross industrial product  

The Gross industrial product has steadily increased in the period 2011-2017, that was 

11.687 billion Dong in 2011 and 17.568 billion Dong in 2017. 

Unit: Billion Dong 

 
                                  2011        2012         2013        2014        2015        2016         2017 

Source: Da Nang Statistics Office 2011-2017 

Figure 3. 3. Gross Industrial Product in Da Nang, 2011 - 2017 

The Figure below showed the increase rates of gross industrial product (100% as rate 

assumed for previous year):   

Unit: % 

 
          2011        2012         2013          2014        2015         2016         2017 

Source: Da Nang Statistics Office 2011-2017 

Figure 3.4. Increase rates of gross industrial product in Da Nang City 

Rate of gross industrial product in the year increased compared with previous year. It was 

108,8%; 108,12% and 109,25% for year 2012, 2013 and 2014 respectedly, went down to 102,8% 

in 2015, then risen up in years after 2015. The average rate of increase was 6%/year. 

Hence, the 2 above indicators, gross output and gross product, showed the steadily increase 

of industrial growth in Da Nang, and increase rate reached 6,18%/yearand 6,05% /year 

respectively.  

* Industry sector structure  

The industrial structure has changed since 2011 and been assessed based on twoindicators 

that are gross output and gross product. The industrial sector comprises of 5 key industries and 
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fields as follows:  

- Mining. 

- Processing and Manufacturing Engineering. 

- Electricity generation and distribution, gas, hot water, water steam, and air conditioner. 

- Water supply, waste and waste water management and treatment.  

Construction.  

* Gross industrial output (2010 price as base price) 

 

Table 3.1. Gross industrial output and industriesportfolio 

Unit: Billion Dong 

Industries 2012 2013 2014 2015 2016 2017 

Mining 297 

(0,68%) 

287 

(0,59%) 

502 

(0,94%) 

424 

(0,76%) 

414 

(0,69%) 

458 

(0,72%) 

Prosessing and 
Manufacturing 
Engineering 

30.111 

(68,85%) 

34.541 

(71,28%) 

39.382 

(73,67%) 

40.830 

(73,46%) 

44.122 

(73,98%) 

47.692 

(74,91%) 

Power generation and 
distribution, gas, hot 
water, water steam, 
and air conditioner 

751 

(1,72%) 

908 

(1,87%) 

864 

(1,62%0 

968 

(1,74%) 

1.118 

(1,87%) 

1.215,47 

(1,90%) 

Water supply, waste 
and wast water 
management and 
treatment 

383 

(0,87%) 

381 

(0,79%) 

395 

0,74%) 

456 

(0,82%) 

515 

(0,86%) 

547,48 

(0,86%) 

Construction 12.189 

(27,87%) 

12.342 

(25,47%) 

12.314 

(23,035%) 

12.896 

(23,2%) 

13.473 

(22,59%) 

13.748,62 

(21,6%) 

Total 43.731 

(100%) 

48.459 

(100%) 

53.457 

(100%) 

55.574 

(100%) 

59.642 

(100%) 

63.661,57 

(100%) 

Source: Da Nang Statistics Office 2012-2017 

The general summary of development of 5 industries in Da Nang is follows: 

- Among the 5 Industries, the Mining sector has its growth rate at lowest level, ranging 

from 0,68% to 0,94% over the years, while Processing and Manufacturing Engineering as the 

biggest one with growth rate ranged from 68,85% to 74,91%. The Construction sector followed 

right behind with growth rate ranging from 21,6% to 27,87%. These figures reflect the existing 

policy orientation of Da Nang, that prioritiessaving and efficiently using naturalresources, rather 

than intensifying exploitation or over exploiting natural resources. That is the reason why 

Mining accounts for a small portion among the 5 industries.  

- There was a slightly increase in the 2 industries that are Processing and Manufacturing 

Engineering, and Power Generation and Distribution, Gas, Hot Water, Water Steam, and Air 

Conditioner.  
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- The gradual decrease was the trend in the Construction Sector, reached 27,87% in 2012 

and down to 21,6% in 2017. 

- In general, the Mining sector and Water supply, waste and waste water management and 

treatment accounts for small portion but they got stable gross outputvalue. 

4. Results and Discussion 

4.1. State of physical health of labour in industries in Da Nang  

The assessment of physical health of labour is based on 3 indicators, including height, 

weight, and disease resistance, physical stamina and endurance during work performance.  

1. Height and weight  

Height and weight are the important indicators, reflecting physical health strength of 

human body. According to the survey results, the average height of labor in industries in Da 

Nang is 1m60-1m67 for man and 1m50-1m55 for women, which are under reference range for 

Vietnamese people. According to the National Report on Vietnamese teenagers, Vietnamese man 

have average height of 1m64 and Vietnamese women have average height of 1m53,4cm, those 

are 8cm lower than reference heights of Japan and South Koreanman and women, and 7cm lower 

than reference heights of Chinese man and women. According to Dr Le Bach Mai, Deputy 

Director of National Nutrition Institute, human height partly depends on genetic elements, 

however it’s also very much depends on nutrition and living conditions and environment.  

Beside matter of human height, human weight is correlative to physical health status. The 

survey result showed that young labour aged from 20 to 30 are underweight and most elder ones 

are obese or at risk of obese. According to WHO, physical health status of mature human body 

should reach reference ranges of height, and height should be in proportionto weight. Body Mass 

Index (BMI) reflecting reasonable proportion is identified by dividing weight in kilograms by 

height in metrics.  

Table 4.1. Reference Ranges by WHO and Asia (IDI & WPRO) 

Categories WHO BMI IDI&WPRO BMI 

Underweight <18,5 <18,5 

Normal range 18,5-24,9 18,5-22,9 

Overweight 25 23 

At risk 25-29,9 23-24,9 

Obese I 30-34,9 25-29,9 

Obese II 35-39,9 30 

Obese III 40 40 

Source: WHO 

The survey result showed that few labour in Da Nang have same value of BMI reference 

for same age, and the situation is same in all ages.  
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Table 4. 2. BMI ranges of labourers in Da Nang (BMI: height - weight) 

Age Male Female 

BMI index <18,5 18,5-22,9 >23 <18,5 18,5-22,9 >23 

20-30 25% 45% 30% 30% 30% 40% 

30-40 25% 40% 35% 25% 30% 45% 

41-50 20% 30% 50% 25% 25% 50% 

51-60 20% 30% 50% 20% 25% 55% 

Source: PhD survey resultin 2017 

The Table 2.3showed that fact that BMI of most of labour in Da Nang, male and female, 

are not same with reference ranges by WHO. Rate of female labourers with similar BMI to 

reference ranges is 25%-30% lower than those of male labour, and rate of labour, who do not 

have BMI similar to BMI reference range, is different in different ages. The rate of underweitgth 

and underheightlabourers at ages of 20 to 40 is higher than those of labour at ages of 40 to 60. In 

contrast, rate of obese labour at higher ages increased. The survey result also showed that the 

labour have inadequate nutrition and living conditions and exercising. The underweight and 

under height young labor had poor nutrition during childhood. The rate of obese labor increase 

may partly come from the habit of less move and non-exercising.  

2. Ability of disease resistance: Together with indicators of height and weight and BMI, 

the indicator of ability of disease resistance is important and reflects the physical health status 

represented by number of seek leave days per year. The survey on 400 labor of 4 industrial areas 

in Da Nang showed the result that 215 labor took at least 1 seek leave day per year, accounting 

for 53% of total labour, and 130 among 215 took leaves because of epidemic and weather change 

caused diseases. One hundred (100) among 400 took 1-4 seek leave days per year, 70 took 5 to 

10 days, and 45 took over 10 days leave. 

 

Table 4.3. Yearly Sick Leave days 

Unit: Percentage of labourer took sick leave (%) 

Reasons Often 

>10 

(days/year) 

Sometimes 

(5-10)(days/year) 

Rarely 

(1-4) (days/year) 

Total 

Chronic diseases 5 10 15 30 

Epidemic diseases 10 20 30 60 

Weather change 20 20 30 70 

Unidentified  10 20 25 55 

Total 45 

(21%) 

70 

(32,5%) 

100 

(46,51%) 

215 

(100%) 

Source: PhD survey resultin 2017 

The above survey result partly reflect health status of labor in industries in Da Nang and 

their physical health strength is not good enough to resist to diseases and epidemic and weather 

change disease. Thus, the number of seek leaves in a year is increased over years.   



2510 

4. Human body stamina and endurance  

Body stamina and endurance reflect health strength and flexibility level during working 

time. According to an assessment by enterprises, level of body stamina and enduranceability of 

their labor is at slightly over fair. 

Rating levels:  

1,00-1,80: poor                       2,7- 3,40:good 

1,81 - 2,60: fair                        3,41 - 4,20: very good   4,21 - 5,00: excellent 

Table 4.4: Labourer Health Assessment by Enterprises 

Unit: Point 

Indicators Scoring by enterprises 

Average Highest Lowest Độl ệch chuẩn 

Nimble and brisk 3,6 5 2 0,54 

Body stamina and enduranceduring 
working hours 

3,2 5 2 0,71 

Adaptive to disadvantages of 
working conditions  

3,2 5 2 0,4 

Ready to work overtime 3,1 5 2 0,6 

Source: PhD survey resultin 2017 

The above survey result showed medium level of physical health status of labor in Da 

Nang. Bellows are overall assessment based on 3 indicators:  

- Physical health status of industrial labor in Da Nang is at medium level. 

- Height, weight, and BMI is lower than reference ranges, compared with those of same 

ages in the world and regional countries.  

- Disease resistance is weak and easily affected by weather changes and epidemic.  

- Body stamina and endurance, nimble and brisklevel and adaptive ability to disadvantages 

of working environment, stay at medium level.  

The reason might be in poor nutrition, lack of regular physical exercise, especially bad 

habits such as alcohol addiction and unhealthy living routine in young people. 

4.2. Mind health of laborin industries in Da Nang 

* Educational qualification  

Educational background help labor in process of receiving knowledge, perception and 

skills learning during their work performance. Therefore, the developed nations focus on 

education development to improve people education background. Two (02) indicators to assess 

people educational qualification in a nationare the number of literacy people and the level of 

compulsory education widespread.  

(1) Rate of literacy people:  In last years, Vietnam is one of countries achieve illiteracy 
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eradication and the rate of literacy people at age of 15 is over 90%.The table below showed the 

achievement of illiteracy eradicationnationwide and in 5 central cities in last 7 years.  

Table 4.5: Rate of literacy people at age of 15 and over 

Unit:Percentage (%) 

Localities 2010 2013 2014 2015 2016 2017 

Nationwide 93,7% 94,8% 94,7% 94,9% 95% 95,4% 

Ha Noi capital 97,8% 98,2% 98,6% 98,5% 98,7% 98,7% 

Ho Chi Minh city  97,2% 98,1% 98,4% 98,3% 98,7% 98,7% 

Hai Phong city 98,1% 98,5% 98,1% 98,2% 98,1% 98,1% 

Da Nang city 97,4% 98,1% 97,8% 97,5% 98% 98,1% 

Can Tho city 94,4% 94,5% 94,2% 94,2% 94,2% 94,3% 

Souce: Statistic Handbook 2017 

Da Nang is a young city and obtained remarkable achievement in rapid economic 

development and compulsory education widespread to its people. The rate of literacy people in 

Da Nang is over 97%, higher than that of other central cities and nationwide. According to the 

survey result, the rate of literacy labour of enterprises located in 5 industrial areas in Da Nang 

reached 100% in 2017.  

(2) Widespread of compulsory education: Widespread of compulsory education to Da 

Nang people remains as a challenge. The rate of literacy labour in general and literacy labour in 

industrial sectors is still low, reflecting quality of human resources. The survey results in 2017 is 

described in the table below:  

Table 4.6: Education compulsory widespread in Da Nang in 2017  

Unit: Percentage (%) 

 Incompleted Primary 
Program 

Primary school 
graduated 

Secondary school 
graduated 

High school 
graduated 

Employed labourers 6% 18% 33% 43% 

Labourers working in 
industrial enterprises 

0% 9% 43% 48% 

Source: PhD survey resultin 2017 

 The survey result showed that common level of educational qualification of labour in Da 

Nang is low, with over 50% of labour has not yet graduated from high schools. This fact should 

be takenintoaccount when industrial enterprises plan providing vocational training and additional 

training to their labour.  

* Training 

 In the industries, the number of fulltime trained labourtrends to increase year over year. 

The number of trained labour in 2012 was 24.823, accounting for 15,5%, while those in 2017 

was 32.651, accounting for 19,7%. These figures showed the fact that the number of qualified 

human resources has not met the demand and over 80% of labour are untrained. Most enterprises 
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located in Da Nang prefer to recruit high school graduates, and to organize training courses and 

vocational training to their employee right after contracting, though deployment of training may 

affect their business and production activities. The number of undergraduates ranges from 5,3% 

to 8,4% of total employee.  

Table 4.7. Qualification of labour force in industries in Da Nang  

Unit: Person (%) 

 2012 2013 2014 2015 2016 2017 

Untrained  135.327 
(84,5%) 

138.568 
(84,2%) 

120.275 
(83%) 

119.328 
(80,6%) 

123.711 
(79,4%) 

133.089 
(80,3%) 

Trained 24.823 
(15,5%) 

26.002 
(15,8%) 

24.634 
(17%) 

28.722 
(19,4%) 

32.029 
(20,5%) 

32.651 
(19,7) 

Vocation trained  6.726 
(4,2%) 

7.077 
(4,3%) 

6.231 
(4,3%) 

6.958 
(4,7%) 

7.527 
(4,83%) 

7.956 
(4,8%) 

College (Trungcấp) 6.406 (4%) 6.583 (4%) 6.086 
(4,2%) 

6.218 
(4,2%) 

7.046 
(4,5%) 

7.293 
(4,4%) 

College (Cao đẳng) 3.023 (2%) 3.291 (2%) 3.332 
(2,3%) 

3.849 
(2,6%) 

4.644 
(2,98%) 

3.481 
(2,1%) 

Graduate and post graduate 8.487 
(5,3%) 

9.051 
(5,5%) 

8.984 
(6,2%) 

11.696 
(7,9%) 

12.812 
(8,2%) 

13.922 
(8,4%) 

Total in industries 160.150 164.570 144.910 148.050 155.740 165.740 

Source: Calculation based on Statistics Handbook 2017 of Da Nang Statistic Office  

4.3. Working capacity of labour in industries  

Working ability and education backround reflects intellectual capacity, and determinative to 

quality of human resources. According to Mac Van Trung(2000)working ability is formed by 3 

elements, including relevant qualification and skills, and manner to job. Bellows are 2 indicators to 

assess working capacity of labour working in industrial enterprises in Da Nang, they are:  

- Working capacity of labour. 

- Professional qualification of managers. 

Working capacity of labourin industrial 

The assessment looked at three (3) elements relating to labor’s working capacity, including 

relevant qualification and skills, and manner to job. Assessment result were:  

Assessment levels:  

1-2 point: very poor > 2 - 2,5 point: poor > 2,5-3 point: medium  

> 3 - 3,5 point: fair > 3,5 -4,5 point: good > 4,5 - 5 point: very good 

 

 

Table 4.8. Assessment of Qualification and Awareness of Labor Force 

Unit: point 
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Indicators 
Average 

score 

Assessment levels 

Self-
assessment 

By 
supervisor 

By 
colleague 

1. Knowledge/perception 3,28 3,40 3,10 3,23 

Legal documents, and enterprise regulations  3,48 3,50 3,40 3,50 

Knowledge and qualification relating and supporting 
performance 

3,70 3,80 3,50 3,70 

Understanding of products  3,56 3,70 3,40 3,50 

Understanding of market economy  3,29 3,50 3,00 3,20 

Basic knowledge on informatics technology  2,84 3,00 2,80 2,70 

Foreign language skill 2,33 2,50 2,00 2,30 

Understanding of production process in enterprise 3,45 3,50 3,20 3,50 

Understanding of organizational structure in enterprise  3,58 3,70 3,50 3,50 

2. Knowledge on environment  2,78 3,00 2,45 2,70 

Awareness of environmental protection  2,83 3,00 2,50 2,80 

Knowledge on waste treatment and aware of minimizing 
negatively impacted on natural environment    

2,73 3,00 2,40 2,60 

Average score 3,20 3,32 3,07 3,13 

Source: PhD survey resultin 2017 

* Awareness of importance of knowledge perception 

The survey result showed knowledge level of labour of industries in Da Nang stayed at 

medium level with average point of 3,2 (3,32 point by self-assessment, 3,7 point by supervisor’s 

assessment, 3,13 point by colleague’s assessment). The average point of 3,28 was scored to 

professional qualification (3,4 point by self-assessment, 3,1 point by supervisor’s assessment, 

3,23 point by colleagues’ assessment). Average point scored to level of awareness on 

environmental issues stayed at 2,78 (3,00 point by self-assessment, 2,45 point by supervisor’s 

assessment, 2,70 point by colleague’s assessment).  

(1)Deep understanding of work performance  

- The indicator group 1 covers “the professional qualification needed for existing job, 

understandings of enterprises’ products, and understandings of enterprises’ organizational 

structure”. The score based on all indicators of the group is at fair level, and thehighest score 

with 3,7 point for the indicator of “professional qualification”(3,80 point by self-assessment, 

3,50 point by supervisor’s assessment, 3,70 point by colleague’s assessment). 

- The indicator group 2 includes “understandings of legal regulations and enterprise’ 

rules”,“basic knowledge of market economy”, and “understandings of enterprise’ production 

processes”. The assessment based on this indicator group is at medium level, and the highest score 

with 3,48 point belongs to “understandings of legal regulations and enterprise’ rules”(3,50 point by 

self-assessment, 3,40 point by supervisor’s assessment, 3,50 point by colleague’s assessment).  

- The most disadvantages of labour capacity is in foreign language skills, the point of 

assessment on this indicator was scored at 2,33 (2,50 point by self-assessment, 2,00 point by 
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supervisor’s assessment, 2,30 point by colleague’s assessment). 

- The assessment based on the indicator “Basic knowledge on information technology” is 

scored at 2,84 point(3,00 point by self-assessment, 2,80 point by supervisor’s assessment, 2,70 

point by colleague’s assessment).  

The assessment result showed that the level of professional qualification and knowledge of 

labour is low and does not meet requirements, especially requirements of green growth adoption. 

To adopt green growth prone approach, it is required to have qualified labour with well 

knowledged and skilled, ability to apply advanced technologies in production processes in order 

to enhance work productivity and to improve natural resources efficiency. Therefore, policy 

makers and enterprise managers of the city should issue policies and apply measures for 

improving capacity and education level of labour.  

(2)Knowledge and awareness of environmental issues 

The knowledge and awareness on environmental issues of labour in industries in Da Nang is 

limited. The average assessment score was 2,78 point (3,00 point by self-assessment, 2,45 point by 

supervisor’s assessment, 2,70 point by colleague’s assessment).The enterprises’ managers should 

apply solutions and measures for improving labour capacity throughproviding training on 

significance of environmental protection, issues of waste treatment, and mitigation of negative 

impact on environment. This is the foundation approach of green growth in coming years.  

* Working skills  

(1)Learning ability/Cognitive thinking skills of labor in industries sector, Danang City 

In general, perception capacity of labour of industries in Da Nang is assessed at medium 

level with average point of 3,44 (3,46 point by self-assessment, 3,33 point by supervisor’s 

assessment, 3,46 point by colleague’s assessment). The highest point belonged to “perception 

capacity to job, duties and products” assessment with average point of 3,67 as fair level(3,70 

point by self-assessment, 3,50 point by supervisor’s assessment, 3,70 point by colleague’s 

assessment).The score for“self-learning and self-development” is lowest one with average point 

of 3,17 as medium level(3,20 point by self-assessment, 3,50 point by supervisor’s assessment, 

3,20 point by colleague’s assessment). The assessment result showed that industrial enterprises 

in Da Nang city have paid sufficient attention to provision of training to their labour in order to 

improve knowledge enterprises’ on products and production and to contribute enhancement of 

production effectiveness and productivity. Abilities of self-learning and career development of 

labour is limited, that is why most of input labor is at low level in terms of educational 

background and qualifications. 

 

Table 4.9. Survey Result on Learning Ability of Labourers in Industrial Enterprises  

Unit: Point 

Indicators Average score Assessment levels 
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Self-assessment By supervisor By colleague 

1. Knowledge, perception capacity  3,44 3,46 3,33 3,46 

Perception of assigned jobs and enterprise product 3,67 3,70 3,50 3,70 

Perception of production processes  3,50 3,5 3,50 3,50 

Self-learning and career development 3,17 3,20 3,00 3,20 

2. Speciality capacity 3,58 3,62 3,46 3,58 

Skills and qualification necessary to assigned job 
(writing skill, planning skill…) 

3,63 3,70 3,56 3,60 

Skills in using equipment and labour protection 
equipment 

3,65 3,70 3,56 3,65 

Skills in using means and tools  3,70 3,75 3,60 3,70 

Skills in operating machines and equipment 3,72 3,75 3,60 3,75 

Problem solving skills  3,17 3,20 3,00 3,20 

3. Basic skills relating environmental protection  2,62 2,72 2,45 2,57 

Waste treatment 2,70 2,85 2,50 2,65 

Response to activities negatively impacting on 
environment 

2,52 2,60 2,40 2,50 

4. Socialization skill  3,23 3,28 3,05 3,25 

Communication skill 3,17 3,20 3,00 3,20 

Team work skill 3,38 3,45 3,20 3,40 

Presentation skill 3,00 3,00 2,80 3,00 

Skills for mastering assigned job 3,40 3,50 3,20 3,40 

Average point 3,21 3,27 3,07 3,21 

Source: PhD survey resultin 2017 

(2)Professional qualification 

The assessment score on professional qualification of labour in industrial enterprises in Da 

Nang stayed at 3,58 as average level (3,62 point by self-assessment, 3,46 point by supervisor’s 

assessment, 3,58 point by colleague’s assessment). The average ranges of score to assess “skill 

of operating machines and equipment”varied from 3,63 to 3,72. This indicator among 5 ones has 

best assessment. The assessment based on the indicator of “problem solving skill” is modest one 

with average point of 3,17 ((3,20 point by self-assessment, 3,00 point by supervisor’s 

assessment, 3,20 point by colleague’s assessment).  

(3)Skill for environmental protection activities  

The score on the group of skills on environmental protection activities is lowest one with 

average of point of 2,62 (2,72 point by self-assessment, 2,45 point by supervisor’s assessment, 

2,57 point by colleague’s assessment). The survey result showed that enterprises have not yet 

sufficiently prioritized training of knowledge and skill on environmental protection issue, in 

addition labour themselves have not awared of necessity of environmental protection activities. 

The survey result is appropriate and similar to result of assessment on environmental awareness 

and knowledge of labour of industrial enterprises in Da Nang.   



2516 

(4)Social skills  

The social skills of labour was assessed at medium level with average point of 3,23 (3,28 

point by self-assessment, 3,05 point by supervisor’s assessment, 3,25 point by colleague’s 

assessment). The skill of “adaptive to assigned work” was scored at average point of 3,40 (3,5 

point by self-assessment, 3,2 point by supervisor’s assessment, 3,4 point by colleague’s 

assessment), while the score on “presentation skill” was the lowest one with average point of 

3,00 (3,00 point by self-assessment, 2,8 point by supervisor’s assessment, 3,0 point by 

colleague’s assessment). The result also showed that soft skills such as communication, 

teamwork and presentation, are limited. This is limitation to individual learning capacity.  

* Work mannerand responsibility  

The assessment of labor manner and awareness is based on 2 key groups of indicators: 

work mannerand awareness on environment issues.  

Table 4.10. Awareness and work mannerof labourer in industrial enterprises in Da Nang 

Unit: Point 

Indicators Average score Assessment levels 

Self-assessment By Supervisor By Colleague 

Manner to the work/Attitude to work 4,50 4,61 4,20 4,52 

Responsibility to assigned works  4,83 5,00 4,50 4,80 

Care of work result 4,66 4,80 4,00 4,80 

Proactively learning for improving skills 4,41 4,50 4,00 4,50 

Compliance to work and production rules 4,45 4,50 4,20 4,50 

Good working manner 4,47 4,50 4,30 4,50 

Responsibility to their clients and colleagues 4,44 4,50 4,40 4,40 

Compliance to legal regulations and enterprise 
rules 

4,29 4,50 4,00 4,20 

Social responsibility and environmental 
awareness 

3,19 3,45 3,00 3,000 

Aware of environmental protection  3,17 3,40 3,00 3,00 

Awareness of social responsibilities 3,20 3,50 3,00 3,00 

Average score 3,85 4,03 3,6 3,76 

Source: PhD survey resultin 2017 

(1)Manner to the work/Attitude to work 

The average score of manner to assigned work is at 4,50, that is a high level in assessment 

level (4,61 by self-assessment, 4,20 by superiors and 4,52 by colleagues). Two (2)among 7 

indicators, including “responsibility to the work” and “care of work result”, are rated at 

“excellence” level with averagescore of 4,83 and 4,66. The assessment based on five (05) 

remaining indicators is ranged from 4,29 to 4,47 point. The survey result reflects behavior of 

labor to their work and performance is good generally. They are responsible and cared the 

ultimate result of their assigned work, compliedenterprise rules and legal regulations. This is an 
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advantage of labor force in industries in Da Nang.    

(2)Awareness of environment issues 

The awareness on environmental issues in industrial labour is limited. The assessment on 

environment awareness is scored at 3,19 point (3,45 point by self-assessment, 3,00 by 

supervisors, and 3,00 by colleague).  

The assessment based on indicator “social responsibility and environment care” is at 

modest level with 3,17 point and 3,20 point. This result showed that industrial enterprises in Da 

Nang have not paid sufficiently attention to provision of training and awareness raising to labour. 

The labour have not aware of the importance of environmental protection. Hence, most of labour 

have not cared of and involved in environmental protection activities.  

5. Conclusion 

a. Physical health of labour 

Physical health of labour 

Generally, the health strength status through weight and high and BMI (Body Mass Index) 

of labour in industries does not reach the reference ranges set by World Health Organization 

(WHO). Only 45 % of people at age from 20 to 30 has BMI value equal to those for the same 

ages stipulated by WHO, that are18,5-22,9. The groups of other ages have BMI values much 

lower than the reference ones (See Table 4.7.). 

Diseaseresistence 

The number of sick leavesdays recorded presented the disease resistance ability (See 

Table4.3.). 

Most of labour in the survey took annual sick leaves. Around 46,5% of labour took 1-4 

days of sick leaves per year.  

Physical stamina and endurance of labour 

The level of physical stamina and endurance of labour in industrial enterprises is rated at 

average with average point of 3,27 and this results in low work productivity. It also reflects 

quality and physical strength of labour(See Table 4.4). 

b.Qualification of labour in industries in Da Nang  

* Knowledge 

The average score on knowledge level is 3,28. The informatic technology skills and 

foreign language proficiency of labour in industries are limited. Their awareness on significance 

of environmental protection is not sufficient; most of them have no idea about waste treatment 

and measures for mitigating environmental impacts.(See Table 4.8)  

* Skills 

The average score on skills is 3,21, and the absolute one for environment issue response is 
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only 2,62. (See Table 4.9). 

* Labor manner and awareness  

Though the level of awareness and attitude to assigned work and to environmental and 

social issues is rated at over medium with,the score solely on environment awareness is lowest 

(3,17 point). (See Table 4.10) 

 The physical, intellectual and emotional health should be the 3 focuses of building human 

resources for industries in Da Nang. 

Improving quality of human resources in industry sectors is not only under responsibles of 

Da Nang People’s Committee, but also under responsible of industries located in Da Nang city. 
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Abstract: Tourism makes an important contribution in the economic development strategy of 

Sa Pa and Lao Cai in general. It makes a substantial contribution to the local economy. However, it 

should be emphasized that economic development must be closely associated with environment and 

landscape protection and dressing problems of host community. Given the limited public budgeting, 

the mobilization of resources from society plays an important role in ensuring sustainability in 

tourism. In order to implement efficient and fair policies in mobilizing resources from the society at 

tourist sites, it is important to understand the perceptions of tourists about willingness to pay (WTP). 

Thus, the study aims to measure the WTP of tourists using contingent valuation method. Estimated 

results show that the willingness of tourists to pay for addressing the impact of tourism on nature and 

creating funding for the enhancement of forest conservation and development activities at 7,000 

VND/person (equivalent to 0.3 USD/person). This is an important basis for policy makers to consider 

when setting the payoffs for actual implementation. 

Keywords: willingness to pay, contingent valuation method, Sa Pa, tourism 

 

1. Introduction 

Tourism is one of the most rapidly growing sectors in the world. International tourism 

currently accounts for 9 percent of global GDP, 30 percent of services exports. This in turn 

creates 1 in every 11 jobs (UNWTO, 2014). Higher living standards and cheaper air routes make 

it possible for mass tourism to flourish. Even so, people began to use the term "mega-mass 

tourism" to describe this phenomenon. Tourism can sustain high levels of employment and 

income in the economies of many regions, however there are some negative impacts anticipated 

in tourism development and organize them in three distinct groups: physical-ecological impacts, 

socio-demographic impacts and economic-political impacts (Coccossis et al., 2001). Tourists 

might leave a significantly larger ecological footprint than local people who still lived with 

subsistence conditions (Li and Yang, 2007). Tourism is also one of the largest effects on climate 

change (UNWTO, 2008).  
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Mass tourism is developing rapidly, but it is damaging to developing countries due to the 

resilience of these countries, both from financial resources and weak management. Many tourist 

destinations around the world are still struggling to overcome the detrimental effects they 

suffered from the rapid and uncontrolled expansion of mass tourism and short term profit 

oriented mentality (Dimitriou, 2017). In addition, the explosion of the number of zero-fee tours, 

causing the local government concerned about the quality of service, destination image, tax 

revenue loss and negative effects on local resources. In order to achieve sustainability in relation 

to economic development, it is necessary to properly manage resources and utilize resources in 

the long run, including resources for tourism (Geleto, 2011). Thus, the use of the territory for the 

purpose of sustainable tourism development should pay special attention to the management of 

tourists to suit its own tourist caring capacity. 

Sa Pa, one of the most popular tourist destinations in Vietnam, is a hot-spot for tourism 

development, especially after the Hanoi-Lao Cai expressway system and the Fanxipan cable car 

project come into operation by the end of 2015 with 450,258 tourists in 2006 to 1,720,000 tourists in 

2017. According to master plan for development of national tourism Sa Pa to 2030, Sa Pa will 

become a national and international cultural and entertainment center, attracting about 5.2 million 

tourists. By 2030, the total cost of construction of tourism items in Sa Pa is estimated at VND 

7,337.53 billion (Lao Cai province people's committee). However, in order to achieve the objectives 

of the Government's planning, Sa Pa needs to be determined and highly focused to achieve that 

objective because Sa Pa has many economic, social and environmental constraints. Therefore, in 

order to alleviate the pressure of state budget spending, the mobilization of social resources plays an 

extremely important role. Based on the principle of "beneficiaries pay”, many forms of socialization 

of the protection of the landscape, environment and ecosystems, such as tourism tax, payment for 

forest environmental services (PFES) have been established (Daley, 2017, European Commission, 

2017, Schomers and Matzdorf, 2013, Pham et al., 2013). These forms of payment provide an 

incentive for the conservation and sustainable use of natural resources. 

To provide a scientific and practical basis for socialization of tourism, the investigation of 

WTP of tourists is an important metric to calculate an optimum level when implementing the 

policy such as tourism tax, PFES. The result is not only an important basis to determine optimum 

payment levels in tourism, which would create maximum funds but also helps to place minimum 

pressure on tourism demand. If policy makers have an understanding of tourists’ willingness to 

pay, they might decide on optimal payment rates and most efficient and fair use of finances. 

Keeping the above in view, the study carried out estimation of WTP of tourists for 

addressing the impact of tourism on nature and creating funding for the enhancement of forest 

conservation and development activities in Sa Pa, one of famous tourist attractions in Vietnam, 

as a case study for a possible consideration of socialization of tourism in Vietnam. 

2. The study site 

Sa Pa is a mountainous district in western Lao Cai province. At the average height of more 

than 1,500 m above sea level and surrounded by forests, climate around Sa Pa district is 

characterized by temperate zones, average temperature ranges from 15 to 18°C, extremely 
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suitable for convalescence tourism. The natural area of Sa Pa district is 68,329 hectares; the 

population is about 59,176 people of ethnic groups such as Hmong, Dao, Tay, Giay, Xa Pho, 

Kinh and Hoa (Electronic portal of Sapa district, 2017) 

To date, Sa Pa is one of the most popular tourist attractions of Vietnam. Regarding scope, 

the study was conducted in Sa Pa district, Lao Cai province for the following reasons: Firstly, Sa 

Pa is the most popular tourist attraction of Lao Cai province with 1,720,000 visitors arrivals in 

2017 (Of which domestic visitors accounted for 84.9%) with revenue from tourism is estimated 

at VND 2,755 million (Lao Cai Department of Culture, 2017).  In recent years, the number of 

tourists to Sa Pa boomed dramatically However, the speed of development of infrastructure does 

not keep up with the increase of tourists, causing Sa Pa to overload in all aspects such as traffic 

congestion, power outages, water outage, etc. Accordingly, the development of tourism must be 

green and sustainability-oriented, harmoniously combined between economic and environmental 

interests. Tourism is an economic sector which "depends for its very existence on quality natural 

environments as well as the local cultural and social identity". The massive development that 

ignores the preservation of cultural and social potentials, the unique cultural heritage of the 

ethnic minority community, the environmental landscape creates an unsustainable development 

in the long run term. Secondly, Sa Pa district was planned to “Mountain Convalescence Urban” 

in the master plan for development of Sa Pa National Tourist Resort in Lao Cai Province through 

2030 according to Decision No.1845/QD-TTg dated 26 September 2016 of Prime Minister. 

Therefore, the explosion of extremely strong tourist in the coming time will create a great impact 

on the local environment and society. 

3. The study methodology 

3.1. Method of data collection 

This study uses both primary and secondary data. The study has conducted a field survey 

in Sa Pa from May 25th to 30th, 2018 to get insight to organizational methods and infrastructure 

in tourism in the study area. In addition to collect secondary documents, the consultant team has 

also carried out some pilot interviews with domestic tourists and international tourists. With the 

number of tourists to Sa Pa in 2018 are 1,720,000 people (Lao Cai Department of Culture, 2017), 

formula for calculating sample size for infinite tourists (greater than 50,000) (Godden, 2004) is 

used. Where, Z is a parameter interval, with Z2 =2.706 (the equivalent of the confidence interval 

is set at 90%); P is the probability of making a choice, assumed to be 0.5; c is the marginal of 

error, chosen at 0.065.  

 

Applying the above formula, the sample size is 160. Therefore, the researchers 

recommended number of interviewees is 160 people. 

3.2. Contingent Valuation Method (CVM) 

The mainstream literature classifies the different methods for estimating WTP into 
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revealed and stated preference methods (Bateman et al., 2002). In case it is not possible to 

observe preferences revealed by actual market behavior, it is necessary to make a judgment on 

the potential impact or absence of empirical evidence on how individual consumers may react, 

stated preference methods allow to do that (Arrow et al., 1993). This methodology can be used to 

determine future hypothetical value of commodities and interventions. There are two main types 

of stated preference methods, namely the revealed Contingent Valuation Method (CVM) and 

Choice Experiment Method (CEM). (Competition Commission, 2010). 

The CVM is one of the most used techniques for valuation of environmental benefits, in 

general (Hosking, 2007). It is often used to estimate total economic value (Cook et al., 2018), 

cost benefit analysis (Bateman et al., 2006, Wu and Lu, 2018, Banerjee et al., 2018), economic 

value of species conservation (Baral et al., 2007), biodiversity conservation (Tonin, 2018), policy 

impact assessments (Carson, 2011). However, CVM is still a controversial method because of 

the validity and the reliability of the results, and the effects of various biases and errors 

(Venkatachalam, 2004). 

In CVM, the form of the question for willing to pay or willing to accept can take one of the 

following forms: namely open ended, single dichotomous choice, double bounded dichotomous 

choice, modified dichotomous choice method, payment card method, iterative bidding games 

(Geleto, 2011). The dichotomous choice format, both in the single and the double bound 

formulation, is currently the most widely used of the elicitation formats among practitioners of 

contingent valuation because of its incentive compatibility property (Fonta et al., 2010, Alberini 

and Cooper, 2000, Calia and Strazzera, 2000). In which, double bounded model is done more 

due to its greater statistical efficiency and reduced coefficient variance compared to the single 

bounded version (Hanemann et al., 1991). In the double bounded approach, participants with 

WTP are asked a closed-ended question twice in relation to bid offers. If the answer to the first 

question was ‘no’ then the second question offered a lower bid; if the answer to the first question 

was ‘yes’ then a higher bid was communicated. 

However, even with these advantages over other methods, the empirical evidence has 

shown that dichotomous choice is still subject to some barriers, namely through bias (Cummings 

and Taylor, 1998, Halstead et al., 1992) (respondents who may actually place a higher or lower 

than average value on the commodity in question but refuse to pay on the basis of ethical or 

other reasons). These biases can be grouped into three broad categories: (i) yea-saying bias. This 

one is the tendency of respondents to agree with questions regardless of the content (Blamey et 

al., 1999). Yea-saying bias can be classified into interviewer bias (a respondent may try to please 

the interviewer and say ‘yes’ when really he should truthfully say ‘no’) and social desirability 

bias (the tendency of some respondents to report an answer in the best possible light what to be 

more socially acceptable than would be their "true" answer) (Bateman and Mawby, 2004, 

Bateman et al., 2002, Fisher, 1993); (ii) starting point bias (also referred to as anchoring bias, 

what is that the first bid value provides participants with the psychological impression that the 

quantity to be estimated could be near this value) (Cameron et al., 1994). Designing appropriate 

questions is particularly important in minimizing this bias (Harris et al., 1989) and (iii) “protest 
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zero bids (occurs whenever individuals who oppose or do not approve of the survey fail to 

respond, place a zero value on a good that they actually value) (Halstead et al., 1992). Some 

previous studies also reported a high protest zero rate, nearly 50% or higher (Desvousges et al., 

1987). A protest zero response may be due to a variety of reasons: free riding, opposing to the 

interview in general, or to the payment vehicle (Strazzera et al., 2003). 

Traditionally, there have been three approaches means of dealing with bias: (1) use follow-

up questions aimed at identifying the likely yea-sayers who then can be excluded from the 

analysis if necessary (Ready et al., 1996). However, deleting protest zeros bids may result in an 

upward bias in WTP estimates (Meyerhoff and Liebe, 2006); (2) treat the protest bids as 

legitimate zero bids and include them in the data set; or (3) assign protest bidders mean WTP 

values based upon their sociodemographic characteristics relative to the rest of the sample group 

(Halstead et al., 1992). There is currently no single set of best practices to address protest 

responses in estimation of WTP (Johnston et al., 2017). 

3.3. Study design 

The data collection tool of this study was designed based on CVM questionnaires on 

visitor payments for forest conservation and development activities. Prior to the formal 

investigation, we conducted a two-day trial to revise and finalize the research tool and, more 

importantly, to select the appropriate price for the official investigation. 

In this study, In order to reduce some of the potential biases of the contingent valuation 

method, we use a modify double-bound dichotomous format proposed by Blamey et al. (1999) to 

minimize yea-saying bias. This model allows respondents to express their views to the stated bid. 

They may refuse but still show personal support for the policy given. Within the response 

format, the respondent has many options for supporting (or not supporting) the public good, 

rather than exclusively stating their WTP, and this is expected to reduce the presence of yea-

saying. Previous studies provide some evidence that this format could reduce yea-saying arising 

in dichotomous choice CV studies (Nocera et al., 2002, Svedsater, 2007).  

In the study, information from these pilot questionnaires helped to design the official 

questionnaire which is more focused and more suitable to the characteristics of Sa Pa. The 

official questionnaire is divided into 4 parts as: introduction, satisfaction for what you have 

experienced in Sa Pa, valuation questions, and socio-economic conditions of interviewees. 

Based on the results of the pilot survey, we conducted the valuation of the CVM study, 

consisting of three main components: 1) scenario description; 2) bid levels; 3) the visitor's desire 

to use the proceeds of their payment. In this section, we are based on modified double bounded 

dichotomous choice model with follow-up questions. Accordingly, the three starting bids are Bi 

= 40,000 VND; 50,000 VND; 70,000 VND. In this study, efforts to increase the accuracy of the 

WTP distribution across the survey sample as a whole were undertaken by randomly varying the 

bid amounts. It helps to reduce the possible influence of starting-point bias (Veronesi et al., 

2011, Green et al., 1998). After the first question, if they answer yes (Y), then ask the next 

question at a higher bid (60,000 VND; 70,000 VND or 90,000 VND). Conversely, if they do not 

agree (N), the next question will be the lower bid (30,000 VND or 50,000 VND). After stated 

question with fixed bids, respondents are asked their willingness to pay in kind (Figure 2).  



2525 

 

 

 

 

 

 

 

Q.1. Your financial contribution will contribute to improving the quality of tourism related 

to public services (landscape protection, keeping tourist spot clean, upgrading infrastructure, etc.). 

If a payment of … VND/person is applied, would you pay for it? (Please choose the one option 

which most closely resembles your view). 

(1) Yes 

(2) No [go to Q.2] 

(3) Yes, but a lower price [go to Q.2] 

(4) Yes, if there is a financial reporting mechanism and an independent audit report of the fund 

(5) Yes, if money is used for forest protection and development and public services 

(6) Yes, if other people agree to pay 

(7) Yes, other reasons: (specify)……………………. 

(8) Don’t know/Not sure 

Figure 2: Modified double bound dichotomous model with follow-up question 

The questionnaire model was developed for use in this study is presented in Figure 3 and Figure 4. 

Figure 3: An example of an estimation question used in the study 

Q.3. If your answer is no. Why are you not willing to pay for ? 

(1) I support policy but I can not afford to pay for 

(2) I think the financial contribution in money is not necessary 

(3) I do not believe paying will solve the problem 

(4) I think it is the government’s responsibility 

(5) I do not believe that money will be used effectively  

(6) I oppose the preservation program regardless of costs 

(7) I think Sa Pa's status is very good and does not need to be protected 

(8) Other reasons: (specify)……………………. 

Figure 4: An example of options for explaining the "no" response to bids 

Initial bid (Bi) 
40.000 VND  

(50.000/70.000 
VND) 

 

60.000 VND  
(70.000/90.000 

VND) 
 

30.000 VND  
(30.000/50.000 

VND) 
 

Second 
bid 

 

Y 
 

 

N 
 

WTP in kind 
 

N 
 

Y 
 

N 
 

Y 
 

WTP in kind 
 

WTP in kind 
 

WTP in kind 
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In the study, the protest bids is treat as legitimate zero bids and include them in the data 

set. The information collected from the survey is used to determine the benefit (WTP):  

 

Where, WTP implies for willingness to pay of respondents; X is a vector of individual 

affecting their WTP, including: (i) the respondents’ socio-economic characteristics (income, 

education); Assess the need for implementing community projects and landscape conservation in 

Sa Pa (Importance); Assess the cost they spent on the trip to Sa Pa (Cost) through the likert scale 

(no, little, somewhat, very, very much), Costand (iii) whether they have plans to visit it again 

(Fvisit). bi denotes the initial bid amount to form the next willingness to pay,   is a vector of 

unknown parameters, and  is a zero mean random variate.  

To overcome the deviation due to sample selection bias, the study uses the Heckman's two-

step model (Herriges and Shogren, 1996). Heckman's estimation procedures include: (1) The 

first step in the model is to use a probability unit to estimate the value of the dependent variable 

based on the respondent's willingness to pay. Whether a person decides whether pay or not can 

be construed as an optional function: 

 

 

Where,  is the binary variable, representing the affordability of the ith person. The 

variable  takes value of 1 if the respondent is willing to pay and 0 if not;  is the 

coefficient of estimation (the slope); is the family of independent variable consisting of 

age, income, and gender.   

(2) Calculate the Inverse Mill's Ratio (IMR) from the results obtained from the regression 

model. An IMR is a connection variable that determines whether to join (pay or not) with the 

equation it represents. The respondent's willingness to pay is estimated using the least squares 

method (OLS) in the second step of the Heckman model.  

To estimate the WTPmean of visitors for funds related to financial enhancement to invest in 

sustainable tourism and to improve the quality of tourism infrastructure, the study used the 

Turnbull technique, non-parametric approach (Haab and McConnell, 2002). Based on the 

respondents' responses, the study conducted a statistic of the willingness rates of the respondents 

(ti) and the ratio of the number of responses "Yes" divided by the total number of respondents 

(Pi).The equation is as follows:  

WTPmean =  

4. Results 

4.1. Bids and analysis of no-responses and protest responses 

In the study, 160 tourists were selected randomly and in-depth interviewed using a well-
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structured pretested survey schedule. Domestic tourists (91.25% of respondents) to Lao Cai are 

mainly from big city centers such as Hanoi, Ho Chi Minh City, Da Nang and neighboring 

provinces. International tourists (8.75% of respondents) to Sa Pa nowadays are mainly via Hanoi 

railway. More specifically, 92.5% of tourists to Sa Pa stated their main purposes of this trip is 

visiting, exploring the cultural values of the eco-tourism areas and host community. The 

distribution of CV replies to the bid amounts of these groups are shown in Table 1. 

Table 1: Bids and proportion of CV-answers 

Bids 

(Bid1/Bid2) 

YY 

(%) 

YN 

(%) 

NY 

(%) 

NN 

(%) 

Other prices 

(%) 

40,000 (30,000/60,000) 1.9 1.9 11.3 16.9 8.8 

50,000 (30,000/70,000) 3.1 4.4 9.4 16.9 13.8 

70,000 (50,000/90000) 1.3 3.8 3.8 25.6 23.1 

Note: Bid1 / Bid2 is the first and second bid. YY is the percentage of people who agree to pay 

at both bids. YN is the percentage of respondents who agree to the first bid but deny the next higher 

bid. NY is the percentage of respondents who refuse to pay at the first bid but accepts a lower second 

bid. NN is the bid at which people refuse to pay at both bids. Other prices are the percentage of 

people who agree to pay at a different price (higher or lower) after two payment questions. 

Research results show that 6.3% of respondents agree with the price offered in the two 

main WTP questions. 10% of respondents agreed to pay the bid amount initiated, but declined 

the bid higher in the next WTP question. In contrast, 24.4% of respondents declined the initial 

bid amount but agreed with the lower bid in the next WTP question. About 59.4% of the 

respondents declined both bids. After the second payment question, respondents were asked a 

follow-up question about a price they were willing to pay. The results show that 45.6% of 

respondents provided a different payout price (higher or lower than the bid). More specifically, 

95.2% of the agreed payees said they would pay the condition that the funds had to be 

transparent and expendable and audited from an independent organization. Respondents’ 

refusing to pay were also asked about their reasons for their reply. A series of reply options in 

the follow-up question were provided to determine whether those unwilling to pay represent a 

real ‘no’ or protest towards some aspect of the CV scenario. The results are presented in Table 2.  

Table 2: Respondent's reasons for being not willing to pay 

Reasons Percentage 

I support policy but I can not afford to pay for 12.5 

I think the financial contribution in money is not necessary 17.2 

I do not believe paying will solve the problem 45.3 

I think it is the government’s responsibility 52.6 

I do not believe that money will be used effectively and transparently 85.2 

I oppose the preservation program regardless of costs 7.8 

I think Sa Pa's status is very good and does not need to be protected 25.6 

Other reasons 3.2 

The survey result also provides an interesting discovery for the reasons that respondents 

refuse to pay. The first reason is trust in the effectiveness and transparency of funds rather than 
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lack of current or future use benefits. This may be explained by the belief in the transparency of 

the state management of people remains relatively low (Transparency International, 2017, 

Transparency International, 2016). In addition, 52.6% of respondents think that it is the 

responsibility of the state, forcing them to contribute is unreasonable. Therefore, in order to 

effectively apply socialization policy, two priorities need to be implemented: (i) The use of funds 

collected must be in the right purpose such as conserve local socio-culture, cultural heritage and 

traditional values, and contribute to inter-cultural understanding; (ii) The payment derived from 

tourist and expenditures need to be independently audited to ensure transparency. In addition, the 

Fund may consider publicly disclosing payment information on the Website’s Fund to share 

information with stakeholders, enhance the transparency of the use of revenue. (iii) In order to 

promote socialization policy really come to life with high consensus from the stakeholders, the 

dissemination and popularization of the policy must be done in advance. The content that 

communication should focus on include: the nature of policy, scientific basis on the payment and 

the actual effect of of participating in paying which will boost sustainable tourism. A specific 

method of communication is to print the information on policy (payment level, meaning of 

payment, etc.) into room bills. The information printed on the room bills not only is a good 

media of communication but also ensure transparency in the implementation of policy. 

4.2. Evaluation of WTP 

In the study, we used Heckman’s two-step model to examine the construct validity of CV 

results. The model consists of two equations, including one equation for the binary choice of 

whether to pay amount for (Di), and one equation for OLS to identify the factors that affect the 

willingness to pay of respondents (W). The CV model results are presented in Table 3  

Table 3: Results of the interval regression estimation of the valuation function 

Variables Coefficient (β) Standard deviation P value 

Bid -0.041513 0.071189 0.5607 

Income 15.53048 7.416.542 0.0380 

Education 6.988931 1.480.831 0.0000 

FVisit 0.571988 2.595.820 0.8259 

Importance 5.871613 1.272.730 0.0000 

Cost -5.138554 2.439.501 0.0368 

Constant -39.53420 1.919.163 0.0411 

Sample selection equation 

Age -0.018970 0.017129 0.2699 

Gender -0.338874 0.360877 0.3492 

Income 1.950.478 0.455943 0.0000 

Constant -2.310.957 1.177.181 0.0515 

Summary statistics 

Inv. Mills Ratio 1.526.381 7.075019 0.032609 

Sigma 1.147.998   

Rho 1.329.603   
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The results Table 3 illustrate that the sign of coefficients (β) of "income" variable, 

"education" variable, "importance" variable are positive and significant in all models.  

Meanwhile, the coefficient of the cost variable reflects the negative relationship with the 

willingness of the tourists. This is in line with economic theory. Age variable, gender variable is 

not statistically significant in the model. On the other hand, the fact that the bid variable in the 

model is not statistically significant can be interpreted as evidence of construct validity. 

In the study, protest bids are considered as legitimate as the CV aims as measuring the 

values of a proposed policy rather than a commodity. Tourists' willingness to pay is calculated 

using the Turnbull method. 

Table 4: Estimation of the willingness to pay by the Turnbull method 

Bids (ti) (VND) 
The percentage of respondents willing to pay 

(Pi) (%) 

0 13.75 

10,000 16.875 

20,000 21.25 

30,000 21.875 

40,000 4.375 

50,000 9.375 

60,000 3.75 

70,000 6.25 

80,000 1.25 

90,000 1.25 

Using Turnbull method, the survey on tourists showed that tourists could be willing to pay 

amount at VND 7,000/person (equivalent to 0.3 USD/person) for the collection amount as an extra 

avenue through which to meet their aims of enhancing public funds and creating stronger fiscal 

systems for local public services and the preservation of the natural environment, culture, etc. 

5. Conclusions and policy recommendations 

Tourism is a key economic sector in Lao Cai, in which Sa Pa is the most important 

destination. Being by forests, with natural and climatic conditions, Sa Pa's tourism is geared 

towards eco-tourism, convalescence and sustainable development. The massive development of 

tourism without control will create significant environmental, landscape and cultural 

implications for indigenous peoples. 

The mobilization of resources in society is extremely important to ensure the sustainability 

of tourism development in the context of limited public funding. However, when introducing any 

kind of payments, consideration should be given to potential impacts that may follow. Using CV 

method, the survey on tourists showed that if there is a transparent mechanism on the 

disbursement of funds, tourists could be able to pay at VND 7,000/person (equivalent to 0.3 

USD/person). This result can be used to consider applying a number of current popular policies, 

such as PFES, tourism tax. 
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As the payment vehicle, 45.6% of the respondent who agrees to pay for said that the 

payment should be based on the donation of tourists. 54.4% of them agreed to their contribution 

through taxation. However, it should be calculated to ensure that there is no overlap. For 

taxation, one of the popular tools to generate financial resources for the purpose of reinvesting 

sustainable tourism, improving the quality of tourism at destinations is tourism tax, also known 

as city tax (Daley, 2017, European Commission, 2017). This one is mainly paid for by tourists, 

citing taxes on accommodation stays as an explicit example (Dwyer et al., 2010). The hotel room 

tax is the most widely employed tourism tax in the world (Mak, 2016). It is collected by the local 

government based on the number of days that tourists stay (excluding VAT), charge at between 

5-10% room rates (Daley, 2017). This taxation is fairly and evenly applied, non-discriminatory 

on nationality, ethnicity. The effect of this tax is that it increases the cost of stay of tourists. At 

the same time, it creates revenue for the local people to improve service quality.  

In terms of tourism infrastructure, given orientation for developing tourism infrastructure 

of Sa Pa, total accommodation rooms by 2020 shall be 6,000 rooms. The number of rooms is 

expected to reach 15,000 rooms by 2030, including 3,000 hotel rooms ranked from three stars or 

more (Government of Vietnam, 2016). With an average booking rate of 0.45 as current. If 

tourism tax is applied at Sa Pa, with payment level at 7,000 VND, the estimated total revenue 

could be 6.9 billion VND in 2020 and increase to 17.2 billion VND in 2030. This is an important 

financial source to promote the effectiveness of public activities. 
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Abstract: This paper employs the gravity model to investigate and analyze the 

determinants of Vietnam’s exports to ASEAN countries over a period of nineteen years, from 

1997 to 2015. The results show that the increase in the GDP of Vietnam and of trading countries, 

Vietnam's population and the large population of importing countries, the change of real 

exchange rates, the regional free trade treaties that Vietnam signed, the shared borders with the 

importing countries, all have different influences on Vietnam’s export of different product 

groups. The results of this paper may be beneficial to the Vietnamese government and exporting 

companies in setting their export goals and policies. 

Keywords: Vietnam; economic integration; ASEAN; gravity model. 

 

1. Introduction 

Vietnam is a developing country with a rapidly changing economy. Economic integration 

with other countries has brought growth and development, but also poses major new challenges for 

the national economy. In the modern era, business globalization and international integration are 

the engines of economic growth for all nations. Cooperation and consolidation of countries deeply 

impacts both the individual countries and all nations worldwide. In the opinion of most policy 

makers, integration is the best chance for reform and innovation. Globalization and international 

economic integration not only create opportunities for developing countries, they also force them 

to face challenges. Removing tariff barriers to facilitate global free trade is a big challenge, for 

example. Reducing tariffs not only affects tax policy in general; more important is its role in 

transforming the national economic structure and modernizing the social economic policy of the 

state. In addition, globalization leads to extra competition in trade. The reduction of tariff barriers 

has increased global competition. To develop more fully in this new business environment, 

Vietnamese enterprises must reform non-stop, improve technology, and adopt new practices such 

as building brand recognition and value. These are powerful strategies for adaptation as the global 

economy continues to evolve. Government policies have an important role to play in fostering the 

social and economic conditions that enable the nation to execute these strategies. 

Understanding the benefits of economic integration, on July 28th, 1995, Vietnam became 

an official member of ASEAN. So far, together with other ASEAN members, Vietnam has put a 
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lot of effort in attempting to establish the free trade area of ASEAN (AFTA) and AEC (2015). 

After over twenty years of "Doi moi", it is the first time Vietnam has taken part in a regional 

economic cooperation. Vietnam-ASEAN trading relations have considerably improved. ASEAN 

member countries have become increasingly important business partners of Vietnam. The 

average growth rate of Vietnam-ASEAN trade is at 20-25% per year. Hence, the important issue 

now is how to increase exports to a high rate in the coming time. To do this, we need to 

understand clearly the factors influencing the export value of Vietnam to ASEAN countries. 

Relating to this there have been many researches conducted in the field of export and 

factors impacting on it. Some studies concentrate on Vietnam’s export (Dao Ngoc Tien, 2010; 

Thai Tri Do, 2006; Nguyen Bac Xuan, 2010; Trang and Nam, 2011) or the impact of ASEAN 

members on trade (Heo and Kien, 2009; Ruzita, Zarina and Norma, 2009; Kim, 2010). However, 

most of these papers concentrate on Vietnam’s total export value. These researches, therefore, 

can only give general results; and there is still little known of scrupulous impacts on the export 

value of different product groups of various factors. Although a rich field of literature on the 

Vietnamese economy is available, further studies are needed. This paper aims at addressing those 

effects in detail. 

In this paper, product groups will be classified based on the Standard International Trade 

Classification (SITC) method of the United Nations. And the research will use a gravity model - 

which is applied widely for international trade analysis – for the period from 1997 to 2015. The 

purpose of this paper is to answer two main questions: (i) What are the determinants of 

Vietnam’s export value for different product groups to ASEAN countries? (ii) What are the 

differences in the directions of the impact that these determinant cause for export value in the 

case of each product group? Based on these analyses, the paper will suggest some useful 

solutions for the Vietnamese government to improve export effectively to ASEAN countries. 

2. Literature review 

One of the most useful empirical approaches in trade, especially liberal trade is the gravity 

model. The model was first used by Tinbergen in 1962 based on Newton’s law of physics, which 

equates that the gravitational attraction between two objects is the product of their masses 

divided by the distance between them. The simplest form of gravity model in international trade 

is expressed as: 

Fij = φ (Mi * Mj/Dij) 

In which, Fij indicates the exports, imports or trade volume from country i to country j, 

depending on the author’s purpose. Mi and Mj are the economic mass of each country, for 

example: Gross Domestic Product (GDP) or GDP per capital. Dij measures the distance between 

country i and country j; and φ is a constant of proportionality. Since the late 1970s, the gravity 

equation has been improved in order to be used for different purposes. Carrere (2006) uses a 

gravity model to assess ex-post regional trade agreements with 130 countries and panel data over 

the period 1962 - 1996. His results mention that a correct number of dummy variables allows for 

identification of Vinerian trade creation and trade diversion effects, while the estimation method 
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takes into account the unobservable characteristics of each pair of trade partner countries, the 

endogeneity of some of the explanatory variables as well as a potential selection bias. Results 

also show that regional agreements have generated a significant increase in trade between 

members, often at the expense of the rest of the world. 

Heo and Doanh (2009) examine the impacts of AFTA on trade flows in Vietnam and 

Singapore. Their results show that both Vietnam and Singapore’s trade with the rest of the world 

after joining AFTA has increased faster than their trade with ASEAN countries. AFTA will not 

lead to trade increasing immediately because of dissimilarities in income level, demand patterns, 

infrastructures and trade policies, but integration and globalization will have enhanced 

communication, broken down cultural barriers, and facilitated transactions. Heo and Doanh also 

conclude that physical distance plays a very important role in terms of trade due to transport 

costs. Language and ex-colonizers will be advantages in trade, and GDP gaps among members 

are a negative impact on bilateral trade. 

Nguyen Bac Xuan (2010) in his paper, used the gravity estimation technique to investigate 

the determinants of Vietnamese export performance in a panel data framework. His results 

demonstrate that the gravitational attraction between the local and destination economies, 

transport costs and exchange rate are the important factors which affect Vietnamese exports. 

Besides, ASEAN membership seems also to have been linked to Vietnam’s export flows, 

especially since it started to deepen its integration into the regional economy. In addition, 

transport costs play a significant part in the Vietnamese export performance. Higher transport 

costs hinder export activities and conversely, reduced transport costs support Vietnamese 

exports. However, the effect of transport costs on Vietnamese exports tends to decrease over 

time and Nguyen’s results imply that the government needs also to pay adequate attention to 

destination markets with cheaper transport costs. 

Thai Tri Do (2006), in his paper, finds the factors influencing the level of trade between 

Vietnam and twenty-three European countries in the OECD, and evaluates whether there are 

potentials for growth in trade between Vietnam and those countries. Using the gravity model with 

panel data and random fixed effect estimation covering the period of twelve years from 1993 to 

2004, his results indicate that the bilateral trade flows between Vietnam and EC23 are driven by 

economic size, market size and exchange rate volatility. However, distance and history seem to have 

no effect on bilateral trade between Vietnam and EC23. He also mentions that there is evidence of a 

small but significant negative effect of the real exchange rate on bilateral trade between Vietnam and 

EC23 confirming that exchange rate volatility does have an impact on trade. His results suggested 

that Vietnam needs to sign bilateral trade agreements with individual countries in EC23. 

3. Methodology and hypotheses 

To evaluate impacts of regional and global integration on the Vietnamese economy, 

especially liberal trade, the gravity model is the standard way. Based on the original model, 

Dao Ngoc Tien (2010) in his paper classified determination of trade flows in three main 

groups: factors impacting demand; factors impacting supply, and trade - attractive and trade - 

restrictive factors.  
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Figure 1: Gravity model in international trade 

 

Source: Dao Ngoc Tien  (2010) 

With factors impacting demand and supply, the GDP and population of a country usually 

are the most suitable candidates. Economic scale or size is measured by the national incomes of 

trading countries. The greater the economic size of a country, the larger is its potential ability to 

supply and demand. Thus, larger countries tend to trade more with each other and countries that 

are of similar size also trade more (Feenstra, 2006). Multiplying GDP represents the economic 

size of the two countries, also  representative of the productive possibility and market size; so the 

larger countries - with large production possibilities - are the most likely to reach economies of 

scale leading to increased exports of competitive advantage. Also large domestic markets have 

the possibility to absorb more imports, so the increase multiplied GDP has the possibility to lead 

to an increase in the volume of bilateral trade and it is expected that the coefficient is estimated 

to be greater than zero. We give:  

Hypothesis 1: GDP of Vietnam significantly influences Vietnamese exports and has 

different impacts on the export of different product groups. 

Hypothesis 2: GDP of import ASEAN countries significantly influences Vietnamese 

exports and has different impacts on the export of different product groups. 

Most empirical studies mention that population has a deep impact on the trading process. 

Population is used to estimate the market size of each country, which is a factor affecting 

international trade. The larger the market the more it trades, so the market size is expected to turn 

out with a positive sign. A larger population of trading partners will lead to a bigger domestic 

market and more potential customers. The positive effects of population are found in Carrere 

(2006), Kien and Hashimoto (2005). But on the other hand, the bigger absorption effect of this 

domestic market causes less reliance on international trade transactions, indicating a negative 

impact on bilateral trade. The negative impacts of population in both importing and exporting 

countries is found in Martinez-Zarzoso and Nowak-Lehmann (2003). In Vietnam’s case, all 

empirical studies such as those of Dao Ngoc Tien (2008), Thai Tri Do (2006), Trang and Nam 

(2011), show a positive relationship of exports with these factors. Hence, we give two 

hypotheses as follows. 
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Hypothesis 3: Vietnam’s population will significantly impact Vietnam’s export. We expect 

the population variable will be positive and have different impacts on the export of different 

product groups. 

Hypothesis 4: The population of trading partners will have a positive impact on Vietnam’s 

export and have different impacts on the export of different product groups. 

Distance and borders between trading partners play a very important role due to the transaction 

costs of goods since greater distance increases transaction costs. Especially, having the same borders 

will reduce this cost to a minimum. McCallum (1995) investigated whether national borders matter 

for trade. He examined the trade patterns of Canadian provinces showing that borders matter because 

the typical Canadian province trades 22 times more with other provinces than with American states 

of a given size and distance. His results show that whatever the reasons may be and whatever the 

future may hold, the fact that even the relatively innocuous Canada-U.S. border continues to have a 

decisive effect on continental trade patterns suggests that national borders in general continue to 

matter. Actually, the distance factor reflects the cost of international transactions of goods and 

services and brings negative effects to trade, according to Bougheas (1999), Clarete et al. (2003) and 

Martinez-Zarzoso (2003). Hence, we give four hypotheses as follows. 

Hypothesis 5: The distance between Vietnam and its trading partners will have a negative 

impact on Vietnamese export and have different impacts on the export of different product groups. 

Hypothesis 9: Border will have a positive impact on Vietnamese export and have different 

impacts on the export of different product groups. 

With policy makers, the exchange rate is a very important tool for controlling the trading 

process. Krugman and Obstfeld (2008) showed that the depreciation of domestic currency 

against foreign currencies will lead to an increase in domestic exports and reduce imports 

because the price of export goods in the international market will be cheaper, but the price of 

import goods in the domestic market will become more expensive. Micco, Stein and Ordoñez 

(2003) evaluate the impact of common currency and exchange rates by using the gravity model 

for 22 industrial countries of the European Union with a sample from 1992 to 2002. Their results 

show that monetary union is of great importance, not only for the current EMU members, but 

also for the rest of the EU. In addition, the exchange rate has a significant impact on bilateral 

trade. In this paper, the author introduces the real exchange rate as a control variable to capture 

the relative price effects. Hence, we have:  

Hypothesis 6: The real exchange rate will have a positive impact on Vietnamese export and 

have different impacts on the export of different product groups. 

Heo and Kien (2009), Nguyen Bac Xuan (2010), Ruzita, Zarina and Norma (2009), Kim 

(2010) confirmed the importance of ASEAN integration with its members in their paper.  

Jayasinghe and Sarker (2007) show that regional economic integration has deep impacts on 

trade. Hence, we give the most important hypothesis: Economic integration has significantly 

influenced Vietnam’s trade flows. We test the hypothesis with three integrations namely AFTA, 

ATIGA, GMS (Greater Mekong Sub region). We define ‘economic integration’ broadly enough 

to include any lateral trade agreements. Therefore, we have the following hypotheses. 
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Hypothesis 7: AFTA will have a positive impact on Vietnamese export and have different 

impacts on the export of different product groups. 

Hypothesis 8: ATIGA will have a positive impact on Vietnamese export and have different 

impacts on the export of different product groups. 

From the theory and the necessity of testing some hypotheses stated above, we construct 

the model as follows:  

 

Then after taking the natural log of model (1), we have model (2): 

 

In which: 

EXij: is the export value of group k from Vietnam to country j in year t  

k receives the value: 0; 1; 2; 3; 4; 5; 6; 7; 8 as  SITC code, besides, k also receives the 

value of primary products (total sum of Vietnamese export value of SITC 0; 1; 2; 3; 4) and 

manufactured products (total sum of Vietnamese export value of SITC 5; 6; 7; 8) 

A: Trade-attractive/ restrictive coefficient of trade flow between Vietnam and country j 

GDPit, GDPjt, POPit, POPjt: Gross Domestic Product and population of country j (Vietnam) 

respectively in year t 

DISij: is the geographical distance between Vietnam and country j 

ERijt: is the real exchange rate USD/VND in year t (the value of USD in VND) 

BORDER: is a dummy variable and receives value of 1 if country j and Vietnam share a 

common land border, and receives value 0 if vice versa.  

AFTA: is a dummy variable and receives value of 1 if after 2003 and ATIGA will be 1 for 

the years following years 2010. The author chose those years as it was in these years  a 

significant tariff elimination of FTAs had been practically undertaken in Vietnam. 

4. Data  

The model is estimated with the data from the period from 1997 to 2015. The value of the 

export of different product groups is generalized based on SITC classification with the data 

collected from the Vietnam General Custom Office (here we only consider 9 groups of SITC 

classification; those are: SITC 0; 1; 2; 3; 4; 5; 6; 7; 8 and 2 bigger groups that are primary and 

manufactured product groups. The data of GDP in current USD are collected from the General 

Statistics Office of Vietnam (GSO), and population are collected from World Bank data. The data 

of economic integrations are collected from different sources. The data of geographical distance 

are from Dao Ngoc Tien (2010). The data of exchange rate value are collected from IMF.  
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5. Results and discussion 

The author estimates the gravity model for Vietnam over a period of 19 years, from 1997 

through 2015 with the other 9 trading partners in ASEAN. The objective of the study was to 

examine the determinants of exports of Vietnam to ASEAN.  

Table 1: Summary statistics 

Variable Observation Mean 
Standard 
Deviation 

Minimum Maximum 

lnEXit 171 19.36 2.29 9.79 22.33 

lnGDPit 171 24.96 0.68 24.01 25.99 

lnGDPjt 171 24.59 1.75 20.97 27.55 

lnPOPit 171 18.23 0.06 18.12 18.33 

lnPOPjt 171 16.72 1.84 12.64 19.37 

lnDISij 171 7.02 0.44 5.97 7.48 

lnERit 171 5.42 3.46 0.28 9.73 

AFTA 171 0.68 0.47 0 1 

ATIGA 171 0.32 0.47 0 1 

BORDER 171 0.22 0.42 0 1 

Source: Author’s calculation 

Tables 1 and 2 present descriptive statistics and correlation analyses for the main variables 

included in the analysis. The correlation coefficients’ matrix reveals that most of the independent 

variables had low correlations (less than 0.5) with the dependent variables except for GDPjt 

(0.646) and POPjt (0.5281). Meanwhile, among the independent variables, it was observed that 

most of the variables produced low coefficients, except for GDPit and POPit (0.9896). In 

addition, most of the independent variables had positive relationships with the dependent 

variable, except for the ER and DIS. 

Table 2: Correlation Coefficient between the Variables 

 lnEXit 
lnGDPi

t 

lnGDPj

t 
lnPOPit lnPOPjt lnDISij lnERit AFTA ATIGA 

BORD
ER 

lnEXit 1.0000          

lnGDPit 0.4344 1.0000         

lnGDPjt 0.6460 0.3402 1.0000        

lnPOPit 0.4293 0.9896 0.3318 1.0000       

lnPOPjt 0.5281 0.0447 0.5837 0.0451 1.0000      

lnDISij -0.1093 -0.0000 0.4691 -0.0000 0.1669 1.0000     

lnERit -0.2011 0.0007 0.2114 -0.0019 -0.3867 0.3992 1.0000    

AFTA 0.3342 0.7917 0.2684 0.8194 0.0366 0.0000 0.0069 1.0000   

ATIGA 0.3620 0.8172 0.2854 0.7863 0.0358 -0.0000 0.0003 0.4615 1.0000  

BORDER 0.0289 -0.0000 -0.6801 -0.2097 -0.2097 -0.7720 -0.6681 -0.0000 0.0000 1.0000 

Source: Author’s calculation 
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The objective of the study was to examine the determinants of service export in selected 

developing Asian countries. The method used for estimating the model was a static linear panel 

analysis which consists of pooled ordinary least square regression (OLS), fixed and random 

effects. However, to choose the best model, several tests needed to be performed. The first test 

was the Breusch and Pagan Lagrangian multiplier (LM), which was used to choose between 

random effects and pooled OLS. The results from the Breusch-Pagan test indicated a preference 

for a random effects model to pooled OLS in the estimation model. As there are country-specific 

effects, the pooled OLS model shown in Table A (see Appendix) was considered to be 

unacceptable.  (P_value = 0.0011 <0.05)    

Next, the Hausman test was carried out to choose between random effects and fixed 

effects. The result in Table B (see Appendix) clearly shows that the null hypothesis failed to be 

rejected (P_value = 0.0000 < 0.05), and therefore it was concluded that the fixed effects model 

was the appropriate model.  

Before using the fixed effects model, Wald test modified for groupwise heteroskedasticity 

and Wooldridge test for autocorrelation is applied to detect heteroskedasticity and serial 

correlation in FE model.  Table C (see Appendix) shows that modified Wald test shows 

heteroskedasticity in the FE model, whereas Wooldridge test for autocorrelation shows a 

problem of autocorrelation in the model. However, this problem can be overcome by using a 

fixed effect model with weighting Generalized Least Squares (GLS) cross section weights. 

Variable 
Primary product group Manufactured product group 

SITC0 SITC1 SITC2 SITC3 SITC4 SITC5 SITC6 SITC7 SITC8 

lnGDPit -7.088*** -12.726*** -6.987** -12.512*** -7.308** -7.595*** -5.449** -4.535* -7.854*** 

 (-2.80) (-3.74) (-2.54) (-4.26) (-2.21) (-2.92) (-2.39) (-1.90) (-3.53) 

lnGDPjt 2.174*** 3.263*** 3.102*** 5.698*** 2.575*** 1.067*** 1.474*** 2.357*** 1.919*** 

 (7.19) (8.04) (9.43) (16.27) (6.53) (3.34) (5.42) (8.28) (7.23) 

lnPOPit 85.973*** 144.247*** 80.809*** 120.088*** 125.054*** 119.153*** 84.872*** 64.584** 107.201*** 

 (3.19) (3.99) (2.76) (3.85) (3.56) (4.30) (3.50) (2.55) (4.53) 

lnPOPjt 0.226 -0.253 -0.069 -0.303 0.889*** 1.314*** 0.666*** 0.489** 0.521** 

 (0.94) (-0.78) (--0.26) (-1.08) (2.83) (5.30) (3.07) (2.16) (2.46) 

lnDISij -0.363 -1.891** -1.692** -1.216 3.315*** -0.276 -1.196* -2.305*** -1.242** 

 (-0.52) (-2.02) (-2.23) (-1.51) (3.65) (-0.39) (-1.91) (-3.51) (-2.03) 

lnERijt -0.582*** -0.343* -0.477*** -0.703*** -0.956*** -0.846*** -0.621*** -0.751*** -0.735*** 

 (-4.37) (-1.92) (-3.29) (-4.56) (-5.51) (-6.18) (-5.18) (-5.99) (-6.28) 

AFTA -0.779 1.088 -1.275 -0.253 -0.993 -0.303 -0.624 -0.511 -1.393* 

 (-0.81) (0.84) (-1.22) (-0.23) (-0.79) (-0.31) (-0.72) (-0.56) (-1.64) 

ATIGA -0.05 0.530 -0.107 -0.797 -0.967 -0.941 -0.441 -0.337 -0.735 

 (-0.05) (0.41) (-0.10) (-0.71) (-0.77) (-0.95) (-0.51) (-0.37) (-0.86) 

BORDER 9.533*** 11.595*** 10.469*** 22.522*** 18.854*** 10.580*** 8.954*** 9.162*** 9.956*** 

 (7.23) (6.56) (7.30) (14.75) (10.98) (7.81) (7.55) (7.38) (8.60) 

Constant -1433.264*** -2368.218*** -1351.77*** -1996.891*** -2200.254*** -2020.583*** -1438.329*** -1102.932*** -1794.918*** 

 (-3.31) (-4.07) (-2.87) (-3.98) (-3.89) (-4.53) (-3.69) (-2.70) (-4.71) 

Wald chi2 157.60 216.95 194.04 541.49 340.19 260.86 236.85 265.78 232.89 

Table 3: Estimation result (GLS) 

Source: Author’s calculation  
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Notes: 

 * : p value lower than 10% 

 ** : p value lower than 5%  

 *** : p value lower than 1%  

 ( ) : z statistic value 

 SITC 0 : Food and live animals 

 SITC 1 : Beverages and tobacco 

 SITC 2 : Crude materials, inedible, except fuels 

 SITC 3 : Mineral fuels, lubricants and related materials 

 SITC 4 : Animal and vegetable oils, fats and waxes 

 SITC 5 : Chemicals and related products, n.e.s 

 SITC 6 : Manufactured goods classified chiefly by material 

 SITC 7 : Machinery and transport equipment 

 SITC 8 : Miscellaneous manufactured articles 

The result in Table 3 shows that with Hypothesis 1, GDPijt which measures the economies 

of scale, is seen to have a negative sign in the export equation. The coefficients of the GDPijt 

variable are negative and are significant for all product groups. So we can conclude that if the 

GDP of Vietnam increase then the export value of all product groups decrease. In other words, 

holding all other independent variables constant, a 1% increase in GDPit causes decrease in SITC 

3 and SITC 4 products exports value of Vietnam. 

With the GDP of a country importing goods from Vietnam, there is a positive affect on the 

export value of all product groups. When GDPjt increases 1%, value of products exports of 

Vietnam also increases. In which, value of SITC3 product groups increases the most (5.698%). 

For the variable of Vietnam's population (POPit), as can be seen in Table 3, the 

coefficients of lnPOPit have the positive sign for all product groups. However, the variable of 

the importing countries' population (POPjt) have the signs that are varied for different 

product groups. In detail, if POPjt increases, then the export value of all product groups 

increase, except SITC 1, SITC 2, SITC 3. Hence, with Hypothesis 4, POPjt  has a different 

effect on different product groups. 

With regard to geographical distance, this determinant has negative impacts on all product 

groups (except SITC 4). Comparing impacts of this determinant on the export value of different 

product groups manifests the compliance with economic theory and shows the strongest impact 

of this factor in the model for SITC 1 and SITC 7 in particular and for the primary product 

groups in general. This fact is reflected in high absolute values of negative coefficients with a 
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low level of p value (p value is smaller than 1% means a high level of significant explanation of 

geographical distance in the models). To clarify this fact, we give the reason that the quality of 

food and live animals is influenced much more by transportation time in comparison with that of 

other groups, so the further the geographical distance, the much less the export value of these 

products of Vietnam than in the case of other products. This result reflects that  the further the 

distance from the importing country to Vietnam, the more difficulty there is in the export of 

Vietnam’s products, then the lower the export value. In contrast with many recent papers for 

other countries showing the fader role of geographical distance due to advances in transportation 

and telecommunication, this result reveals the ineffective operation of the transportation system 

as well as telecommunications in Vietnam and matches the advanced expectation. 

In consideration of exchange rate's influences, the coefficients are negative in all product 

groups and the p values of the variables are mostly lower than 5% and 1%. Nonetheless, in the 

model for the group SITC 0 (Food and live animals) and SITC 1 (Beverages and tobacco), the p 

value of the variable's coefficient is greater than 10%. And as a consequence, the role of the 

exchange rate is blurred in the variation of the export value of this group while it is very 

important in the case of other groups. As for the Exchange rate variable, the impact is stronger in 

the case of the manufactured product group than in the case of the primary product group. 

Similar to the above explanation, the fact is that the elasticity of demand for manufactured 

products with respect to price is relatively higher than that of primary products. This implies that 

devaluation of the VND leads to a reduction in Vietnam product groups’ export. This contradicts 

the theory that a low value of domestic currency leads to higher exports. However, the major 

portion of Vietnam’s exports depends on imports of intermediate inputs. Higher prices of these 

inputs might increase the price of exported products and thus reduce exports. 

The next variable in the models is common border. This determinant has a positive impact 

on the export value of all groups showing the highest level of significance as well as the greatest 

absolute value of coefficients in the table. Indeed, this variable has a correlation with the variable 

of geographical distance. However, because of its representation for many other factors, such as 

similarity of tradition, of culture, of neighbor relationship this variable is still remains in the 

models. And the result indicates the positive impacts of this factor as expected. In other words, 

Vietnam’s export value of different product groups to the countries sharing a common border is 

greater than others in conditions of ceteris paribus. In more depth, the export value of primary 

products is influenced much more than manufactured products. Hence, with this hypothesis, 

BORDERij has a positive affect on all product groups. 

Both AFTA and ATIGA aim to promote trade in the region by reducing barriers to intra-

ASEAN trade. The result shows that these two variables have different impacts on different product 

groups in which the export value of primary products is influenced much more than manufactured 

products. The coefficients are negative in most product groups and the p values of the variables are 

mostly higher than 10%. This result reflects that influences of free trade often are two-sided. On the 

one hand, free trade helps to create large markets and encourage production and exports. Under the 

CEPT Agreement, ASEAN member states give each other preferential tariff rates of 0-5%. This 
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helps Vietnamese products access a regional market that incorporates many substantial advantages: a 

population of more than 600 million, convenient transportation systems and relatively moderate 

requirements on product quality. Moreover, the reduction in import tariffs or duties lowers 

investment costs, thereby enhancing the competitiveness of Vietnamese products in the regional 

market. On the other hand, if the domestic economy as a whole is not strong and competitive enough, 

many economic sectors may forfeit even in the home market. Put simply, the home market will 

shrink and lots of enterprises that are rather weak and uncompetitive will be in danger of bankruptcy. 

Besides, throughout the realization of CEPT, changes in the trade structure will also arise and 

originate trade losses. The reason is that the regional trade liberalization allows intra-regional trade at 

lower prices due to lower tariff rates. Meanwhile, the same products produced by a non-ASEAN 

country at lower or equal production costs may become more expensive. This blocks inflows of 

goods from non ASEAN countries into Vietnam, thereby inducing a loss in taxation revenue (import 

duties) and raising import prices instead of lowering these. According to many economic researchers, 

compliance with CEPT will enhance Vietnam’s ASEAN import and export value with lower 

increases in exports than in imports. 

6. Policy implication  

Based on the discussion above, this part of the paper will present a combination of groups 

of solutions aimed at spurring the export value of all product groups of Vietnam.  

The solutions for the supply of goods for exporting 

The first point of this sub section is given based on the result of the positive impact of 

Gross Domestic Product (GDP) of both Vietnam and other countries’ imports on the export of all 

groups, especially for the case of manufactured goods. This result implies that if the Vietnamese 

economy transforms its structure more in to this sector, the contribution of GDP to export will be 

stimulated and there will be many more products for export than otherwise.  

Secondly, as can be seen from the estimation result part, Vietnam’s population does not 

contribute much to export due to low productivity, so we need to increase the effectiveness of 

this factor. We needs to enhance labor productivity in all aspects by all means: improve the 

quality of training human resources; develop the education service systems; construct a 

reasonable training program structure; and quickly solve the problem of the lack and low quality 

of labor in the production of the sectors which are for export.  

Thirdly, it is necessary to move the export product structure of Vietnam into the 

manufactured group. This point comes from the fact that the export growth of primary groups 

cannot remain at a constant level when the GDP of importing countries grows because of the 

specific characteristic of this group. Moreover, the ability of Vietnam to produce these goods 

(mostly are raw materials and fuel) is also at the level of upper restraint. Thus, we need to move 

the concentration of export into the group of textiles, footwear, electronic products, and 

computer and article products… which are the goods having potential and high price indices for 

export. The concentration should be put into both the quantity and quality of these products. 

However, together with moving the concentration, we still need to boost the quality of the 



2545 

primary group because of restraints in forcing export quantities means that the only way to retain 

a high export value for them is to increase their quality with a higher price. 

Fourthly, improve the competitive advantage of domestic firms. Economic integration 

brings many benefits to the Vietnamese economy, and it also poses challenges for Vietnamese 

enterprises. Lowering tariffs and other trade barriers will stimulate Vietnamese exports, but also 

opens local Vietnamese markets to stiff competition from foreign firms. Improving domestic 

competitiveness is a vital priority for Vietnam. The problem set includes the following items: (i) 

most Vietnamese firms do not have enough market information because information channels 

are inadequate. Business plans are often based on very limited experience and on personal 

feelings. Business plans not founded on facts and solid experience can be ruinous for the 

enterprises following them; (ii) approximately 90% of Vietnamese enterprises are small. 

Vietnam lacks large, multinational firms and the country is generally unable to benefit from 

economies of scale in commerce; (iii) most private companies in Vietnam operate on limited 

capital. Capital shortages dictate that enterprises will not have enough money to improve 

equipment and infrastructure. This in turn dictates that Vietnamese companies will never be able 

to compete in areas where modern equipment and techniques are required in order to be 

competitive; (iv) management capability in Vietnamese enterprises is very weak, and labor skill 

levels are low. Human resources are a very important factor for success in any company. 

Although significant numbers of Vietnamese personnel have been trained in advanced countries 

to date, a great deal of work remains to be done in this area. 

In the present era of trade agreements and economic integration with trading partners, 

Vietnamese firms must be prepared to change rapidly. They must constantly update market 

information and seek new markets. The Vietnamese government must make the business 

environment more transparent, and must develop easily accessible, highly reliable business 

information channels. Personnel training in advanced countries must be expanded, and the 

government must provide financial support for enterprises facing capital shortages and stiff 

foreign competition. 

The solutions impacting on demand of goods  

The average ASEAN GDP-weighted growth rate since 2000 has been 5.2% per annum - 

this is notable not just because it is faster than the global average of 3.8% per annum, but also 

because of its stability. The GDP of ASEAN countries will expand in the future, as along with its 

stable footing, intra-regional ASEAN trade will grow quickly. Vietnam's export to ASEAN 

countries will increase. Vietnam needs to gain opportunities, tariff barriers will be lifted; non-

tariff barriers will be reduced to facilitate the movement of Vietnamese goods, services, capital 

and skilled labor within the ASEAN region. Not only will an opportunity to access and expand 

the intra-regional market, with around 625 million people and an annual GDP of USD 3 trillion, 

be opened up, ASEAN is also an intersection of many bilateral trade agreements between the 

region and external partners and other regions across the world. Hence, businesses can access 

external markets with great economic scale, such as China, the Republic of Korea, Japan, 

Australia, New Zealand, India and Hong Kong via existing FTAs of ASEAN+1, and the 
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ASEAN-Hong Kong Agreement and the Regional Comprehensive Economic Partnership 

(RCEP) in the future.  

Besides, the results show that importing countries' population has positive impacts on 

product groups export. So, Vietnam should priority focus on export markets with large 

populations in the regional area of ASEAN. A higher population means a bigger market, and 

more potential customers will bring more chances for Vietnamese exports. 

The solutions for increasing trade - attractive factors and reducing trade - restrictive factors 

Firstly, based on the result of distance’s negative impacts on export values, Vietnam needs 

to develop a transportation system and infrastructure to facilitate export, especially for primary 

products, which are influenced most negatively by geographical distance. The Vietnamese 

government should assist exporting enterprises by improving public infrastructure, developing 

sea transportation  and simplifying existing customs clearances. 

Secondly, because the factor of sharing a common border has a positive impact on all 

groups, Vietnam should exploit firstly all markets that it shares a common border with, 

especially the Laos market and Cambodian market. With the common border, we have many 

advantages such as close distance, similarity of culture leading to similar demands for goods, 

close neighbor relationship and close cooperation of politics. These factors easily remove 

barriers to trade for  Vietnam and make exports flow more smoothly to neighboring countries 

than to others. 

Thirdly, managing the exchange rate to promote export. The exchange rate is a very 

important tool for controlling the trading process. The depreciation of domestic currency against 

foreign currencies will theoretically cause an increase in domestic exports and a reduction in 

imports because the price of export goods in the international market will be cheaper, and the 

price of imported goods in the domestic market will become more expensive. Vietnamese policy 

makers have used the foreign exchange rate as a tool to control the trading problem. They have 

often depreciated the exchange rate with the goal of reducing the trade deficit. But depreciating 

the exchange rate does not really increase exports, but rather just reduces imports a bit. In 

addition, depreciating the Vietnamese domestic currency causes many problems, including 

currency dollarization, gold hoarding versus necessity spending, and distrust of the domestic 

currency. Many Vietnamese firms require payment in dollars to protect themselves from 

exchange rate depreciation. And many Vietnamese find other investment channels to protect 

their currency value, such as buying gold or foreign currency or assets. Although the interest rate 

for the dollar is very low, many people prefer saving dollars over VND savings. Since the result 

is the negative impact on export value due to the depreciation of the Vietnam dong, the 

implication here is that Vietnam should give careful consideration in devaluing the domestic 

currency. The application of this method needs a careful consideration of other negative 

consequences—such as inflation or the retaliation of other countries. Thus, we need to use this 

policy in a flexible way suitable to a particular situation as well as with different objects of 

economic development in different periods. The currency depreciation policy must be replaced 

by other solutions to make prices cheaper and to enlarge the export market. Technology transfers 
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and upgrades, training more highly skilled labor, greater focus on R&D efforts, helping 

enterprises build their brands, helping enterprises access new markets, all are superior strategies 

to simple currency depreciation. 

The empirical study shows that the progress in the integration of Vietnam in terms of trade 

volume since the establishment of AFTA and then ATIGA is fairly modest among the ASEAN 

member countries. Therefore, accelerating exports to ASEAN and establishing a trade balance 

are considered as a one of the most critical issues for Vietnam for years to come. On the one 

hand, Vietnam should endeavor to deepen its export volume, especially of manufactured and 

semi-manufactured goods, and to concentrate on directly commercialized goods instead of goods 

for re-export, in order to strengthen export efficiency. On the other hand, Vietnam should 

effectively set out requirements on exports to ASEAN in exchange for imports from ASEAN. 

Most of the imported goods from ASEAN are now motorbike parts and fertilizers. For example, 

Vietnam should ask exporting countries to import Vietnamese goods, such as rice, peanut core, 

and cashews, etc. Importantly, these two policies should be accompanied by a further continuing 

enhancement of product quality so that Vietnamese products can be firmly traded in the entire 

ASEAN market so the severe competition of imported goods from ASEAN does not impede 

domestic sectors. Generally speaking, AFTA does not have a direct impact on the import-export 

relations of Vietnam. Equivalently, AFTA will not create any extremely quick momentum or 

fundamental changes for Vietnam's trade unless there are improvements in the structure of 

domestic production. However, together with movements in economy and society, domestic 

demand for consumer goods will change. Over the past few years of “Doi moi”, these changes 

have been seen to be considerably large both in terms of structure and quantity. Vietnam should 

take advantage of ASEAN's Free Trade Agreements. Since 2012 ASEAN has been in 

negotiations with its six FTA partners to establish a Regional Comprehensive Economic 

Partnership that would cover India, Korea, Japan, China, Australia and New Zealand, in addition 

to all ASEAN member states. The bloc has also begun FTA talks with the European Union. 

Acting independently of the bloc, a handful of ASEAN members—Brunei, Malaysia, Singapore 

and Vietnam—are involved in the wide-ranging Trans-Pacific Partnership (TPP) negotiations, 

which are expected to be completed in 2013. 
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APPENDIX 

 

Table A: The Breusch and Pagan Lagrangian multiplier 

                          Prob > chibar2 =   0.0011

                             chibar2(01) =     9.45

        Test:   Var(u) = 0

                       u     .1835161       .4283878

                       e     .4421145       .6649169

                  EXPORT     5.248395       2.290937

                                                       

                                 Var     sd = sqrt(Var)

        Estimated results:

        EXPORT[ID,t] = Xb + u[ID] + e[ID,t]

Breusch and Pagan Lagrangian multiplier test for random effects

. xttest0

Source: Author’s calculation 

Table B: Hausman test 

                (V_b-V_B is not positive definite)

                Prob>chi2 =      0.0000

                          =       56.03

                  chi2(7) = (b-B)'[(V_b-V_B)^(-1)](b-B)

    Test:  Ho:  difference in coefficients not systematic

            B = inconsistent under Ha, efficient under Ho; obtained from xtreg

                           b = consistent under Ho and Ha; obtained from xtreg

                                                                              

       ATIGA       .092403    -.0670482        .1594512               .

        AFTA     -.0112628    -.3009064        .2896436               .

         ER1      .2084822    -.0915592        .3000414        .0494374

       POPjt     -1.796146     .2465575       -2.042703        1.946962

       POPit     -2.014145     10.55957       -12.57372               .

       GDPjt     -.3724622     1.227959       -1.600422        .2534285

       GDPit       2.13515    -.4021528        2.537303        .2564479

                                                                              

                     fe           re         Difference          S.E.

                    (b)          (B)            (b-B)     sqrt(diag(V_b-V_B))

                      Coefficients     

. hausman fe re

Source: Author’s calculation 

Table C:  Wooldridge’s serial correlation test 

Prob>chi2 =      0.8283

chi2 (9)  =        5.07

H0: sigma(i)^2 = sigma^2 for all i

in fixed effect regression model

Modified Wald test for groupwise heteroskedasticity

. xttest3

Based on 19 complete observations over panel units

Breusch-Pagan LM test of independence: chi2(36) =   305.035, Pr = 0.0000

__e9  0.8453  0.7156  0.4074  0.0573  0.8777  0.1463  0.8837  0.8681  1.0000

__e8  0.8106  0.8728  0.5791  0.4688  0.9191  0.2961  0.9705  1.0000

__e7  0.7511  0.8623  0.4917  0.4126  0.8798  0.1709  1.0000

__e6  0.3464  0.3792  0.6545  0.4326  0.3798  1.0000

__e5  0.9412  0.9082  0.7195  0.4384  1.0000

__e4  0.2321  0.6542  0.7448  1.0000

__e3  0.6090  0.7012  1.0000

__e2  0.7863  1.0000

__e1  1.0000

        __e1    __e2    __e3    __e4    __e5    __e6    __e7    __e8    __e9

Correlation matrix of residuals:

 

. xttest2

Source: Author’s calculation 
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Abstract: Value chain is a concept that many people are interested in. Today, the 

importance of the value chain is more and more growing, as well as academics and managers 

need to focus on aspects of the value chain. The paper summarizes previous studies related to the 

value chain, namely, data source discussions, theoretical frameworks, research findings, and 

future research proposals. The survey shows that there are many theories used in value chain 

research such as Kaplinsky and Morris (2001) and GTZ Value Chain Analysis (2007) which are 

used the most popular. Suggested research focus on how households use available resources. As 

well as focusing on market analysis of product consumption and the role of leading agents in the 

agro-food chain. 

Keywords: value chain, value chain of agricutural 

 

1. Introduction 

The process of international economic integration has led to the tendency for the formation 

and development of modern markets. These commodity markets are closely linked to large-scale 

wholesale and retail supermarkets. These markets require large volumes of goods, low price 

products and must meet quality, hygiene and food safety standards (Vermeulen et al, 2008). 

This has led to the dominance of the supermarket market for agricultural products and 

institutional change. These changes are also tied to the establishment of private standards for 

quality, hygiene and food safety. It will form a contract manufacturing system (Dolan and 

Humphrey, 2000). Longitudinal linkage arising from the demand for adaptation to modern 

markets has led to the formation of value chains for agricultural products. 

A value chain is a series of activities performed in a company to produce a certain product. 

These activities may include the conceptualization and design phase, the purchasing process of 
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inputs, production, marketing and distribution, and the provision of after-sales services. They 

become a chain that connects producers with consumers together. Global value chains are 

formed when a mix of activities are undertaken by different people to produce that is sold to 

domestic consumers and exported.  

Vietnam is considered a country that has many advantages in producing many tropical 

agricultural products. Vietnam occupies an increasingly important position in the world 

agricultural commodities market. Nowsaday, Vietnam is one of the major agricultural exporters 

in the region and in the world with many specialty products such as rice, coffee, pepper, 

grapefruit, mango, orange, mandarin, dragon fruit, ... However, there have been big losses in the 

production chain, post-harvest technology, quality and food hygiene and safety (Dinh Van 

Thanh, 2010) in the process of agricultural development in Vietnam. 

Therefore, this study seeks to summarize recent research findings on key topics of the 

agro-food chain. It suggests that some research directions should be implemented in the future. 

On the structure of the article, besides the article focus section, the writing focus on two main 

parts: (1) a summary of the main topics that have been studied in the past; (2) propose some 

research directions for the agro-food chain subject. 

2. Methodology 

2.1. Concept 

Michael Porter (1985), he defined the value chain as a series of activities undertaken in a 

company to produce a product.  

According to Kaplinsky and Morris (2001), the scope of a chain is broader; value chains 

are the series of activities required to turn a product (a service) from an idea, through stages 

Various production lines come to the end-user's distribution and disposal after use. A value chain 

exists when all participants in the chain are working to create the maximum value in the chain. 

GTZ Eschborn (2007), the value chain can be defined by function or chain operations: 

Value chains are a series of interrelated business activities ranging from providing specific 

inputs to a product, to pre-processing, conversion, marketing, to the final sale of the product for 

consumers. 

In addition, the value chain is understood as a series of businesses (operators) performing 

these functions. It means that the producer, processor, trader and distributor of a particular 

product. Businesses are connected by a series of business transactions in which the product is 

transferred from the manufacturer to the end-user.  

In summary, the value chain is a set of activities which the product goes through all those 

activities in order and at each product activity yields some value. 

Approach Method 

Nowadays, there are many different approach ways about the value chain. Generally, there 

are four main approaches: the value chain by Michael Porter, the Filière approach, the global 

approach and the value chain approach of GTZ and M4P. 
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Michael Porter's value chain approach identifies a value chain consisting of a series of 

activities undertaken within a company to produce a certain quantity of products. This approach 

is characterized by finding a competitive advantage by separating a series of activities into many 

activities. The competitiveness of the enterprise can be analyzed by looking at the value chain 

and analyzing the value chain in order to support a company's management decisions and 

management strategies. 

Filière method also known as commodity chain analysis. The main feature of this approach 

is that it focuses on technical, quantitative and physical relations, mapping the flow of material 

goods, identifying their actors and activities. Analysis on the scale of the sector or country is the 

analysis of the socio-economic contribution of the chain to the nation. There are two main ways 

of analyzing: 1) The first approach focuses on economic and financial assessments, which 

primarily focus on the analysis of income generation and income distribution between local and 

regional trade components; 2) The second approach focuses on analyzing strategic analysis, 

assessing the interplay of goals, constraints and outcomes of each actor in the industry, 

developing strategies individual and collective. 

 

   

Figure 1: Filière value chain 

Source: Vo Thi Thanh Loc & Nguyen Phu Son, 2016 

For the Global Approach, researchers Gereffi and Kozeniewicz (1994), Kaplinsky and 

Morris (2001) use a framework for value chain analysis to find out how companies, assessing the 

determinants of global income distribution and income distribution across value chains. 

For the GTZ, M4P value chain approach, that has characteristics such as focusing on 

technical, quantitative and physical relationships; mapping the flow of material goods, 

identifying their actors and activities; analyze governance relationships and chain coordination 

and apply them to small value chains (local, provincial, regional).  

 

 

 

 

 

 

 

Figure 2: GTZ Eschborn Value Chain Map 

Source: GTZ Eschborn, 2007 
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2.2. Definition of value chain upgrading 

Gibbon (2001), who raised the view that upgrading may be compliance with standards and 

certification systems, provides large quantities and increases the quality of the products and 

prices received for similar products. . 

Humphrey and Schmitz (2002), who introduced four models of value chain upgrading: 

Process upgrading: An enterprise can improve its current system to increase efficiency to 

bring about better performance. These enhancements can be re-set or removed from the original 

process to achieve the goal but the core value chain is still operational. 

Product upgrading: An enterprise turn to produce higher value products in the same 

industry. The production process may or may not remain the same but  it will lead to more 

profitable segments.  

Functional upgrading: It refers to how an organization changes its position in the value chain 

by engaging in a new activity or as a substitute for existing activities but they bring higher value. 

Chain upgrading: This is a way to move to a whole new value chain from the experience 

gained in managing the value chain before. 

According to Gereffi (2005), he states that upgrading is the process by economic actors, 

states, businesses and workers shift from low to high value in the global production network. 

According to GTZ (2007), upgrading refers to activities in many ways to "improve 

business links, associations, partners," "increase service supply and demand," and "include 

Applying standards, improving policies and business environment for the chain. " The aim of 

value chain upgrading is to identify the vision, upgrading strategies, support and solutions for the 

sustainable development of the value chain of a product or a commodity. A basic vision is to 

increase the value and value of the whole chain. 

There have five steps in a strategy for upgrading the value chain: 

Step 1: Identify the overall potential of the value chain, vision and strategy for value chain 

upgrading. 

Step 2: Analysis SWOT for the whole value chain. 

Step 3: Set up operational goals.  

Step 4: Identify the actors involved in the implementation of the upgrading strategy. 

Step 5: Forecast on the impact of chain upgrades. 

The first four steps provide the basis for chain upgrading and are primarily concerned with 

chain actors. Step 5 involves developing an impact model that describes how chain upgrading 

impacts on development expectations. This model describes how external interventions are 

related to the upgrading strategy.  

According to GTZ, there are four typical combinations of vision and strategy: 1) Quality 

Improvement Strategy; 2) Technology investment strategy; 3) Cost reduction strategy; 4) 

Redistribution strategy. The goal of the strategies:  
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Quality Improvement Strategy: The objective of this strategy is to increase the income of 

the whole chain based on higher sales volumes and better prices due to better quality products 

and market expansion from improvement quality and innovation of production process. 

Technology investment strategy: The goal of this strategy is to increase the income and 

value added for the whole chain based on increasing sales volume at competitive prices due to 

technology investment in production. In the order hand, it offers many other social benefits such 

as new employment or job creation through market growth and diversification. 

Cost Reduction Strategy: The aim of this strategy is to increase the revenue of the entire 

chain based on the larger quantity sold from large scale production at the lowest cost through 

technology investment and price stability. It needs to exploit new markets or new consumption. 

Redistribution strategy: The objective of this strategy is to give the original producer 

initiative in the production and marketing of the required market by coordinating horizontal links 

to increase negotiating capacity and productivity. The output is as large as the production 

contract with output as well as input, direct marketing, processing and packaging to increase 

added value for the original producer. 

To sum up, value chain upgrades are beginning to investigate the limitations of the internal 

value chain of an organization, a region, a country, a region and more broadly, the world. In 

other words, it starts with the intention of enhancing competitiveness to find a way to penetrate 

into the global economy.  

There have many ways to analyze the value chain. However, there are four main technique 

to analyze an any value chain: 

 

 

 

 

 

 

 

 

  

 

 

 

 

2.3. The studies related to agricultural value chain. 

Many studies on the agricultural value chains are conducted based on different 

perspectives. generally, research is focused on two details: firstly, the value chain is researched 

based on the socioeconomic Which issues of the chain such as focus on cost and benefit analysis, 

Systematic mapping: 
- The description the 
actors involved, 
- Characteristics of 
actors involved, 
- The structure of 
profit and cost,  
- The movement of 
goods throughout the 
value, 
- Characteristics of 
working, the place to 
consume and volume 
of goods sold. 

 

The distribution of 
benefits between 
actors involved in the 
value chain: 
- The process of 
distribution of price 
and profit. 
- Determine whose 
participants are the 
beneficiaries in the 
value chain. 
  

Emphasize the role of 
management: 
- The relationships 
and coordination 
mechanisms exist 
between the actors in 
the value chain. 
- Policies such as 
identifying 
institutional 
arrangements to 
improve the 
performance of the 
chain, eliminating 
distortions in 
distribution and 
increasing value added 
across the industry. 
 

The study of role 
upgrades in the value 
chain: 
- Quality improvement 
and product design. 
- Evaluate the profit 
distribution process of 
the participants in the 
chain as well as 
information about the 
constraints.  
- Governance issues, 
barriers to industry 
entry, regulations, 
trade barriers, chain of 
custody standards, as 
well as information on 
recent electrical 
constraints. 
 

 Step 1  Step 2  Step 3  Step 4  
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result and outcomes the effect of each actor and the whole chain; secondly, it is not only based 

on research on internal chain management, but also on the chain's operating environment, such 

as evaluating the competitive advantage and cooperation of chain actors, , institutional factors 

affect the operation of the.  

According to Karl, M.Rich. (2009), he says that a value chain study must ensure both that 

there is enough content from economic analysis to governance and chain upgrading. However, 

each study will tend to focus on different perspectives and aspects. 

2.3.1. The value chain research based on sociaeconomic 

Barry (2006), research based on Kaplinsky and Morris's (2001) value chain theory. The 

study looked at 143 agents (farmers, customers, collectors, exporters, extension workers, 

fertilizer agents, fruit researchers). Result shows that inappropriate management will result in 

inefficient production, poor crop quality, waste of land, post harvesting, postharvest handling 

and postharvest treatment leading to loss of huge escape. The study also pointed out that lack of 

capital and support programs for production and exports, which made to limit the development 

of this sector. High fertilizer costs force farmers to think of ways to replace organic fertilizers 

such as plant residues and household waste. The rate of rambutan reaching the export standard in 

Sri Lanka is very low. The research and development of rambutan in the reverse season, 

marketing and processing technology of rambutan in the country is limited. 

Melle (2007), research performed into the mango value chain in Benin. The result also 

shows that a large amount of mango is sold nationally and in the Niger region. This study 

indicates that women are primarily involved in mango trade. The mango value chain in Benin is 

currently experiencing difficulties related to production, product quality and marketing. The 

results of SCP analysis show that mango quality is a major factor, followed by the ability of 

exporters to influence competition and access to export markets. In addition, improper 

production and post harvesting techniques also affect the quantity and quality of mango. 

Moreover, the limited access to market information, logistics, especially limited traffic, will also 

affect the competitiveness of the mango value chain. In addition to the difficulties, the study also 

pointed out the opportunities for mango value chain development to target the export market and 

identify the EU market as a potential market. Diversify mango products such as dried mango, 

flour, juice for domestic consumption and export. This not only adds value to the product, 

creates more jobs but also generates income for the people. Research has shown that we must 

intervene to support sustainable research and development to control fruit fly. Farmers must be 

empowered to best practice through training, building effective market information support 

systems for them, and actors involved in the chain.  

In Vietnam, there have many researches about value chain that was perform to base on 

analazing the sociaeconomic effect to suggest the chain upgrading strategy. Axis (2005), a study 

on dragon fruit value chain which implemented in Binh Thuan province by the GTZ approach. 

The results indicate that area growth in the years 2001-2003 averaged over 6% per year. In 2004, 

the area of dragon fruit fell slightly (about 1%). This is mainly due to the urbanization of 

agricultural land in the province, which has resulted in high agricultural land prices. It also show 
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that dragon fruits of the province are mainly consumed through export channels to Taiwan, Hong 

Kong, Malaysia, Singapore, Japan, Europe and some other ASEAN countries.  

There are two ways to supply which used to analyze about the chain and Offer the 

solutions for chain upgrades: 1) Farmer - Trader - Wholesaler - Retailer - Consumers; 2) Farmers 

- Cooperatives - Traders - Exporters. In general, in two roads, traders play a very important role 

in the consumption of domestic dragon fruit and export. The study also identifies the constraints 

of participants in the dragon fruit value chain and SWOT analysis. From that, we propose 

solutions to upgrade the value chain of Binh Thuan dragon fruit.  

According to Nguyen Phu Son (2012), the market research of value chain actors is both 

aimed at identifying constraints for proposing solutions to improve the value chain economy and 

improve people's incomes plant and other actors in the chain, especially poor. In addition, the 

research results have found difficulties in the operation of the chain, from which the author 

proposed a strategic investment in technology to develop value-added products such as apple. 

In 2012, the project management board supported fruit export in the Mekong Delta 

provinces (UK aid) analyzed and developed the dragon fruit dragon fruit value chain 

development plan. The aim is to develop a pilot model of value chain enhancement of fruit 

products, then replicate this model in Tien Giang and other Mekong Delta provinces. Objectives 

of the study consists: (1) An overview of dragon fruit marketing; (2) Summarize successful 

lessons in value chain analysis in Vietnam; (3) Analysis of dragon fruit product value chain in 

Tien Giang. Research methods: (1) desk study and (2) field survey. To study the value chain of 

dragon fruit in Tien Giang, the research team investigated 40 producers with VietGap, 40 

producers without VietGap; 30 traders / owners and 6 exporters. The result shows that dragon 

fruits are mainly consumed by export (about 80% of dragon fruit output). There are 4 export 

markets: 1) Gardeners - Traders - Fruitbanks - Trade companies / exporters - Exporters; 2) 

Gardeners - Traders - Trade companies / exporters - Exporters; 3) Gardeners - Trading 

companies / exporters - Exporters; 4) Garden house - Fruit bowl - Trading company / Export - 

Export. Distribution of profits in the dragon fruit export chain, if calculated on an export unit, the 

profit of the gardener is about 60%. It also show the diferences in production and consumption 

process, such as The price is not stable, mainly exported to China, no products meet Global Gap 

standards, ... From the above difficulties, the author proposed solutions. There are five group 

solutions: 1) There is support for linking and developing vertical linkages, especially the linkage 

between the pilot companies and groups of dragon fruit growers to ensure stable output and 

production of high quality, 2) It is necessary to strengthen cross-linkages between dragon fruit 

growers to expand dragon fruit production in accordance with V-GAP and provincial master 

plans, 3) It is necessary to strengthen technical assistance to improve the capacity of farmers and 

enterprises to register and apply the high quality dragon fruit production process such as V-

GAP/G-GAP,  4) It is necessary to strengthen the development of business support services and 

actors in the chain, 5) It is necessary to strengthen support to enterprises in accessing and 

developing markets, especially high quality markets.  
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According to Vo Thi Thanh Loc and partner (2014), the study based on Kaplinsky & 

Morris (2001) value chain theory, the GTZ Eschborn (2007) value chain approach and the 

differential toolkit Value chain of Vo Thi Thanh Loc, Nguyen Phu Son (2016). The objectives of 

the project are: (1) Assessment of actual production and marketing of dragon fruits in Cho Gao 

district, Tien Giang province; (2) dragon fruit value chain analysis, (3) proposing strategic 

solutions for value chain upgrading to increase the value added of dragon fruit. Research method 

include: (1) Secondary data collection methods include the process of surveying materials related 

to the production and marketing of dragon fruits in Tien Giang and other provinces; (2) Primary 

data collection methods include direct interviews with farmers, traders and companies using 

structured questionnaires; KIP interview with semi-structured questionnaire; Interviewing with 

cooperatives and dragon fruit cooperatives with semi-structured questionnaires; Farmer group 

discussion with dragon fruit production by semi-structured questionnaire; Interviewing by 

telephone wholesalers and retailers with semi-structured questionnaires. The author establishes 

the Cho Gao dragon fruit value chain model with full functions and analyzes the four market 

channels of the chain. In addition, the topic explores the benefits among chain actors through the 

calculation of economic indicators such as production costs, added costs, total income and chain 

profitability. These doen’t only provide an overview of the linkages but also they create added 

value for the entire Cho Gao dragon fruit chain. From the SWOT analysis of the entire dragon 

fruit industry chain, the author has been put forward five options and 11 activities to upgrade the 

value chain of Cho Gao dragon fruit.  

In the coming time by Le Tuan Loc and Nguyen Van Nen (2014) study of price chain, 

research on the value creation process in coconut export chain in Ben Tre and Kaplinsky and 

Morris (2001), GTZ Value Links (2007) and Value Chain Frameworks for M4P (2008). 

Research methodology was used to interview direct agents, set up value chain diagram, calculate 

turnover cost, value added by each step, SWOT analysis. The result shows the coconut export 

chain in Ben Tre that is still based on traditional relationships. The value added of the chain is 

mainly concentrated in the export of raw materials, not many refined products of high value. 

Based on the above study, the author proposed four strategies for upgrading the coconut export 

value chain in Ben Tre: 1) Upgrading coconut production, 2) Upgrading coconut products , 3) 

Upgrading the process of trade in products in the value chain and 4) Upgrading the role of 

supporting functions in the chain.    

According to Nguyen Huu Tam (2016), the author has conducted a strategic research on 

upgrading cocoa value chain in Ben Tre. The objective of the study is to find a strategic solution 

to improve profitability and income for actors involved in the chain. It is mainly based on the 

Kaplinsky & Morris (2001) value chain approach, the GTZ (2007) value chain approach and the 

"market for the poor" tool - a tool for analyzing the price chain treatment "of M4P (2007). The 

analytical methods used in this study were descriptive statistics, membrane bound data, linear 

regression. The result shows that there are 5 distribution channels: 3 export channels, 2 domestic 

channels. In particular, the domestic channel is considered as a channel for value added and net 

value added more than double the export channel. Presently,  distribution of benefits among 

actors in the chain is carried out in the favor of export companies and processing companies. 
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Based on an analysis of the cocoa production and market situation at home and abroad, the 

analysis of cocoa production efficiency, current value chain analysis, SWOT analysis, the author 

has published four strategies for upgrading the chain: (1) cost reduction strategy, (2) quality 

improvement strategy, (3) technology investment strategy and (4) reengineering strategy. 

2.3.2. Value chains are based on chain management and operating environment  

According to Humphrey (2006), who studied the global value chain of agrifood products. 

The objective is to develop agriculture and poverty reduction in rural areas, increasing the export 

opportunities for agricultural products from poor countries to global markets. The global 

agricultural market has become increasingly complex because it focuses on all points in the 

value chain and increases the complexity of food standards. Especially, it is food safety 

standards. It is necessary to realize the potential benefits of the growing agricultural exports 

which requires analyzing trends in global markets and policies. This research is based on the 

global value chain perspective. It emphasizes the issue of improving knowledge of the value 

chain, supplier capacity, cost management strategy, asymmetry of power and concentration. 

They are influenced by two major trends in the agribusiness value chain that are increasing 

standards and the focus. 

Raynold (2007), Author makes sustainability adjustments in the coffee industry by 

comparative analysis of third-party environmental and social certification initiatives. It is 

Certification and labeling to promote environmental and social sustainability rapidly. This study 

analyzes the expansion of private sector management efforts in the coffee sector. It compares five 

third-party certifications: Organic, Fair Trade, Tropical Forest Alliance, Utz Kapeh, Shade / Bird 

Friendly - sketches and collates governance structures, society standards, environment and market 

position. The author argues the certification which is intended to enhance the ecological and social 

expectations. It may be increasingly challenged by those who simply adhere to current standards. 

The vulnerability of these initiatives to market pressures, which makes highlights the need for 

separate regulations to operate in parallel with state regulation in enhancing the sustainability of 

social and environmental. This has created a competitive advantage for the agricultural sector. 

Also in 2007, Fromm studied the upgrading of the agricultural value chain in Honduras. 

The interaction of local producers with processors or exporters and international retailers is able 

to gain new knowledge and skills.. Reliable types of relationships and coordination patterns can 

determine how to improve information flow and the company. Besides, the implementation and 

adherence to standards also provides an opportunity for learning the knowledge and skills. In this 

study, the research explains how local producers in Honduras participate in the upgrade and this 

has an impact on their income. The manufacturer upgraded the product and the internal process 

mainly. There should be a limit on the number of producers involved in functional upgrades. 

Most manufacturers recognize the important role of standards. They insist that they always 

adhere to standards on the process of implementation, they have acquired new knowledge. and 

are convinced that they have succeeded in securing better position in the value chain. The goal is 

to find solutions to increase added value for smallholder farmers. It convinces them that they 
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have succeeded in securing a better position in the value chain. The goal is to find solutions to 

increase added value for smallholder farmers. 

According to Huang (2009), it sudys of the pear value chain in China. It looked at 168 

chain actors including farmers, collectors, wholesalers, processors, exporters and retailers. The 

added value of the chain is analyzed through the informations on cost, selling price and profit. 

The result shows that small producers in Ha Bac almost have not benefited from the pear value 

chain because of the added value of intermediates and ultimately higher than in the first . In 

addition, the cooperatives in Triet Giang also help small farmers how to reduce costs and 

increase the value added in consumption In the same time, Mergenthaler has researched on 

quality assurance and international market access of Vietnam's agricultural sector. The objective 

was to find out how agricultural product processing companies implement quality assurance 

programs.  It conducted the survey of companies which have registered for processing 

agricultural production. The author uses the binary regression model to analyze the factors that 

influence the participation of quality assurance programs in different export hardness chains. 

Research shows that quality assurance programs affect participation in the export supply chain. 

The implementation of international quality assurance programs demonstrates improved the 

access to the OECD market. The national quality assurance programs are considered more 

important for exports to non-OECD countries. 

Following the global value chain approach also, Afari (2013) has studied the participation 

in the global agricultural commodity value chain in sub-Saharan Africa. There are approximately 

one billion people in Asia and sub-Saharan Africa. They live in extreme poverty because they 

are linked to poor globalization and they are not involved in the global value chain. In sub-

Saharan agriculture is the main occupation and it makes generating income for the rural 

population. The cultivation is a part of Agriculture and it is considered as a value creation 

deparment. This has created opportunities for rural people to connect with the global economy 

through participation in the global value chain. Its effect is seen as the benefits and opportunities 

for local suppliers to improve their income and poverty reduction. The market access restrictions, 

strict standards and quality requirements (conditions of participation) have imposed by global 

buyers and the inefficient working environment that created the challenges for local suppliers, 

especially small ones. 

This research has been controversial in the current value chain that is not capable of 

addressing poverty. Because it emphasizes the conditions of participation, the operating 

environment and the ways in which the factors can be bad and they do not affect the 

effectiveness of local suppliers' participation. These have led to the eradication of poverty. 

Empirical evidence from the farming industry has supported the view of participating in the 

global value chain that contributes to poverty reduction. However, there are limitations due to 

the lack of focus on a number of issues in which the operating environment allows. The Policies 

and strategies may indicate a more comprehensive model of the global value chain that could 

improve the conditions of participation of the proposed local suppliers.  
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Zylberberg (2013) who studied the participation of small flower producers in the global 

market. It is the only opportunity that affects the reduction of poverty for small rural households. 

The goal is to have more empirical evidence to discuss how small farmers work together to 

become truly sustainable and responsible. The author has used the global value chain approach. 

This research is based on global business models and value chains to analyze the importance of 

governance, upgrading and the strength of intermediaries such as small farmers in the 

agricultural value chain. It promotes agricultural development by the investment in expanding 

services, building research and development centers, and improving the rule of law. The author 

undertakes various forms such as investing in expanding services, building research and 

development centers and improving the rule of law in order to promote agricultural development.  

According to Hatatri (2014), the author studies global coffee value chains in Indonesia. 

The goal is to help farmers access information, knowledge and finance. The agents: smallholder 

producers, collectors, wholesalers, processors, exporters, international trading companies, 

roasters, retailers are all involved in the coffee value chain in Indonesia. The result shows that 

the structure of the Indonesian coffee value chain is affected by the conclusion of the ICAS. This 

has led direct companies to seek out other sources of coffee. It has also improved farmers' access 

to information, knowledge, technology and finance.  

In addition, Henson & Humphrey (2014) understands the complexity of private standards 

in the global food chain as they affect the developing countries. Governance of private standards 

such as food safety, food quality, environmental and social impacts on agricultural food systems. 

They not only raise concerns about the effects on developed countries but also they make the 

agro-food chain management more open. The debate did not recognize the diversity of individual 

standards in their institutional form, who developed and adopted these standards and why. In 

particular, there is a need to appreciate the intimate  between general regulations and private 

standards and how private-sector development continues.  

Willis (2014), in the context of increasing globalization, global value chain access has 

evolved as a model which used to understand the combined activity of companies in the delivery 

of products from raw materials to the end of the use process. It concentrades on the link between 

the power of leading companies and their suppliers globally and how to manage their 

relationships, it can lead to opportunities for improvement. There are limits of innovation in 

value chain theory. The concept of upgrading and the concept of "climbing the chain" is central 

to the chain approach. The main concern of the global value chain approach are both the transfer 

of knowledge between companies and the application of a global approach to finding the impact 

of them on the socioeconomic local. 

Ugonna (2015) who conducted a tomato value chain assessment in Nigeria to promote the 

development of tomato production and processing. The semi-structured interview methodology 

of the main actors involved in the chain and descriptive statistics methodology are the two main 

methods that are used in this study.  The Results show that each year in Nigeria produce about 

1.8 million tonnes of tomatoes, about 50% of which are lost due to poor preservation systems, 
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poor transport and lack of processing enterprises. In addition, the study points to limitations such 

as inadequate supply of inadequate quality seed, lack of preservation facilities, poor pest and 

disease management systems and outdated processing facilities. It has proposed strategies for 

improving seed sources, marketing strategies, finance, technology development and processing 

strategies, organizing farmers to participate in cooperatives to support their financial and good 

agricultural.  

The Organizations have also researched the value chain, especially they have focused on 

governance and institutional issues such as the study of the mango and banana value chains in 

Nepal by Full Bright Consultancy (2008). The objectives are 1) identify actors in the chain, 2) 

identify service providers and their linkages, 3) develop and quantify the value chain mapping, 

4) identify factors affects the performance of the value chain and 5) identifies the opportunities 

and challenges of the value chain. The authors collected data from interviews with actors in the 

chain. The research team has not only sketched and quantified the value chain map but also they 

identified the problems that existed in the chain and the SWOT analysis.. The results show that 

mango's main consumer channel is farmer - collector - trader/ wholesaler - retailer - consumer. 

At the same time, it also identifies the activities and functions of actors involved in the chain. 

However, the research has yet to clarify the distribution of benefits between them. 

In the other hand, to deep the value chain exaltly, the analyzing competitive markets and 

export markets is essential. ANSAB (2011) conducted a study on the vegetable value chain in 

Nepal. The study used primary and secondary data to access the value chain and analyze the 

market. The author has also used the value chain map, analysis of added value of some 

vegetables, SWOT analysis to assess the status of vegetable industry in Nepal. The vegetable 

industry in Nepal lacks of combination, linkage among actors in the chain, market informations 

and limited bargaining power of the farmers, price dependence on the Indian market are results 

of the study.  To based on, the research has provided short-term and long-term strategic solutions 

to solve the problems which are  production, markets, institutions and policies in order to 

develop the vegetable industry in Nepal in the next future.  

Nguyen Quoc Nghi (2015), who used the value chain of Kaplinsky & Morris (2001), GTZ 

(2007) Value Chain Linkage and M4P (2008) to analyse the activities of actors involved in the 

value chain, added value and the distribution of added value among agents. From that, we 

propose solutions to improve the value added and income of poor farmers in Tien Giang. The 

results show that the households are the agents to create the highest added value and net value 

added in the chain. Because the turnaround time is slow and the output is very low, the 

investment efficiency is lowest in the chain. There is a difference in selling price, value added 

and net value added between poor and non-poor households, as well as loose linkages among 

chain actors. There are seven recommended chain upgrading strategies: (1) strategy to increase 

productivity and improve product quality, (2) strategy for improving management capacity, 

organizing cooperative activities, (3) strategies to restructure the distribution system, expand the 

market, (4) diversification strategy of the products from the cluster, (5) strategy to exploit and 

improve production resources of the household , (6) rural infrastructure upgrading strategy and 
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(7) strategy to improve the market forecast system.  

Stuokova (2016) also studied the global value chain of agricultural exports and its 

socioeconomic impact in Michoacan, Mexico. Research results show that the global value chain 

of blackberries benefits smallholders and investors alike. Signing contract terms is necessary to 

ensure that investors do not abuse their market power. In addition, the research also shows that 

the blackberry value chain has a positive impact on the socio-economic situation of the locality. 

Table 1: Brief summary of the research related to the value chain of agricultural products 

Subject Method Author 

Value chain which is 
seen from a socio-
economic perspective 

Value Chain Theory of Kaplinsky & 
Morris (2001), GTZ Eschborn (2007), 
Michael Porter (1985),  

Gereffi and Kozeniewicz (1994), 
Descriptive statistics method, SWOT  

Axis (2005), Barry (2006), Melle (2007), Nguyen Phu Son 
(2012), 

UK AID (2012), Vo Thi Thanh Loc et al (2014), Le Tuan 
Loc et al  (2014), Nguyen Huu Tam (2016) 

Value chain which is 
seen from the 
perspective of chain 
management and the 
chain's operating 
environment 

GCC Global Commodity Chain, 
Kaplinksy 2000, 2001, SCP. 

Kaplinsky and Morris (2000), 
Recklies price chain (2001) and the 
value chain approach of Eschborn 
GTZ (2007) and M4P (2007) (Better 
market approach for the poor),  
SWOT analysis 

Fromm (2007),  Huang  (2009), Ugonna (2015), Full 
Bright Consultancy (2008), ANSAB (2011), Nguyen Quoc 
Nghi (2015), Humphrey&Schmitz (2001), Raynold (2007), 
Mergenthaler (2009), Afari (2013), Zylberberg (2013), 
Hatatri (2014), Henson&Humphrey (2014), Willis (2014), 
Stuokova (2016),   

Source: Synthetic author 

3. Conclusion 

Value chain studies have been theoretically inherent in the development of empirical 

research and the development of detailed content that is consistent with the socio-economic 

conditions of the different study sites. Recent researches have suggested some future directions: 

First of all, we focus on analyzing in detail how farmers use available resources, as well as 

the ability to combine inputs with inputs and outputs. Because the farmer is a very important 

actor, it is the place where the original product is created for the next actors in the chain. They 

are the ones who always put much effort but are the most risky agents in the chain. 

Secondly, it is the analysis of the market for the product and the role of the leading actors 

in the agro-food chain. 

Thirdly, it is to study the possibility of increasing income of farmers as they participate in 

the agro-food chain. 

Finally, we study the impact of market efficiency on households as they join the value 

chain of agricultural products. 
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Abstract: The objective of the paper is to determine the impact of corporate social 

responsibility (CSR) on financial performance and the moderatory role of enterprise size. 

Quantitative method is used in the study with research samples of 389 garment and textile 

enterprises in Vietnam. The results show that CSR has positive effects on financial performance 

on these enterprises. In addition, the firm size plays a moderating role in this relationship, the 

bigger the business is, the better the relationship between CSR and financial performance. 

However, for smaller businesses, this relationship brings the opposite effect, i.e. the 

implementation of CSR reduces the financial efficiency. Research results show that CSR has a 

positive impact on financial performance, then creates motivation for enterprises to voluntarily 

implement CSR. However, small businesses should have a long-term strategic plan to implement 

CSR part by part in order to ensure the survival of the business. 

Keywords: Corporate social responsibility, financial performance, moderating of size 

 

1. Introduction 

Corporate Social Responsibility (CSR) has been studied for a long time in most 

economic sectors. In recent times, CSR seems to have become popular and is considered to 

be an important matter for businesses around the world (Mirsha and Saura, 2010). Because 

the benefits brought by CSR are quite clear: Reduce staff turnover rate, increase customer 

satisfaction (Galbreath, 2009), improve reputation, motivate employees, increase capital 

access (Hansen, 2004), increase market share, performance (Epstein and Roy, 2001), etc. 

Research on the relationship between CSR and financial performance has attracted the 

attention of many scholars, according to the National University of Hong Kong (2015), 

articles on CSR most appear on management journals, there have been about 310 CSR 

articles on the Journal of Business Ethics since 1982, 90% of which were published after the 

year 2000. According to the Academy of Management Journal (AMJ) (2016), from 1958 to 

2015, AMJ published 87 articles on this subject. 
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However, studies on the impact of CSR on financial performance are questionable. A large 

number of studies have shown a positive relationship between CSR and financial performance 

(Elliott et al., 2013, Lys et al., 2014), etc. Some others have suggested a negative one between 

CSR and financial performance (Wagner, 2005; Lopez et al., 2007). And there are a few studies 

that provide a neutral/mixed or non-statistically meaning relationship between CSR and financial 

performance (McWilliams and Siegel, 2000; Makni et al., 2009; etc.). Thus, there are different 

and non-united viewpoints on relationship between CSR and financial performance. What causes 

the difference between these results? And in what case is CSR important to financial 

performance? In this study, we examine the moderatory role of firm size in the relationship 

between CSR and financial performance to better explain the impact of CSR on financial 

performance. The paper includes: (i) literature overview, (ii) theoretical backgrounds, (iii) 

hypotheses and research models, (iv) research methods, (v) research results and (vi) discussion 

and recommendations. 

2. Literature review 

CSR has existed for a long time in the world. In the 1790s, there was a boycott by 

consumers to sugar product harvested by slaves in the United Kingdom. Within a few years, 

more than 300,000 Britons boycotted this sugar product. In addition, nearly 400,000 petitions 

with signatures were sent to the Parliament requesting for an end to slave trade, etc. Hence, 

awareness on CSR has long been around the world, has undergone a period of development and 

has become increasingly comprehensive and meaningful. However, official CSR studies began 

in the 1950s (Bowen, 1953). 

Over a long time from 1950 to 1999, the perception of researchers and enterprises on CSR 

became more and more comprehensive. In previous decades, CSR had just beeb understood as 

activities against abuses on human rights, slave trade and the use of forced labors (slaves). Later, 

CSR was considered in a broader range, which were activities with more social and 

environmental responsibility. Because businesses operated for profit in society, they also 

affected society and the environment. In this stage, awareness on CSR began to shape its impact 

on business profitability and this relationship is still being studied and debated today. The period 

from 2000 up to present, CSR research has focused on smaller and specialized topics in this 

field, rather than the conceptualization studies. 

CSR is an important issue in contemporary international debate. In the past two decades, 

CSR has become increasingly popular and is considered being connected to all corporations 

around the world (Aras and Crowther, 2008). According to McWilliams and Siegel (2000), CSR 

was the business’s activities beneficial to social welfare, beyond the corporate’s benefit and legal 

obligations. Gendrom (2002) said that CSR was all the relationships with stakeholders 

maintained by a company. CSR’s components included investment on community, relationships 

with employees, maintenance and creation at work, environmental concerns, and financial 

performance. Mirsha and Saura (2010) argued that CSR is voluntary acts on legal regulations of 

the business to ensure the benefits to stakeholders such as employees, communities, 

environment, investors, customers and suppliers. 
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Various results have been given by previous studies on the benefits and impacts of CSR. 

The benefits brought by CSR can be categorized as business benefits (corporate benefits) and 

social benefits. Or they could be classified into monetary and non-monetary benefits (Weber, 

2008). Monetary benefits included direct financial effects such as revenue increase and costs 

reduction. Also, there were benefits that do not directly lead to cash flow but are still measured 

by monetary terms such as reducing risk, increasing brand value, etc. (Gerpott and Thomas, 

2004; Naderer, 2005). Non-monetary benefits were those not directly measured by currency but 

still affected the business’s competitiveness and financial performance. These benefits could be 

quantitatively measured by customers’ repeated purchase rate, employee turnover rate, and so 

on. They could be qualitatively measured by access to capital, employees’ satisfaction, and so 

on. To measure these non-monetary benefits, Weber (2008) has launched the KPI system. 

However, assessing the impact of CSR on corporate benefits under the KPI can only be done for 

specific CSR project and at a typical enterprise for a long time. Therefore, we do not approach 

CSR benefits in this way. 

CSR has drawn special attention from academics for more than 20 years. There have been a lot 

of articles trying to figure out whether CSR activities bring benefits to financial operations. Most of 

the early research on this subject found a negative relationship and supported shareholder theory and 

organizational theory. Friedman (1970) argued that maximizing profit was the only responsibility of 

businesses. Furthermore, Jensen and Meckling (1976) thought that the core motivation behind 

managers' CSR actions was to create a positive impression in the media. 

On the other hand, the majority of the latest research supported the theory of stakeholders 

and argued that the benefits from CSR were long-term ones. CSR created intangible assets such 

as customer loyalty, reputation, and so on. (Hillmand and Keim, 2001). Mirsha and Saura 

(2010), analyzed the relationship between CSR and financial performance in Indian companies, 

the results showed that CSR and its aspects both had positive effects on financial performance 

and non-financial performance of these companies. Rexhepi et al. (2013), argued that CSR 

activities were mandatory for companies to meet the society and customer expectations and to 

maintain their market share. A comprehensive analysis of 52 studies by Orlitzky et al. (2003) 

confirmed the positive relationship between CSR and financial performance. Hasan et al. (2018) 

analyzed the relationship between CSR and financial performance through intermediary 

variables - working productivity in manufacturing firms in the United States. As a result, CSR 

had a positive effect on financial efficiency through the intermediate variable - productivity. 

 However, there have been studies that found a two-way mixed relationship or even did not 

identify any connection between CSR and FP. (McWilliams and Siegel, 2001; Lioui and Sharma, 

2012). Aras et al. (2010) found no relationship between CSR and financial performance in 

developing countries. 

Because of these mixed results, a number of studies attempted to identify CSR’s affecting 

mechanism on business’s financial performance. According to Jayachandran et al. (2013), the 

explanation for these mixed results was that most studies apply a synthetic CSR index, while 

each parameter needed to be separately tested. Moreover, some studies suggested that 



2569 

corporates’ CSR actions should be consistent with consumers’ support (Bhattacharya and Sen, 

2004) and in line with key business objectives (Porter and Kramer, 2006). Some studies explored 

the relationship between enterprise size and CSR. However, these studies produced quite vague 

results. Udaysankar (2008) found a U-shaped relationship between CSR involvement and 

enterprise size. Small size and big size businesses have similar motivation to carry out CSR 

activities. Midsize businesses are the least motivated. Another study conducted by Perrini et al. 

(2007) found that there was a tendency of larger firms to perform more CSR activities than that 

of small and medium ones. Aras et al. (2010) found a statistically significant relationship 

between enterprise size and CSR activities but there was no relationship between CSR and 

financial performance. 

Previous studies have examined the role of business size in the level of CSR 

implementation. Very few studies examine the moderatory role of enterprise size to explain the 

impact mechanism of CSR on financial performance. In this study, we examine the moderatory 

role of enterprise size in the relationship between CSR and financial performance. The context of 

the study is Vietnamese garment and textile enterprises. These enterprises are mainly engaged in 

processing orders from international buyers such as USA, Europe and Japan. These markets give 

very strict requirement on CSR. CSR can be considered as a "laissez-passer" for Vietnamese 

enterprises to reach the world market. 

3. Theoretical background and research hypothesis 

3.1. Stakeholder theory  

Stakeholder theory combines with CSR to explain the effect of CSR on financial 

performance (Marom, 2006). Both the two concepts, CSR and stakeholder theory, are 

recognized as important aspects of corporate governance. This trend can be seen as a natural 

progression in parallel with industries’ development and businesses activities are 

increasingly concerned with democracy and environmental protection. Stakeholder theorists 

have studied the relationship between stakeholder management and its impact on financial 

performance (Berman et al., 1999; Mirsha and Saura, 2010).  Despite their different views, 

all of these studies deal with the same problem: The business’s ethical behavior to its 

stakeholders affects its wealth. The difference between studies is the study design, the social 

viewpoint, the environment, the definition of measurement and the source of data, the period 

of time, etc. (Griffin and Mahon, 1997). Thompson et al. (1995) explained that stakeholders 

are groups in relation to an organization. According to Clarkson (1995) stakeholders are 

people or groups that have ownership or interest in the company's activities. The relevant 

groups are: Employees, local communities, suppliers, customers, society, government, etc. 

Stakeholders are of two types: primary and secondary stakeholders (Clarkson, 1995). The 

key stakeholders are: "One side without its continuous participation, the business cannot 

survive," and the secondary stakeholders are: "Those who have influence or are affected by 

the business, but they are not involved in business transactions and not necessary for the 

survival of the business "(Clarkson, 1995, p. 106). 
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3.2. Theory of Slack Resources 

To explain the relationship between CSR and financial performance, Fauzi and Idris 

(2009) used the theory of Slack Resources. This theory is developed on the view that an 

enterprise can carry out its activities basing on the resources owned by the business. Slack 

resource should be prioritized for planned activities. According to Waddock and Grave (1997), 

as corporate’s financial performance improves, available resources will easily allow the 

company to implement CSR such as social and community relations relations with employees, 

etc. Some corporate’s CSR activities based on their resources have brought competitive 

advantage to the company through image, reputation, market share and long-term cost savings 

(Milé and Covin, 2000). 

3.3. Good Management Theory 

Good management theory is used by Waddock and Grave (1997) in explaining the linkage 

CSR -financial efficiency. According to good management theory, firms should strive to satisfy 

their stakeholders without assuming financial condition. When doing so, businesses will have 

good image and reputation. From the viewpoint on resources, CSR’s attributes are one of the 

enterprise’s intangible assets and CSR is one component contributing to the competitiveness of 

the business (Barney, 1991). Basically, the theory encourages managers of businesses to 

continuously look for better ways to improve their competitive advantage and finally improve 

the company's financial performance. According to Miles and Covin (2000), CSR is a good way 

to meet the needs of stakeholders and can be a distinct advantage to enhance competitiveness. 

3.4. Relationship between CSR and financial performance 

Implementing CSR will increase the corporate’s ability in accessing to capital, improve its 

image and reputation (Galbreath, 2009). CSR helps businesses maintain relationships with 

customers, increase customer loyalty, and make employees satisfied with higher engagement 

(Saeidi et al., 2015). CSR improves the corporate’s financial performance (Mirsha and Saura, 

2010; Hasan et al., 2018). A small number of studies suggest that implementing CSR increases 

the business’s expenses and reduces profits. This means that the business changes from 

maximizing shareholder’s profit value to developing the benefit of a broader set of stakeholders. 

In today's competitive environment, businesses operate not only for profit but also for their 

social, environmental impact and other stakeholders. It not, it is really difficult to survive and 

develop sustainably, for example, Formosa (2017) has harmed the environment and had to suffer 

a hefty consequence for such actions. Therefore, we propose the following hypothesis: 

H1: CSR has a direct and positive impact on financial performance 

3.5. Moderator role of enterprise size   

The relationship between CSR and financial performance has been much discussed, but the 

result of this relationship is still unclear. As most studies have shown positive relationships (Mirsha 

and Saura, 2010). Besides, a comparatively small proportion of studies have shown a negative or 

mixed / neutral relationship or no statistically significant relationship between CSR and financial 
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performance. So what governs this result? Some researchers argue that it is due to the impact of 

research contexts such as developed and developing economies (Aras et al., 2010). Others argue that 

it is due to the regulation of external investment and product differentiation (Lee and Jung, 2016). 

There are quite a few companies interested in business size when assessing the impact of CSR on 

financial performance. Business size is often separately studied in previous research in terms of 

effect on CSR or financial performance or on both as an independent variable. Perrini et al. (2007) 

found that the tendency of large enterprises to implement CSR was greater than that of small and 

medium enterprises. Udayasankar (2008) argues that very small and large enterprises implement 

CSR more than medium-sized ones. According to stakeholder theory and good management theory, 

CSR implementation will bring about good financial performance for enterprises. Therefore, we 

propose the following hypothesis: 

H2: The enterprise size plays a regulating role in the relationship between CSR and 

financial performance 

4. Research Methodology 

4.1. The context of Vietnam's textile and garment industry 

Vietnam's textile and garment industry is a key sector taking priority for export of 

Vietnamese economy. In the last 5 years, this industry has continuously had the second biggest 

export turnover in the country. Exports contribute about 15% to GDP. In the year 2017, the yarn 

industry exported 990 thousand tons with a total value of 12.62 billion USD, increasing by 

23.7% in value compared to the year 2016. The garment industry export was 19.2 billion USD, 

an increase of 9.4% compared to the same period in 2016. The total export turnover of 

Vietnam’s textile and garment industry reached 31 billion USD. However, the characteristics of 

this industry are using much labor force (especially female workers) and quite large amount of 

discharge to the environment (especially the textile and dyeing enterprises). According to 

Sustainable Apparel Coalition (SAC), in order to produce a complete garment product, there are 

many stages such as washing, dyeing, bleaching or printing. Therefore, thousands of different 

chemicals are used in these activities. The production of a complete T-shirt consumes 2,495 

liters of water which includes both chemicals and dyes that are flushed back to the environment 

and cause contamination. The use of toxic chemicals not only affects the environment but also 

directly affects the user if chemical residue remains on the product. Therefore, it is extremely 

necessary for garment and textile enterprises to implement CSR. If business activities harm the 

environment and people, it will cause instability for the business. The best way is for businesses 

to ensure that everything is in harmony with the environment and people. Therefore, CSR 

activities will better improve the relationship between enterprises and employees and the 

environment, thus improve the enterprises’ financial efficiency. 

4.2. Study sample  

Sample research is an important determinant of the success of a quantitative study. There 

are usually two ways of sample selections: random and non-random sample selection. Of which, 

random sampling is used more widely and results in more objective results. In this article, we 
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randomly selected samples based on Vietnamese garment and textile enterprises named in the 

"Vietnam Textile and Garment Directory" issued by the Vietnam Textile and Garment 

Association in 2015. Emails were sent by link: https://www.surveymonkey.com/r/LRGV3GP 

and directly survey the textile and garment enterprises in Vietnam at conferences, workshops 

held by the Vietnam Textile and Garment Association. The participants were business owners, 

business leaders, CSR managers, school accountants, etc. who were knowledgeable about 

corporate’s operating strategy and CSR activities. The result after data cleaning was 389 valid 

questionnaires included in the analysis to test the hypothesis. 

4.3. Research models 

 

 

 

 

 

Figure 1: Research model 

 (Source: Research Team’s Proposal) 

CSR: Voluntary actions by businesses to ensure the benefit of stakeholders such as 

employees, the environment, communities, suppliers, investors and customers (Mirsha and 

Saura, 2010). There are four ways to measure CSR: measurement based on reputation index, 

measurement based on content analysis, one-way measurement of CSR and question-based 

survey measurement. In this study, we measure CSR based on six dimensions of CSR: staff, 

environment, community, suppliers, customers, investors. Developed from research by Mirsha 

and Saura (2010). CSR measurement includes 39 indicators of 6 CSR aspects with a 5-point 

Likert scale from strongly disagree to strongly agree. 

Financial performance: Result of businesses’ operating activities under the monetary 

measurement. Financial performance differs significantly depending on the perspective of the 

financial information user. Every business has many financial performance indicators to satisfy the 

benefits of all stakeholders such as: Managers pay attention to welfare and profit because then their 

work is appreciated. Owners want to maximize their assets by increasing the market value of the 

business. Trade partners seek stable payment of business. Employees expect on salary, bonus and 

work environment, etc. Thus, the research team focus on the approach of measuring the financial 

performance following stakeholder theory to formulate financial performance indicators that could 

be used to test hypotheses. According to Santos (2012), financial performance is expressed in three 

aspects: profitability: ROA, ROE, ROI, ...; Growth: revenue growth, market share growth, ownership 

capital growth, ... and market value: TQ, PE, ... In this study, the textile and garment enterprises in 

Vietnam are mostly unlisted. Thus, the research team approached the measurement of financial 

performance in 2 aspects: Profitability and specific growth rates measured in 10 items: ROA, ROE, 

ROI, ROS, EVA, growth rate of assets, growth in net sales, growth in net profit after tax, growth in 

equity and ownership capital growth. 
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Measurement of financial performance: Previous studies have approached the 

measurement of financial performance by objective and subjective measurement. Objectively 

measurable data is from an available source or researcher self-calculate basing on the accounting 

data. Subjective measurement is taken from business’s idea with a 5 point Likert scale compared 

to its competitor (Sqyropoulou, 2013) or to the previous year (Bradley et al. 2012) and the most 

commonly used way is to the industry’s average over the last three years (Santos and Brito, 

2012). Dollinger and Golden (1992) in their study found that subjective and objective 

measurements of financial performance were positively correlated. There have been a number of 

other studies reporting the significant correlations between subjective and objective 

measurements when measuring financial performance (Collins and Smith, 2006; Coombs and 

Gilley, 2005, ...). . In this article, the approach is the measurement of financial performance by 

subjective method based on the assessment of business leaders to the sector’s average over the 

past three years with a 5-point Likert scale from much lower to much higher. 

4.4. Analytical methods 

To test hypotheses, we used SPSS 22 and Smart PLS 3.0 software to perform the following 

analysis: Descriptive Statistics; Cronbach Alpha reliability measurement and total variable 

correlation; Measurement model evaluation the by aggregate reliability, convergence value, and 

discriminant value; Path coefficients and T-values  test through the Bootstrap technique. 

5. Research results 

600 questionnaires were distributed and 536 questionnaires were collected. However, 

during the survey questionnaire classification and data cleaning before analysis, only 389 valid 

questionnaires were left for inclusion in the analysis of official data. The questionnaires empty 

and the "reply for fulfilling the task" were removed. 

PERCENTAGE OF 

WORKFORCE

S? lư?ng lao đ?ng

10%

18%

32%

21%

19%

< 100 [100,200) [200,500) [500,1000) >1000

 
Figure 2: Sample size structure  
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This sample rate is quite similar to the "Textile and Garment Directory" issued by the 

Textile Association in 2015. Of which, the number of enterprises with less than 100 employees 

accounts for 10%; the number of enterprises with 100 to under 200 employees is 18% and the 

number of enterprises employing from 200 to less than 500 people is 33%. The number of 

enterprises with a workforce of between 500 and under 1,000 is 21%. The remaining number of 

enterprises with more than 1000 employees account for 19%. 

Results of measuring scale reliability and total variable correlation show that 11 CSR latent 

variable measured observations with Cronbach Alpha's reliability of less than 0.7 and total variable 

correlation coefficient of under 0.3 should be excluded from further analysis. We do not evaluate 

EFA because both CSR and financial performance variables are structural measurements. CSR is 

made up of six first order factors and financial performance is made up of the first 2 order factors. 

According to Dao Le Thanh (2018) EFA is not suitable for structural measurement. 

Evaluating the measurement model by composite reliability; Convergence value and 

distinguished value. 

Composite Reliability is measured by Cronbach Alpha, CR and AVE. 

Table 1: Composite Reliability 

 
Cronbach's 

Alpha 
rho_A 

Composite 
Reliability 

 Average Variance 
Extracted (AVE) 

CSR 0.982 0.982 0.982  0.666 

FP 0.949 0.951 0.949  0.653 

Convergence of the scale: Used to evaluate the stability of the scale. According to Fornell 

and Larcker (1981), the average variance extracted (AVE) must be greater than or equal to 0.5 to 

confirm the convergence value. The load coefficient of each observation variable is greater than 

or equal to 0.7 and is meaningfully indicative of the scales’ reliability. The above composite 

reliability table represents that the requirements on AVE are satisfactory. The outer loading of 

the scale is high (> 0.5) and statistically significant (Henseler et al., 2009). 

Discriminant validity: Measurement of discriminative validity helps to ensure the 

difference and no correlation between elements used to measure the factors. To measure 

discriminant value, the square root AVE of each measurement factor is greater than the latent 

variable correlations between that factor and others to indicate the degree of discrimination and 

reliability of the factors (Fornell and Larcker, 1981). Finally, the test of factor load of each 

indicator gives results twice for convergence and discriminant validity (McLure, Wasko & Faraj, 

2005). This has been achieved by considering the load factor of an index larger than any other of 

its structure (Chin, 1998; McLure, Wasko & Faraj, 2005). 

Table 2: Factor cross- loadings coefficient 

 CSR FP 

CSR 0.816  

FP 0.395 0.808 
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The result of running bootstrap after running PLS is as follows: 

 

Figure 2: Bootstrap results 

It can be seen from the results of the Bootstrap running that CSR has a statistically 

significant positive effect on financial performance with an impact of 0.374 (P = 0.000). 

According to Chin et al. (1996) the effect level of 0.02; 0.15; 0.35 will indicate weak, moderate 

and strong influence. Therefore, CSR has had a strong impact on financial performance (0.374) 

in Vietnamese garment and textile enterprises. In addition, the variable of business size has an 

impact on financial performance of 0.156 (P = 0.002). Finally, the authors examines the 

moderator role of enterprise size with the Moderating Effect Size variable. The results show that 

the moderator variable has statistically significant effect at 5% and the effect level is 0.093 (P = 

0.043). Based on the standardized regression coefficient, we further analyze the scale of 

enterprises as follows: 
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Figure 3: Moderator role of enterprise size 

For larger enterprises, the standardized regression coefficient of the moderator variable is β 

= 0.6 (P = 0.000), and for smaller firms, this is β = -0.4 (P = 0.000), the result is shown in Figure 

3. This means that for the larger the business, the more CSR is implemented, the more financial 

performance is and for the smaller ones, the implementation of CSR makes the financial 

situation worse. This finding is consistent with studies by Perrini et al. (2007). The larger the 

enterprises are, the more engaged they are in CSR activities than the small and medium ones. 

Combined with the hypothesis H1 is supported, the more CSR the firms implement, the higher 

the financial performance is. 

6. Conclusions and recommendations 

In prior studies, the relationship between CSR and financial performance can be clearly 

established by either positive or negative impacts. But there are also studies that do not find the 

relationship between CSR and financial performance especially in developing economies. Aras 

et al. (2010) did not find a statistically significant relationship between CSR and financial 

performance in the developing economy, but only found a significant relationship between 

enterprise size and CSR. Perhaps, in economically developed countries, CSR is not fully relevant 

to financial performance. However, businesses still have to take CSR into account because of the 

sustainability of all business activities. Studying general enterprises in developing countries is 

easy to the result that there is not enough linkage to the relationship between CSR and financial 

performance. However, in our study, the context is Vietnamese garment and textile enterprises. 

These businesses mainly marketed to the US, Europe, and developed countries. Hence, CSR 

activities are probably better enough. Thus, in our study, we found a statistically significant 

positive impact of CSR on financial performance. However, the moderator role of enterprise size 

is very important. With greater businesses, the impact of CSR on financial performance is 

stronger. This means that the more the companies implement CSR, the better reputation and 

image they have, which leads to an increase of customer loyalty, access to capital, and an 



2577 

attraction of talent employees (this is crucial as high quality workforce in garment and textile 

sector are still lacking in high numbers, there are 3 universities providing training on garment 

and textile). In contrast, for smaller and smaller firms, the more they implement CSR, the worse 

their financial situation become. Because small and medium sized enterprises face many 

difficulties in doing business such as limiting their economic resources, human resources, 

understanding, etc., the implementation of CSR activities will be costly so their financial 

performance will be reduced. These small businesses often survive on the CSR costs that 

businesses do not spend. However, with long-term development strategy, CSR is still considered 

as a guide for all activities of enterprises. CSR will shape businesses culture and help them grow 

sustainably. 

REFERENCES 

1]  

O. S. Agyemang and A. Ansong, "Corporate social responsibility and firm performance of 

Ghanaian SMEs Mediating role of access to capital and firm reputation," Journal of Global 

Responsibility, pp. Vol.8 No. 1, pp 47-62., 2017.  

2]  

R. H. Bowen, Social Responsibility of Businessman, Harper & Row, New York, 1953.  

3]  

B. A. Carroll, "A Three - demensional conceptual model of corporate performance," The 

Academy of Management Review, pp. pp.497-505, 1979.  

4]  

M. J. Charo, I. Moya and A. M. Munoz, "Financial performance of socially responsible 

firms: the short - and long - term impact," Sustainability, p. 1622, 2017.  

5]  

S. Y. Cho and C. Lee, "Managerial efficiency, corporate social performance, and corporate 

financial performance," Journal of Business Ethics, 2017.  

6]  

J. Galbreath, "How does corporate social responsibility benefit firms? Evidence from 

Australia," European Business Review, pp. Vol.22 No. 4, pp. 411-431, 2010.  

7]  

G. Giannaarakis, "The determinants influencing the extent of CSR disclosure," International 

journal of law and management, pp. Vol.56 No.5, pp. 393-416, 2011.  

8]  

I. Hasan, N. Kobeissi, L. Liu and H. Wang, "Corporate social responsibility and firm 

financial performance: The mediating role of productivity," Journal Business Ethics, 2018.  

9]  

S. Lee and H. Jung, "The effects of corporate social responsibility on profitability the 

moderating roles of differentiation and outsite investment," Management Decision, pp. 

Vol.54, No.6, pp. 1383 - 1406, 2016.  

10]  

C. S. Lin, R. Y. Chang and T. V. Dang, "An integrated model to explain how corporate 

social responsibility affects corporate financial performance," Sustainability, pp. 7, pp. 8292 

- 8311, 2015.  



2578 

11]  

R. Makni, C. Francoeur and F. Bellavance, "Causality between corporate social performance 

and financial performace: Evidence from canadian firms," Journal of business ethics, pp. 

pp.409-422, 2009.  

12]  

S. Mishra and D. Suar, "Do stakeholder management strategy and salience influence 

corporate social responsibility in Indian companies," Social responsibility journal, pp. Vol. 6 

No.2 pp. 306-327, 2010.  

13]  

S. P. Saeidi, S. Sofian, P. Saeidi, S. P. Saeidi and S. A. Saaeidi, "How does corporate social 

responsibility contribute to firm financial performance? The mediating role of competitive 

advantage, reputation, and customer satisfaction," Journal of Business Research, pp. 68, pp. 

341-350, 2015.  

14]  

J. B. Santos and L. A. L. Brito, "Toward a Subjective measurement model for firm 

performance," Brazillian Administration review, pp. pp. 95 -117, 2012.  

15]  

L. Shen, K. Govindan and M. Shankar, "Evaluation of barriers of corporate social 

responsibility using an analytical hierarchy process under a fuzzy environment - a textile 

case," Sustainability, pp. 3493 - 3514, 2015.  

16]  

L. Sun, "Further evidence on the association between corporate social responsibility and 

financial performance," International journal of law and management, pp. Vol. 54 No.6, 

pp.472-484, 2012.  

17]  

Y. Zhu, L.-Y. Sun and A. S. Leung, "Corporate social responsibility, firm reputation, and 

firm performance: The role of ethical leadership," Asia Pac J Manag, pp. 31: 925 - 947, 

2014.  

18]  

H. T. T. Hoàng và T. T. K. Đặng, “Trách nhiệm xã hội doanh nghiệp - công cụ tạo lợi thế 

cạnh tranh bền vững của doanh nghiệp,” Tạp chí kinh tế và phát triển, pp. Số 181 (II), Tr. 

109-121, 2012.  

 

 



2579 

 

 

E-TRAVEL AND CRITERIA FOR MEASURING E-TRAVEL 
SERVICE QUALITY 

Vu Thi Thuy Hang 

Faculty of Economic Information System and E-commerce,  

Thuongmai University 

hangtmdt@tmu.edu.vn  

 

Abstract: Vietnam National Administration of Tourism has identified the application 

of information technology in the tourism industry as one of the breakthrough solutions to 

enhance the competitiveness of tourism in Vietnam. Online tools have had a positive impact 

on tourism such as branding, image, booking, ticketing, cruise construction, etc. Online 

travel is creating new opportunities. Although tourism businesses have been interested in 

using the Internet in advertising and business. However, the new investment is only partially, 

the connection speed is slow, the information is poor, not to emphasize the experience, 

interaction, customer satisfaction. The article is based on the models of assessing the quality 

of services and evaluating the quality of online services. The author has developed a set of 

criteria for assessing quality of online travel services. The set of criteria consists of 5 groups 

of criteria, 24 main criteria and 15 sub-criteria. The limitation of the study has not been 

surveyed and suggested a scale for the criteria.  

Keywords: E-travel, E-tourism, E-travel services, E-travel service quality, Criteria for 

measuring e-travel service quality 

 

1. Introduction  

Nowadays, the exchange of information takes place quickly, conveniently. In order to 

maintain a network of customers and the pressure from the competitive market, enterprises are 

forced to change their products and services. Quality of service is considered an important 

approach in business management to ensure customer satisfaction, while enhancing the 

competitiveness and efficiency of the industry, especially the tourism sector (Arun Kumar G., 

Manjunath SJ and Naveen Kumar h., 2012). 

In the opinion of Philip Kotler et al. (2005), service quality is defined as overall durability, 

reliability, accuracy, ease of operation, ease of repair and other valuable attributes. Studies of 

service quality are mentioned in numerous studies by Gronroos (1982, 1984, 1998, 2001a, b), 

Wyckoff (1984), Parasuraman et al. (1985, 1988, 2002a, 2004), Gummesson (1989, 1991, 1994), 

Berry et al. (1985, 1988). Quality of service is becoming the difference of businesses because 

quality is closely related to customer satisfaction and loyalty. Therefore, service quality will be 

the key to the success of the business not only in the traditional environment but also in the 

online market (Wolfinbarger & Gilly, 2003). Travel is a service industry and takes the internet as 
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a channel for communicating with visitors, creating and delivering value to customers. The 

quality of online services is based on Technology Acceptance Model (TAM) of Davis (1989). 

Davis has proposed ease-of-use, technology usefulness as key factors for users to expect. In 

addition, the different environments, cultures, and services that consumers in different countries 

may have different perceptions about service quality (Malhotra et al., 2005). 

 The objective of the article is to focus on the system of online travel theory and the model 

of e-travel services. The research scope of the article limits the criteria for evaluating the quality 

of e-travel. Therefore, the author proposes the following research questions: What is e-travel? 

How does e-travel have the characteristics and structure? What are the models and criteria for 

evaluating the quality of e-travel services?  

2. Research Methodology and Research Process  

* Research Methodology: 

The paper uses qualitative and quantitative research methods. Qualitative research 

methodology aim to understand and develop research theory. The research method is intended to 

mean the concepts, definitions, characteristics and descriptions of research objects. Basically, 

qualitative research is interpretive. Data interpretation involves describing the context, analyzing 

the situation, concluding, addressing the problem, and asking more in-depth questions (Wolcott, 

1994). This method can provide data to describe the distribution of the characteristics, 

characteristics of the study, investigate relationships and determine causality. 

* Research Process:  

The scholarly data collected and analyzed by the research object is "criteria for measuring 

e-travel service quality" and some related keywords. The study followed two-stage research 

method by Webster and Watson (2002) to carry out the literature review. This methodology is 

logical, rigorous, and at the same time ensures the quality and authenticity of selected articles. 

 

Figure 1. Process identification and selection theory 

Source: reference of Webster and Watson (2002) 

The article follows the following process: 

Step 1: Data collection: Data collection steps include demarcation of the study, collection 

of information through unstructured observation, academic review and record information. The 

author uses inheritance methods to collect data. Inheritance is the method of absorbing materials, 
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the scientific achievements of the previous ones. The necessary information the author collected 

includes: theoretical basis, theoretical achievements, research results of online travel. The types 

of data collected are text documents, including scientific papers, master's theses, doctoral theses, 

summary reports, journals, diaries, lectures, proceeding. The author collected 50 related 

documents. After analyzing the qualitative data relating to meaning from the recorded data, 

performing different analyzes, proceeding to deep understanding of the data, presenting the data 

and performing the task. Explain the wider meaning of the data (Rossman and Rallis, 1998). The 

author removed some irrelevant articles and selected 35 articles for research. The articles are 

carefully analyzed and grouped into their own criteria. 

Step 2: Interpretation of data: The author collected 70 related documents. After 

analyzing the qualitative data relating to meaning from the recorded data, performing different 

analyzes, proceeding to understanding of the data, presenting the data and performing the task 

(Rossman and Rallis, 1998). The author removed some irrelevant articles and selected 53 articles 

for research.  

3. Research results 

3.1. Theory of E-travel 

3.1.1. The perspective of E-travel 

* The perspective of traveler 

 From the perspective of the consumer, e-travel (smart travel) involves e-reservation, e-

information and e-payment. Visitors are provided with information about travel through 

electronic publications, photo albums, photos, videos, audio, travel magazines, blogs. According 

to Dongwook Kim et al. (2017) mobile technology and the mission of travelers in e-travel are 

positively related to the intent or behavior of buying travel services on mobile. By using the task 

technology fit (TTF) of Dishaw et al. (1999) and Yu & Yu (2010), Dongwook Kim et al suggest 

characteristics of e-travel: 

i) E-travel provided the journey and the cost of the trip; 

ii) E-travel identifies the objects, provides the plan throughout the trip, relationships and 

processes experienced in the tour; 

iii) E-travel provides personalized data and information, optimized for the context of the 

individual; 

iv) E-travel allows users to use the lifestyle travel system; 

v) E-travel makes it easy for travelers to find and use travel services on the move.

 According to Engel et al. (1990), the behavior of tourists is analyzed from the decision-

making process. The decision-making process involves five stages: need recognition, finding 

information, evaluating alternatives, buying decisions, and buying behavior. From the 

perspective of the experience of the traveler, the motive and desire for the trip before go out, 

planning the tour, decide to visit, choose the tour package, decide time, interaction with the 

environment, people, facilities and reviews after the tour. During or after the trip, traveler can 

express their satisfaction with the travel products or express their dissatisfaction through online 
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complaints and online communities. 

Park and Gretzel (2007) have identified the quality of information, ease of use, security, 

privacy, interactivity, accessibility, personalization, and reliability contribute the success of a 

tourism website. Kim et al. (2013) propose economic value, enjoyment, time savings, mobility, 

context of use are the factors affecting the satisfaction of mobile tourism shopping (MTS). 

According to Gretzel et al. (2015), e-tourism is a combination of information technology and 

travel that optimizes and improves tourism activities in the form of processes, space, time, 

vehicle for travellers. 

* The perspective of e-travel service provider 

 The impact of e-tourism on providers is focused on communication between customers, 

suppliers and employers. Travel service providers need to reorganize their businesses and improve 

their productivity in the competitive marketplace by using electronic tools such as e-business 

management, electronic strategies, marketing and sales tools, e-payment solutions, online supply 

chain management ... The key to this success lies in the e-business technology. As a result, it will 

expand the tourism channel and improve the capacity of tourism service providers. 

 * The perspective of technology 

 In terms of technology, e-travel focuses on internet based computers, tablet PCs, mobile 

phones, handheld digital devices and GPS. At present, the key technology of smart travel is 

mobile technology. According to Dongwook Kim et al., mobile technology in tourism activities 

can be classified into three main forms. The first is technology related to collecting, analyzing 

travel data and communicating. The second form of technology is virtual reality technology and 

the actual enhancement is provided on handheld digital devices. The third type of technology is 

information and communication technologies (ICTs) including computerized reservation system 

(CRS), global distribution system - GDS), the Internet and new technologies such as IoT, 

Artificial Intelligence, Virtual Reality ... 

According to Li et al. (2016): E-travel is part of e-commerce, using development 

technologies such as communications, information technology for management, strategic 

planning, hotels and tourism activities. According to Georgeta Şoavă et al. (2007), an online 

travel business is an enterprise that provides specific tourism activities for travel businesses (TO, 

TA) and travellers through a website. According to Hojer and Wangel (2015), the development 

of a single technology is not enough with smart travels that need the connection and 

synchronization of different technologies. Therefore, for the development and online travel 

business efficiency should consider the convergence of technology in tourism. 

 * * The perspective of online business capacity 

 Electronic capabilities are a subset of the overall e-business strategy, which enables 

businesses to link internal data processing systems externally to improve efficiency and 

efficiency. The electronic system used in travel is divided into two main groups: the front-office 

system and the e-system for booking. The front-office system is a system of travel agencies used 

to provide text and visual data that allows travelers to register and manage accommodation, 

income management, time management. payment, invitations to visitors, .. as Fidelio and Sitel. 
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The online booking system is a system that is available to both visitors and resellers for 

notification or sales. This modular architecture allows travelers and agents to connect with travel 

service providers, send data, pay, transport and receive data from global distribution systems 

such as World span. and Amadeus. 

* The mix perspective  

According to the mix perspective, e-tourism is a combination of three objects: business, 

tourism and information technology, the competitiveness of destinations or businesses and the 

key The key to the development of the tourism industry. 

3.1.2. Characteristics and structure of e-travel service 

* Characteristics of e-travel service 

 In addition to the characteristics of traditional travel services, the online travel service has 

the following additional features: 

- Users have easy access to worldwide travel service products; 

- Access to products and services systematically; 

- Automatic inventory control; 

- Control payment system; 

- Less risk; 

- Increase profits for all stakeholders; 

- Better contact with service providers such as airlines, hotels, travel agents (TA), travel 

agencies (TO), car rental companies, insurance agents and other agencies. representative office.  

According to Buhalis (2003), online travel has additional features: reducing the cost of 

information search, easy access, increase the expectations of time-poor consumers, information 

intensive activities, dominated by small businesses. 

* Structure of e-travel service 

After putting e-commerce into business, the travel industry has five travel service 

providers, which are Travel agents and ticketing offices, Websites for travel providers, 

Online merchant providers and traditional, Package travel business, GDS system. All five 

service providers provide travel services to individual and corporate consumers. In addition, 

when there are e-commerce, travel and distribution system GDS appeared two agents are 

Internet travel agencies (Online travel agencies) and "Brick & Mortar" travel agents. The 

"brick & mortar" travel agency usually focuses on individual management to save time and 

risk for visitors, providing additional services that customers can not directly access. Online 

travel agents (OTAs) use new technology to access multiple services in real time, allowing 

individual and business customers to directly coordinate their flights, hotel and other 

services, as shown in Figure 2. 
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Figure 2. Structure of tourism industry after the application of e-commerce 

Source: Farrokh Mamaghani (2009) 

3.2. The model evaluates the quality of e-travel services 

3.2.1. Model of quality service of Parasuraman  

The service quality model of Parasurama, Zeithaml & Berry (1988) presents five 

components of tangibility, reliability, responsiness, assurance, empathy and 22 variable 

observations to evaluate the quality of service experience.  

 

Figure 3. Theory of the determinants of perceived quality 

Source: Parasurama, Zeithaml & Berry (1988) 
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3.2.2. Model of quality service of Gronroos 

Gronroos (1984) defines: "Quality of service as a result of the comparison between service 

received and service expected". Later, Gronross (2007) states: "Quality is the customer's 

perception of what they receive." Because of this, when building service quality modeling 

(1984), Gronroos reviewed two criteria: technical quality and functional quality. In it, explain 

clearly: Technical quality will provide the customer "what". This is the result of the operation of 

the service, which means that what the customer receives. Functional quality will provide service 

to customers "how." This is a process of interaction between the customer and the service 

provider, ie, how to transfer the service to the user. 

In 1990, Gronroos conducted a scale-up study and introduced six measures of service 

quality: professionalism, service style, convenience, reliability, credibility , the ability to resolve 

complaints. In 2007, Gronroos introduced the PSQM. In this model, the quality of the service 

depends not only on what the customer receives but also on the expectations. At the same time, 

the "image" factor is also proposed to further evaluate the quality of service experience. 

Gronroos said that "image" is the view of the service user to the service provider.  

 

Figure 4. Service quality model 

Source: Gronroos, 1984 

3.2.3. Model of quality service of  Zeithaml  

According to Zeithaml et al. (2002), the quality of online services (e-SQ) is the level of 

website that facilitates the procurement, delivery of products and services effectively. Zeithaml 

recommends some criteria that customers use to evaluate the quality of a website or a sales 

platform on the internet such as app, mobile web, marketplace such as: 

i) Availability of information and content (depth of information); ability to find 

information on price and quality on website; The ability of users to control the content, order, 

quantity of information related to the product. 

ii) The ease of use of the website and its effectiveness in helping customers complete their 

operations such as search function, download speed, overall design, website structure. 

iii) Privacy / Confidentiality. Privacy concerns the protection of personal information, not 
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the sharing of personal information of users for other websites. Security is also concerned with 

protecting users from the risk of fraud and financial loss from the use of credit or other financial 

information, as well as the ability to provide secure data, Encryption, encryption and anti-virus, 

malicious code. 

iv) The style of website graphics is related to attributes such as colors, layout, images, 

effects, multimedia, size, etc. of the website. 

v) Reliability: defined as the ability to provide a service product as committed. 

vi) Accessibility: is the presence of business contacts on the website, providing real-time 

customer support through online communication or other touchpoints. 

vii) Ability to respond: is a rapid response of the business to customers via email, 

communication tools. The ability to meet also determines the ability of the business to solve 

problems such as online complaints, compensation. 

viii) Personalization: refers to the ability to provide customized services to the interests of 

the customer. 

3.3. Criteria for measuring the e- travel service quality 

Based on the three models and some other models, such as Model relationship between 

quality of service and customer satisfaction. (Zeithaml & Bitner, 2000), Model of Cronin & 

Taylor (1992), Model of ARL & Texaz, Model of Oliver (1988), the author suggests 5 main 

criteria groups for measuring e-travel service quality. As follows: 

3.3.1. Criteria for measuring the information service quality   

The information provided by the website is the main section of the electronic service 

(Barrera and Carrion, 2014). According to Ho & Lee (2007), information must be a valid, trust 

and updated regular. According to Sheldon (1997), the information about the product and 

service, the information about the provider provide service, history information, comment of the 

previous customers, price information effect to the customer received and evaluation of the 

utility service. E-travel must provide full information through the online platform as website, 

app, sms, email, social network... The information provided includes business information, 

product information, destination information, previous customer reviews, partner information, 

pricing information. 

3.3.2. Criteria for measuring the material conditions provide service quality  

According to the Decree 168/2017/ND-CP detailing a number of articles of the Law on 

Tourism, it is necessary to ensure that all tourist destinations must meet basic conditions such as 

good transport links, have electricity, clean water, signboards, explanations about the destination, 

food service, shopping. In addition, it is necessary to meet conditions on security, social order 

and safety and environmental protection (Chapter IV, Article 11). 

In addition, according to the decree, tourism products such as paragliding, ballooning, 

parachuting, rope diving, underwater diving, exploration, mountain climbing, off-road riding, 
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etc. life, health of tourists. Therefore, it is necessary to stipulate that business units, providing 

tourism services, either directly or via the Internet, must ensure the quality of the material 

facilities. These enterprises should have warning, indications about climatic conditions, weather, 

health for tourists. Ensure safety of life and property, arrange rescue personnel and timely 

intervention if any risk occurs (Chapter III, Article 8, Decree 168/2017/ND-CP). 

3.3.3. Criteria for measuring the e-service platform quality  

 In e-travel, visitors  find information on travel products, services, prices, destinations, 

entertainment, dining, resort-related tourism through the website. The availability of information 

reduces cognitive risk (Nysveen, 2003). Ability to meet the information of the website determine 

the popularity of the user and is a cost effective solution, the time to replace the traditional 

sources such as brochures, magazines, product catalog, ... The website also offers additional 

services such as price comparisons, search engines, expert opinion, forums.  

In travel, there are some differences in how consumers perceive the importance of quality 

online services of websites and digital platforms. Money and Crotts (2003) argue that the quality 

of information about travel-related websites is important to visitors. Availability and 

accessibility of information are associated with reduced risk awareness. Panagiotarakis et al. 

(2004) introduced four important factors in assessing the quality of ship services in e-tourism: 

ship schedule information, ship location, port / travel weather and travel information. Buhalis 

(1998) suggests that a travel website should provide communication features such as travel 

consultancy, booking confirmation and payment confirmation, enabling interaction between the 

service provider and the customer in the process. buying. Similarly, Wan (2002) thinks that 

friendly interface, information available, booking, credit card payment increases customer 

satisfaction. E reservations are considered a particularly important feature for travelers. 

According to Law and Hsu (2005), room price are the most popular attribute for users ranking 

the hotel's website. Nysveen et al. (2003) describe value-added services such as customer 

communities, search engines, and personalization capabilities that bring convenience to 

customers visiting a travel website. Wang et al. (2002) also agree with this view and argue that 

networking is a powerful tool for enhancing customer relationships and building loyalty. Virtual 

communities are a space that attracts people to share interests, to share information, and to 

synthesize tourism resources. Wöber et al. (2002) suggest that the success factors of a travel 

website are multimedia, language diversity, navigation, interactivity, easy bookability, number of 

reservations. rooms and reviews of visitors. However, multimedia features should not affect the 

download time of the site and the friendliness of the different browsers. Zhou (2001) describes in 

detail the needs and expectations of users in e-tourism through three elements: information, 

interaction and attraction. Website, App must provide complete information such as routes, 

flights, destinations, price information, scheduling assistance information such as reservations, 

car rental, attractions, weather conditions, local tours, train tickets, travel insurance, how to 

convert foreign currency, guide to online games, see the location of the destination. The website 

must be attractive to attract many users such as offering special tours, discount packages, 

rewards, souvenirs, gifts, coupons, incentive bookings and repetitive payments. In addition to the 
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website, the app must be secure, have an authentication system to prove the identity of the 

parties, confidential information and legal commitments. 

Measurement of service quality is extremely important for travel service providers 

(Luchars and Hinkin, 1996; Weiermair and Fuchs, 1999; Ekinci and Riley, 2000). The most 

popular evaluation method used by travel marketers is through successful website, app 

evaluations, and visit and e-reservations made through the platforms (Jung and Butler, 2000, 

Wöber and associate, 2002). Criteria for measuring the quality of the platform (website, app) 

provide online services are summarized in Section 3.3.6. 

3.3.4. Criteria for measuring the service quality of staff  

Labour in the tourism industry scattered in the tourist area, and is divided by each type of 

service and space division. Thus, it is difficult for the organization and management. Human 

resource fluctuations are high due to the impact of tourism seasonality. There are four main 

groups of workers in the tourism sector: the functional group of state management of tourism, 

the non-productive tourism industry, the tourism business group, the direct labor providing 

services to customers in tourism enterprises. In this article, the author concentrates on measuring 

service quality of direct labor providing services to customers in tourism enterprises. The role of 

this group is to directly engage in the business of tourism, provide services to customers. In the 

hotel, there is a receptionist, a barber, a cook, a barber and a drink maker. In the travel business, 

there are people working on tourism, tourism marketing and In particular, there is a labor force 

in the tourism industry. In the transport sector, there are more and more laborers in the transport 

industry. It also requires workers to have specialized skills in each area. 

This section is based on the ASEAN Tourism Standard (Asean Standard) and the National 

Vocational Qualification Criteria for the Occupational Therapy in accordance with the Decision 

No. 1383/QD-LDTBXH. In particular, ASEAN standards meet the requirements of ASEAN 

Mutual Recognition Arrangement (MRA-TP) signed by Vietnam. In the process of construction, 

reference is made to the content of the Vietnam Tourism Standard (VTOS), which was 

developed by the Program for the Development of Responsible Tourism Capacity Development 

for the Environment and Society (referred to as the EU Project). European sponsorship was 

approved by the Vietnam National Administration of Tourism in January 2014, in order to meet 

the demand for quality human resources for tourism in Vietnam. National standards of 

professional skills of the profession of reception organized by the Ministry of Culture, Sports and 

Tourism, announced of Decision No. 1383 QD-LDTBXH dated August 31st in 2017. 

Specifically, the requirements for workers in the group of workers directly involved in the 

process of tourism business, providing services to customers including the level of culture and 

skills, knowledge and professionalism, better skills, discipline and ethical qualities, are willing to 

work, have a passion for work and appearance. 

3.3.5. Criteria for measuring the e-travel service satisfaction 

Some authors argue that service quality and satisfaction are coincidental so that these two 

concepts can be used interchangeably. Other studies suggest that satisfaction and quality of 
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service are two distinct but closely related terms. Quality of service is a concept of objectivity, 

perception, evaluation, can be considered as cause, while satisfaction is a combination of 

subjective, sensory, emotional , can be considered as a result. Customer satisfaction refers to the 

criteria that customers perceive when using a service, and quality of service is a consideration of 

the specific components of the service (Zeithaml & Bitner, 2000). 

According to customer behavior researchers applying the Kano model, the impact of 

customer satisfaction on customer spending is stronger than changes in customer incomes and 

trust in products and services. service. According to Oliver's pattern of objection, satisfaction is 

the distance between expectation before consumption and actual perception of customers about 

products or services.  

Satisfaction is the feeling of pleasure or disappointment of a person derived from the 

perceived comparison with the expectations of a product, in the opinion of Kotler. Accordingly, 

customer satisfaction has three levels: if the awareness is smaller than expected, customers feel 

dissatisfied, if the expectations are expected, the customer will feel satisfied, if the awareness is 

greater than Customers are satisfied or excited. Customer satisfaction is defined as the result of 

emotional and cognitive evaluation. Satisfaction is a function of expectation, perception, and the 

distance between perception and expectation. 

A study by TARP (1981) found that when a dissatisfied customer would tell about 9 others 

and TARP predicted that the business would lose about 10-15% of sales in that year. Customer 

satisfaction is an important condition to address loyalty because customers tend to use more 

products and services and they will spread the word to others. 

3.3.6. Summarize the criteria for measuring the e-travel service quality 

The author of the system of criteria for measuring the e-travel service quality is explained 

in the following table: 

Table 1. Summarize the criteria for measuring the e-travel service quality 

Group Main Criteria Sub-criteria Describe Source 

Criteria for 
measuring 
the 
information 
service 
quality 

1. Service provider information Information related to the business and its 
activities (size / class / promotion) 

Barrera & Carrion 
(2014), Ho & Lee 
(2007), Sheldon 
(1997) 2. Product, Service information 

(basic and additional) 
Detailed information, in-depth information, 
images of products and services that suppliers 
provide 

3. Destination information Information related to destination, location of 
destination 

4. Partner information Information about other partners providing 
products and services tourism 

5. Customer comments Feedback, reviews, comments of previous 
customers 

6. Price information The price of basic services, additional services 
and the ability to compare prices 

7. Information update Information is updated regularly, continuously 
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Group Main Criteria Sub-criteria Describe Source 

Criteria for 
measuring 
the material 
conditions 
provide 
service 
quality 

1. Location, architecture The location provides convenient services, easy 
to find, beautiful architecture, suitable landscape 

Decree No. 
168/2017/ND-CP 

2. Safety The security of life, health, property and 
personal secrets of tourists, there is a rescue, the 
measures to prevent fire and explosion in 
accordance with law 

3.Connectivity, communication Maintaining, ensuring traffic and 
communications 

4. Convenience Facilities, electricity, water, internet, signage 

5. Quality of food, drinks, shopping 
services 

The richness of the menu, how to decorate 
dishes, harmonious drinks, delicious taste, 
attractive, tourist products beautiful 

6. Quality of hygiene The cleanliness of the living space, the surrounding 
landscape, the light, the water, the food 

Criteria for 
measuring 
the e-service 
platform 
quality 

1. Interaction 1.Search 
Customization 

Ability to search for products/services based on 
pre-selected criteria with fast search speed, 
precise search keyword suggestion, specific 

Elena Y. 
Iliachenko (2006), 
Law & Hsu 
(2005), 
Panagiotarakis et 
al (2004), Nysveen 
(2003), Wan 
(2002), Wöber et 
al (2002), 
Zeithaml et al 
(2002), Chu 
(2001), Jung & 
Butler (2000), 
Buhalis (1998), 
Davis (1989) 

 

2.Personalized Ability to adjust services according to customer 
requirements 

3. Connect Ability to login flexibly via Google accounts, 
Facebook 

4.Booking 
and payment 
online 

Easy to book, cancel, pay online on the platform 

5.Track orders 
online 

Allowing customers to track their order status 

2. Design 

1. Sitemap Sitemap on website 

2.Interface Intuitive interface, fonts, colors, layout harmony 

3.Placement 
feature 

The ability to provide current customer location 
is in the platform 

4.Website 
customization 

The ability to filter content and suitable for all 
browsers 

3.Technical 
factors 

1.Forum/ 
Guestbook/ 
Forum 

Opportunity for customers to communicate with 
other customers and find out prior experience 

2.Storage 
personal 
information 

Customers can store personal information and 
transaction history on the platform 

3.Email 
marketing 

Website offers subscription to email advertising 

4. Speed Download speed rapidly, seamless connection, 
no interruptions 

5. Multimedia Multimedia features such as video, 3D effects, 
virtual reality technology,.. 

6. Security Website has a privacy policy and payment 
information of customers 

Criteria for 
measuring 
the service 
quality of 
staff 

1. High level of education and 
skills 

This content includes: ritual, courtesy, respect 
for customers, altruism, hospitality ... 

Decree 1383/QD-
LDTBXH, 
ASEAN standards 

2. Knowledge, professional Professional knowledge 

3. Communication skill Good communication skills in Vietnamese and 
foreign languages, effective communication, and 
intelligent 
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Group Main Criteria Sub-criteria Describe Source 

4. Discipline and good moral 
qualities 

Political integrity, good moral quality, high 
discipline 

5. Job availability Ability to answer quickly, accurately queries, 
complaints of customers and the desire to serve 
customers in time 

6. lovely professional Committed to work, friendly, close, attentive, 
polite 

7. Physical appearance Lovely, fresh style, friendly, beautiful costumes, 
only 

Criteria for 
measuring 
the e-travel 
service 
satisfaction 

1. Booking Booking through website, app, call, email, 
social media,.. 

Oliver 1980, 
Parasuraman, 
Berry & Zethaml 
1983, Gronroos 
1984 

2. Word of mouth Introduce, comment, review, share, like, follow 
to others 

3. Re-visit Desire, intention, continue booking service 

4. Discussion and Conclusion 

4.1. Contributions and Limitations 

* Contributions 

The article and the summary criteria have contributed theoretically. The article has 

introduced the concept of e-travel, the characteristics and structure of e-travel, e-service quality 

model. The research has contributed knowledge and developed a set of criteria including 5 

groups of criteria with 26 main criteria for evaluating the quality of e-travel service. Therefore, 

the article is a great basis for the composition of tourism industry. In addition, the practical 

implications of the study allow new travel businesses to start offering internet-based services. 

* Limitations: 

here are some limitations to the study. The study has not yet conducted an investigation 

and provided a rating scale for the criteria. The article focuses solely on the perspective of the 

researcher 

4.2. Conclusion 

E-travel benefits to the entire travel industry. The free and independent traveler (FIT) uses 

an online travel agency (OTA) and technology applications for self-planning trips. Therefore, 

improving the quality of e-travel services and the development of the criteria is very important. 

From the theoretical background, the article aggregates criteria groups and describes in detail the 

criteria. This study partly helps e-travel businesses in Vietnam understand the importance of 

evaluating the quality of e-travel services. Since then, businesses have chosen the best e-business 

model to succeed in the tourism market. 
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Abstract: Based on Theory of Reasoned Action, this study examines the effects of 

perceived risk on consumers’ intention to purchase food in two situations: standard purchasing 

situation and a hypothetical food scare. Data were collected through a consumer survey 

conducted in Ho Chi Minh City (245participants) and structural equation model approach is 

used to test hypotheses. Results indicate that attitudes have a positive effect on intention in two 

situations, perceived risk have a negative effect on intention in the case of a food scare. There 

are three risk-reducing strategies to reduce consumer perceived risk: “brand”, “certificate”, 

“reference source”. In addition, subjective norms have a positive effect on intention in the case 

of a food scare and subjective norms have a positive indirect effect via attitudes on intention in 

standard purchasing situation. The results provide an implication to the manager regarding the 

role of perceived risk and risk-reducing strategies in explaining the consumer’ intention. 

Keyword: intention, TRA, risk perception, food. 

 

1. Introduction 

Food is considered as a vital product that people consume daily in their meals. Due to the 

rapid development of science & technology, and the expansion of trade between regions and 

countries, food supply has become diverse and abundant. In spite of that, the issue of safety, 

hygiene and quality of food remains a complicated problem for the authorities as well as 

authentic companies and above all, a serious problem for consumers. Recently, the mass media 

has reported a wide range of information related to food safety, such as food insecurity: injecting 

tranquillizer into pigs before slaughtering, meat containing beta-adrenergic agonists, the 

antibiotic residues which are in excess of the allowed threshold, these all confuse consumers and 

cause damage to companies. 

Currently, food insecurity issues are increasing at an alarming rate. This not only affects 

the development of agriculture and the business situation of food companies, but also threatens 

consumers’ health. In the situation when food safety risks occur, risk perception plays an 

important role in explaining consumers’ purchase intentions. In addition, it is difficult for 

consumers to recognize which food is safe or unsafe, which may leads to the increase of 

consumers’ risk perception when choosing which food to buy. 

There has been a wide range of studies in the world investigating consumer food choice 
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behavior, in which the aspect of food safety risk is emphasizes. However, the number of studies 

related to this topic in developing countries such as Vietnam is still relatively modest, only a few 

studies have addressed the risk-perception aspect of consumers when choosing fish products for 

daily meals, like studies carried out by Tuu and Olsen (2009), Tuu and Olsen (2012). However, 

these studies only examining normal situations while the occurrence of food safety incidents 

have not been mentioned. Additionally, these studies have not considered the relationship 

between risk reduction strategies and risk perceptions in contexts which related to food safety. 

Hence, it is necessary to study how to reduce consumers’ risk perceptions and the level of impact 

that risk perception has on customers’ consumption intention in the Vietnamese market. 

Therefore, the main objective of this study is to determine the effect of risk perception on 

consumers’ purchase intentions in situations when food safety incidents occur or not and the 

impact of risk reduction strategies on risk perception. 

In Vietnam, pork is a popular dish in daily meals of every family. The price of pork is also 

modest compared to other types of meat; it is not too sensitive to risk and its risk is not too high. 

Besides, pork has been subject to several food safety incidents, so it is appropriate for the division of 

situations to conduct the research. For all the above reasons, pork is chosen to represent food in order 

to investigate consumers’ purchase intention in the context of food safety risk. 

2. Conceptual framework 

2.1. Theory of Reasoned Action 

The Theory of Reasoned Action (TRA) was proposed by Fishbein and Ajzen (1975). This 

theory assumes that an individual’s behavior is determined directly by the intention of his or her 

behavior, the intention, in turn, is influenced by the attitude (the positive or negative evaluation 

when performing that action) and by subjective norms (feelings of social pressure to do or not to 

do that action). According to this theory, human behavior is a combination of behavioral belief 

and normative belief (Fishbein & Ajzen, 1975). Behavioral beliefs are beliefs in the outcomes of 

action, which produce positive or negative attitudes toward the behavior. Normative beliefs, on 

the other hand, relate to social pressure. As for behavioral intention, it is an estimate of the 

likelihood that he or she will engage in a given behavior (Thong & Olsen, 2012). According to 

Ajzen (1991), intention is considered as motivation to engage in a given behavior and it 

expresses an individual’s expectations of their behaviors in a particular environment. 

Although the TRA theory has been applied to explain the consumption intention in the 

food sector, the level of interpretation of the TRA is remained limited. In the context of food 

safety, some researchers have added risk perception to the model to increase the explanation for 

behavioral intention (for instance, Stefani et al., 2008). Stefani et al. (2008) suggest that in terms 

of consciousness, risk perception is viewed as belief in an outcome of a behavior, as for another 

approach emphasizing social and cultural processes, risk perception is considered as a structure 

which is separate from the belief in the outcome. The theory of planned behavior (TPB) is 

developed from the TRA theory by adding a component of perceived behavioral control. 

Perceived behavioral control measures the level of confidence in an individual’s ability to 

perform behavior (Lobb et al., 2007). However, in this study we select TRA because in Vietnam 
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pork is a common and popular food, widely available and cheaper than other types of meat. For 

that reason, perceived behavioral control is not addressed. 

2.2.  Attitude 

Behavioral attitude is defined as a psychological tendency expressed through the 

assessment of a particular object, such as a food product (Eagly & Chaiken, 1993). If a person is 

aware that the result of a behavior is positive, they will have a positive attitude to do it. In 

contrast, they may also have negative attitudes if that behavior is judged as negative. Attitude is 

considered to be the main predictor of intention to purchase food, but the significance level of 

this correlation differs in each study (Scalco et al., 2017). In Vietnam, the correlation between 

attitude and intention to buy fish is in the range of 0.46 to 0.57 (Thong & Olsen, 2012; Tuu, 

2015). Before further discussion, the following hypothesis is to be formulated. 

H1  Attitude has a positive effect on intention. 

2.3.  Subjective norms 

Subjective norms refer to social pressure to perform or not to perform a behavior. 

Subjective norms may be influenced by relatives such as friends, family members, colleagues, 

doctors (Lobb et al., 2007). If the other involved people find that the behavior is positive and the 

individual is motivated to fulfil the expectations of those involved people, then there will be a 

positive subjective norm. If the other involved people consider the behavior to be negative and 

the individual wishes to satisfy the expectations of these people, then they may have a negative 

subjective norm. Subjective norms not only directly influence the intention (Lobb et al., 2007) 

but also indirectly influence the intention through the mediating role of attitudes (Bamberg et al., 

2007; Tarkiainen & Sundqvist, 2005). Based on the above discussions, the following hypothesis 

is proposed. 

H2 Subjective norms have a positive effect on intention. 

H3 Subjective norms have a positive effect on attitude 

2.4.  Perceived risk 

Risk perception related to food safety is considered as a crucial factor in explaining 

consumer behavioral intention. The development of the theory of risk perception in the field of 

buying behavior began in the 1960s. Cox (1967) argues that risk perception is a function of 

uncertainty and ultimate failure to meet its goal, the risk reduction can be achieved by increasing 

certainty or reducing the consequence. Conchar et al. (2004) indicate that in the theory of 

consumer behavioral, there has not been any widely accepted definition of risk perception and 

the definition of risk perception often differs according to research contexts. Dowling and 

Staeling (1994), for example, define risk perception as a negative and uncertain consequence of 

buying a product or service. Yeung and Morris (2001) suggest that risk perception is an 

individual’s assessment of the probability of damaging consequences and the magnitude of those 

possible consequences. 
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Bauer (1967) states that consumer behavior is associated with risk, as consumers make 

purchases, they may receive positive or negative results which consumers can not anticipate. 

Risk perception has a considerable influence on buying decisions since consumers tend to avoid 

mistakes when choosing products rather than maximizing their utility (Mitchell, 1998). Many 

studies perceive risk perception as an independent variable and an intermediate variable which 

directly and indirectly affects purchase intention, such as Yeung and Morris (2001), Lobb et al. 

(2007). Most relationships between risk perception and buying intentions is negative, in other 

words, risk perception adversely affects the intention to buy food (Lobb et al., 2007). 

In the area of food safety risk, Yeung et al. (2010) reveal that risk perception negatively 

influences the intention to buy food. Howerver, the findings of Klerck and Sweeney (2007) indicate 

that risk perception which relates to health and quality aspects does not affect purchase intention of 

food but psychological risk perception, meanwhile, has a negative effect on buying intention. The 

research of Stefani et al. (2008) on intention to buy chickens in Italy suggests that risk perception 

indirectly impacts intention through the mediating role of attitudes presented in the TRA theory 

framework. Chen and Li (2007) also report similar results when attitudes are viewed as mediating 

factor between risk perception and purchase intention. Thus, the hypotheses are as follows: 

H4 Perceived risk has a negative effect on intention. 

H5 Perceived risk has a negative effect on attitude. 

2.5.  Risk reduction 

Bauer (1967) proposes that consumers can develop strategies to reduce risk in order to 

mitigate potential adverse events when they sense risk with unforeseeable consequences. When 

the risk perception of consumers is high, they may take action to reduce the risk. At this point 

consumers will devise different strategies to reduce risk such as buying branded or high quality 

products. Yeung and Yee (2003) say that previous studies have proposed 17 strategies to reduce 

risk in which consumers are likely to buy branded products or products from well-known stores 

during periods of food safety concerns since this will make consumers feel secure about the 

quality. If the brand image is associated with the quality of product, it can indirectly affect the 

purchase intention and thus consumers may become loyal to the brand that has made them 

satisfied and they are less likely to change as most of the time, they are not allowed to test food 

products before buying (Yeung et al., 2010). 

Consumers also like brands that are sold by manufacturers that have a good history of 

quality, and hence Yeung et al. (2010) indicate that traceability also becomes a key factor. 

Additionally, in some cases, consumers can look for product information on signage or leaflets in 

stores to understand food processing and preservation since this is also considered important to 

reduce the risks of eating and drinking. The findings of Yeung et al. (2010) show that there are five 

factors in the risk reduction strategy, including buying branded products, quality, price, 

information and preservation. However, there are only three out of these five factors that have 

adverse effect on risk perception, which are buying branded products, buying informative products, 

and buying quality products. So the research hypothesis is: 

H6  Risk reduction has a negative effect on perceived risk. 
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3. Research methodology 

3.1. Products and respondents 

Pork is a common and popular food in the daily meals of Vietnamese households. For this 

reason, this study chooses pork to represent food. The research surveys 245 consumers in Ho Chi 

Minh City by using convenience sampling method. The age of respondents are from 18 or over 18, 

have bought and eaten pork in the family’s main meal daily. Specifically, there are 163 females, 

which make up 65,5% and 82 males, which constitute 33,5%. People in the 18-24 age group account 

for 26,9%, people aged 25-34 comprise 62,4%, 35-44 -year- olds are 10,2% and people who are 45-

54 make up 0,4%. The majority of the surveyed consumers are college or university graduates 

(which are 81,2%), post-graduates constitute 12,7% and the others account for 1,6% left. In terms of 

the average income, respondents who earn from 5 to 15 million per month make up 87,7% and the 

figure for those who are paid over 16 million a month comprise 12,3%. As regards the occupation of 

the consumers, most of them are office workers, which make up 54,3%, housewives, workers and 

civil servants constitute 14,6% and the rest belongs to other occupations. 

3.2.  Measurements 

The data is gathered through questionnaires given directly to consumers, the questionnaire 

is based on a 5-point Likert scale, in which 1 means totally disagree and 5 means totally agree. 

The scales and questionnaires applied in this study are based on previous studies related to 

consumer food choice behavior. In particular, the attitude scale (A) consists of three items: When 

I eat pork, I feel: (1) Fairly satisfied; (2) Very satisfied; (3) Extremely satisfied. This scale is 

inherited from Tuu and Olsen (2009). The subjective norms scale (S) is measured by using 3 

observed variables referred to the opinions of those in the family that have effect on them: My 

family encourages/wants/thinks/I should eat pork regularly. This scale is inherited from the 

study of Olsen (2001). The risk-perception scale (R) includes three observed variables that 

indicate consumers’ risk perception of the safety and quality of pork: When eating pork I’m 

worried that the taste is not satisfactory/the quality is not guaranteed /causes damage to health. 

The application of this scale is based on the study of Tuu and Olsen (2012). 

The consumer purchase intention scale (I) is divided into two situations, each of which 

contains three observed variables indicating intentions of pork consumption in the near 

future. The first one is the normal situation (the standard situation- Is) including three items: 

I intend to/want /I am willing to buy and eat pork in the near future. And 3 items for 

situations when there is information related to food incidents (the situation when food 

incidents happen- Ih) that may harm the health of consumers: I still have the intention/want/I 

am willing to buy and eat pork in the near future. This measurement is based on Lobb et al. 

(2007), Tuu (2015). 

The risk reduction scale (RS) is inherited from Yeung et al. (2010). By using the 

qualitative research, the RS scale has been adjusted to suit the context of Vietnam. This scale 

comprises 14 questions, after conducting the exploratory factor analysis, the final scale then 

consists of 12 questions. The questions are presented in Table 1. 
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Table 1. Descriptive statistics of indicators risk reduction 

Item Indicators Mean 
Std. 

Error 

RS1 I buy pork from brands which I bought previously 3.359 0.988 

RS2 I choose a famous or popular brand 3.208 0.840 

RS3 I choose a reputable meat brand 3.412 0.982 

RS4 I buy pork which has third party certification 3.538 1.121 

RS5 I buy pork with clearly traceable origins 3.628 1.132 

RS6 I buy pork that has been checked by a government agency 3.644 1.173 

RS7 I read the instruction manual carefully 3.387 1.105 

RS8 I read information about the product introduction at stores 3.775 1.083 

RS9 I pay close attention to the expiry date 3.122 1.004 

RS10 I buy pork from sources recommended by friends 3.265 0.886 

RS11 I buy pork from sources recommended by relatives 3.244 0.837 

RS12 I buy pork from home sources recommended by relatives 3.359 0.825 

Source: Investigated by the author 

3.3.  Analytical procedure 

In this study, we apply the linear structural equation modeling (SEM) to estimate the 

proposed theoretical model. As for the risk reduction strategy scale, the EFA analysis is 

conducted with the extraction method of Exploratory Factor Analysis and Promax rotation, 

the extracted result contains 4 factors with 12 observed variables, the KMO coefficient of 

Barlett’s test equals to 0.762 (Sig. = 0.000) and the total variance explained is 78.03%. The 

first factor is buying “brand” meat which includes 3 observed variables showing the strategy 

of buying brand meat, prestige and buying the brand that consumers have bought previously. 

The second factor is buying meat with “certification”, this factor consists of 3 observed 

variables indicating the strategy of buying meat certified by the government agency, having 

third party certification and having traceability certification. The third factor is buying meat 

from the “recommended sources” including 3 observed variables indicating the strategy of 

buying meat from sources introduced by relatives, friends or from home. The fourth 

determinant is buying “informative” meat which includes 3 observed variables presenting the 

strategy of buying meat after reading the information such as instruction manual, product 

introduction, expiry date.  

Prior to SEM model estimation, scales were tested for reliability by using the Cronbach’s 

alpha coefficient and confirmatory factor analysis (CFA). The criteria used for choosing the 

reliability of the scale are Cronbach’s alpha ≥ 0.6 and item-total correlation ≥ 0.3. Selected 

criteria for EFA analysis are KMO ≥ 0.7 and total variance explained ≥ 50%.  The criteria 

chosen for CFA analysis are TLI ≥ 0.9; CFI ≥ 0.9; RMSEA ≤ 0.08 and CMIN/df ≤ 3 (Browne 

and Cudeck, 1992). The standards used to assess SEM model are selected using similar criteria 
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as CFA analysis. After conducting EFA analysis, the proposed model is adjusted as shown in 

Figure 1. Therefore, the theory H6 is then adjusted: 

H6: Risk-reducing strategies: (a) buying “brand” meat, (b) buying meat with 

“certification”, (c) buying “recommended sources” meat, (d) buying “informative” meat have a 

negative effect on perceived risk. 

 

 

 

 

 

 

 

 

 

 

Figure 1. The theoretical model 

4. Results 

4.1. Reliability and validity of the measures 

The result of testing the scale reliability shows that the Cronbach’s alpha coefficients of 

these scales are in the range of 0.808 to 0.915 (Table 2) and the item- total correlations of all 

scales are greater than 0.3 which mean these scales meet the acceptable reliability. After that, the 

research continues to perform EFA, the results show that the KMO coefficient of Barlett’s test is 

0.801 (Sig. = 0.000), 8 factors are extracted and the total variance explained is 80.54% and all 

factor loadings are greater than 0.5.  

Next, all scales are taken to conduct the confirmatory factor analysis in both situations:  

normal (model 1) and incident happens (model 2). The CFA analysis of model 1 illustrates that 

the study has 8 concepts with 24 observed variables. The results of the CFA analysis report that 

criteria which meet the requirements are TLI = 0.965; CFI = 0.972; RMSEA = 0.043 and 

CMIN/df = 1.442. Hence, indicators such as TLI, CFI are greater than 0.9 and RMSEA is less 

than 0.08, CMIN/df is less than 2. Similarly, the CFA analysis of model 2 reveals that the study 

has 8 concepts with 24 observed variables. The CFA analysis shows the standards which meet 

the requirements are TLI = 0.971; CFI = 0.977; RMSEA = 0.04 and CMIN/df = 1.387. Scales 

was assessed by computing composite reliability coefficient and extracted variance for each 

construct. The standardized factor loadings and construct reliabilities for the measurement model 

are presented in Table 2. The individual item loadings on the constructs were all highly 

significant (p < 0.000) with values ranging from 0.617 to 0.952. 
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Table 2.  Constructs and indicators 

Constructs Item Mean 
Cronbach’s 

alpha 
Composite 
reliability 

Extracted 

variance 

Model 1 

Attitude (A) 3 3.103 0.901 0.902 0.755 

Subjective norms (S) 3 2.453 0.895 0.896 0.742 

Percieved risk (R) 3 3.415 0.876 0.878 0.707 

Brand (RSb) 3 3.326 0.902 0.833 0.507 

Certification (RSc) 3 3.604 0.931 0.906 0.764 

Recommended sources (RSa) 3 3.289 0.825 0.830 0.622 

Informative (RSi) 3 3.428 0.726 0.729 0.474 

Intention (standard) (Is) 3 3.760 0.853 0.859 0.672 

Model 2 

Attitude (A) 3 3.103 0.901 0.901 0.754 

Subjective norms (S) 3 2.453 0.895 0.896 0.742 

Percieved risk (R) 3 3.415 0.876 0.878 0.706 

Brand (RSb) 3 3.326 0.902 0.838 0.510 

Certification (RSc) 3 3.604 0.931 0.932 0.821 

Recommended sources (RSa) 3 3.289 0.825 0.830 0.622 

Informative (RSi) 3 3.428 0.726 0.730 0.475 

Intention (scared) (Ih) 3 3.040 0.912 0.915 0.783 

Source: Investigated by the author 

4.2. The structural relationships 

The results of the SEM model test of model 1 (Purchase intention in the standard situation-

no food incident) indicate that TLI = 0.939; CFI = 0.947 so these ratios are greater than 0.9; 

RMSEA = 0.056 less than 0.08 and CMIN/df = 1.773 which is lower than 2; P = 0.000. This 

result suggests that the theoretical model is consistent with the research data. The relationship 

estimation by the SEM model shows that the relationship between risk reduction strategy and 

risk perception includes 3 statistically significant relationships at a 5% significance level, which 

are relationships between RSb, RSc, RSa and R. Only RSi is not statistically significant. The 

negative beta coefficient illustrates the inverse relationships between RSb, RSc, RSa and R. The 

components of the risk reduction strategy can explain 21.4% (R2 =0.214) the variation of risk 

perception. The model also demonstrates that only attitude is statistically significant to purchase 

intention, subjective norms and risk perception are not statistically significant to purchase 

intention. However, subjective norms directly affect attitude, which means subjective norms 

indirectly affect the intention through the mediating role of attitude. The variables in the model 

can explain 27.2%  the variation of purchase intention. 
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The results of the SEM model test of model 2 (Purchase intention in the situation scared) 

reveal that TLI = 0.947; CFI = 0.954 so these indicators are greater than 0.9; RMSEA = 0.054 

which is less than 0.08 and CMIN/df = 1.707 which is lower than 2; P =0.000. This result 

shows that the theoretical model is consistent with the research data. The relationship 

estimation by the SEM model suggests that the relationship between the risk reduction strategy 

and the risk perception is similar to that in model 1, to be more specific, there are 3 

relationships that are statistically significant at the 5% significance level, which are 

relationships between RSb, RSc, RSa and R. Only RSi is not statistically significant. The 

negative beta coefficient expresses the inverse relationships between RSb, RSc, RSa and R. 

Model 2 also indicates that attitude, subjective norms and risk perceptions have a statistically 

significant effect on purchase intention, the risk perception, meanwhile, still does not have a 

statistically significant effect on attitude. Similar to model 1, subjective norms directly affect 

attitude, this means subjective norms not only directly affect intention but also indirectly 

influence intention through the mediating role of attitude. 

After analyzing and testing the fit of the SEM model, the research then tests the 

hypotheses. The results of estimating the model are shown in Table 3. 

Hypothesis H1: Attitude has a positive influence on buying intention. The result shows that 

H1 is accepted in both situations with a significance level of 5%. The relationship between 

attitude and purchase intention (β=0.368) in the standard situation and (β=0.208) in the situation 

when food incident happens. These relationships are positive. 

Hypothesis H2: Subjective norms positively influence the buying intention. The result 

indicates that H2 is accepted in model 2 (β=0.243), this means in the situation that food incidents 

occur, subjective norms are statistically significant at the 5% significance level. In the situation 

when there is no food incident, this hypothesis is not supported. 

Hypothesis H3: Subjective norms positively indirectly influence the purchase intention 

through the mediating role of attitude. At the 5% significance level, subjective norms do not 

directly affect the intention in the situation when there is no food incident but subjective norms 

directly affect attitude. In case of food incidents, subjective norms directly affect the purchase 

intention (β=0.243) and the indirect effect through attitude is (β=0.116). The total effect is 

(β=0.375). Thus, the hypothesis H3 is accepted. 

Hypothesis H4: Risk perception negatively affects the purchase intention. Model 1 reports 

that this hypothesis is not supported but the results of model 2 show that in case of food 

incidents, the risk perception negatively affects the buying intention (β= -0.218). Thus, the 

hypothesis H4 is supported. 

Hypothesis H5: Risk perception adversely indirectly affects the buying intention through 

the mediating role of attitude. The findings of the two models do not support the relationship 

between risk perception and attitude. Hence, the hypothesis H5 is rejected. 

Hypothesis H6: The group of hypothesis H6 consists of 4 hypotheses, in which hypotheses 

H6a, H6b, H6 are accepted. The results reveal that in the standard situation, the risk reduction 
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strategies which are buying “Brand” meat (β= -0.364), “Certification” (β= -0.240) or 

“Recommended source”  β= -0.169) would reduce risk perception at a 5% significance level. The 

“Informative” variable does not affect risk perception. In case of food incidents, the risk 

reduction strategies which includes buying “Branded” meat (β= -0.366), “Certification” (β= -

0.125) or from “Recommended source” (β= -0.167) would reduce risk perception at the 

significance level of 5%. The “Informative” variable does not impact risk perception. Thus, 

hypotheses H6a, H6b, H6c are supported and the hypothesis H6d is rejected. 

Table 3.  Estimates for direct effects 

Structural paths Coefficient estimate S.E. C.R. P 

Model 1 

R <--- RSb -0.364(-0.397) 0.061 -5.989 *** 

R <--- RSc -0.24(-0.156) 0.051 -2.431 0.015 

R <--- RSi 0.105(0.100) 0.077 1.375 0.169 

R <--- RSa -0.169(-0.148) 0.077 -2.190 0.029 

A <--- R 0.049(0.047) 0.064 0.764 0.445 

A <--- S 0.555(0.562) 0.066 8.456 *** 

Is <--- S 0.074(0.094) 0.063 1.170 0.242 

Is <--- A 0.368(0.459) 0.068 5.435 *** 

Is <--- R -0.077(-0.091) 0.054 -1.424 0.155 

Model 2 

R <--- RSb -0.366(-0.398) 0.061 -6.007 *** 

R <--- RSc -0.125(-0.157) 0.051 -2.452 0.014 

R <--- RSi 0.107(0.101) 0.077 1.388 0.165 

R <--- RSa -0.167(-0.146) 0.077 -2.164 0.030 

A <--- R 0.051(0.049) 0.063 0.807 0.420 

A <--- S 0.557(0.563) 0.066 8.461 *** 

Ih <--- S 0.243(0.254) 0.077 3.151 0.002 

Ih <--- A 0.208(0.215) 0.077 2.702 0.007 

Ih <--- R -0.218(-0.216) 0.065 -3.350 *** 

Notes: ( ): Std. β; *** p< 0.01. 

5. Discussions 

The findings of the research suggest that attitude is the factor that affects intention in both 

situations. This result therefore reaffirms the important role of attitude in the TRA model that has 

been applied by many researchers to predict purchase intentions in the food sector. Subjective 

norms influence the intention in situation which food incidents happen, in normal situations, 

subjective norms indirectly impact intention through the mediating role of attitude (Tarkiainen & 

Sundqvist, 2005). Ajzen (1991) concludes that more than 50% of studies do not support the 

relationship between subjective norms and behavioral intentions. We find that the effect of 

subjective norms on our intentions depends on whether or not food incidents occur. Under 
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normal circumstances, the pressure of family members may not interfere with consumers’ 

intention to buy food. However, in case of food safety risks and especially food incidents occur, 

the pressure of family members becomes important and affects their buying intentions. 

Risk perception does not affect buying intentions in standard situations, but it does have 

effect on buying intention in situations when food incidents occur. The impact of risk perception 

on buying intention has been revealed in numerous studies. Nonetheless, there are studies which 

suggest that there is no relationship between risk perception and purchase intention (for example, 

Klerck and Sweeney, 2007). In this study, the results indicate that the influence of risk 

perception on purchase intention depends on whether there is a presence of food incidents or not. 

When food incident happens, it is clear that risk perception plays a vital role in explaining 

purchase intention. The relationship between risk perception and buying intention is negative. In 

other words, the higher the risk perception of consumers is, the lower the purchase intention 

becomes (Grewal et al., 2007). 

The risk reduction strategy consists of 4 component strategies, in which there are three 

strategies that negatively affect risk perception. The results of Yeung et al. (2010) also identify 

that only three out of the five components of the risk reduction strategy impact risk perception. 

This study indicates that consumers may be able to reduce the risk of buying meat from well-

known, reputable, familiar brands or from where they previously bought, this is called buying 

“Branded” meat. The purchase of certified meat (referred to as “Certification”) which was 

checked by a government agency or third party (such as VietGap certificate) or buying meat with 

a clear origin also helps to decrease the risk perception of consumers. What is more, consumers 

can reduce their risk perceptions by buying meat from recommended sources (which is 

“Recommended sources”), such as meat recommended by friends, relatives or from home 

sources introduced by relatives. This result is also accepted by consumers in the qualitative 

research as they think that they often buy food from home since most of HCM City residents are 

migrants from other provinces. 

The results of differential analysis for variables such as occupation, age, education level 

and income suggest that there are only differences in intention to buy meat between males and 

females in case of food incident and differences between incomes in normal situations at a 5% 

significance level. In particular, in normal situations, the intentions to buy meat of people who 

have considerably higher incomes (high-income people) are higher. In case of food incidents, 

women tend to have lower purchase intentions than men. This is in line with the cultural 

characteristics of Vietnam since women are usually the primary person in charge of choosing 

food for daily family meals. 

6. Conclusion  

The main objective of this study is to examine the effect of risk perception on consumers’ 

purchase intentions in the HCM City area by using the basis of the theory of reasoned action. 

Based on the TRA model as well as the inheritance from previous studies, the author built a 

research model consisting of two components of the TRA model, which are attitude, subjective 

norms and a third component is added to the model, which is risk perception. Furthermore, the 
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author also considers the impact that risk reduction strategy may has on risk perception in the 

expanded TRA model. The model is implemented in two situations, namely the normal situation 

and the situation when food incidents occur. 

The research reveals that attitude is the factor which influences buying intentions in both 

situations. This means that when consumers have a positive attitude, their buying intention will be 

positive. Subjective norms directly affect the purchase intention in case of food incidents but these 

norms do not directly affect the intention in normal situations. However, in normal circumstances, 

subjective norms influence the intention indirectly through the mediating role of attitude. Similarly, 

in normal situations, risk perception does not affect the intention but in the situation when food 

incidents occur, risk perception has a negative impact on intention. This means that when an incident 

happens leading to concern about food, a high risk perception will reduce purchase intention. 

Moreover, the study reports that there are three risk reduction strategies affecting risk perception, 

including the “Branded”, “Certification” and “Recommended source”. Descriptive statistics also 

show that consumers appreciate the risk reduction by buying products that have been tested or 

certified by a government agency, certified by a third-party, or products with traceable origins. 

The results provide evidence of the relationship between risk perception and food purchase 

intention in case of food incidents to managers and government regulators in the food industry. 

Reducing risk perception is an important measure to increase food consumption, in order to 

reduce risk perception, enhancing credibility, branding food products or certificating food safety 

or traceability should be implemented. In addition, at present when food incidents happen, 

consumers often buy food from recommended sources as a way to reduce risk perception. One 

more thing is that when there is food safety risk, the pressure from family members is a factor 

that considerably influences their buying intentions. Thus, this should be focused when develop 

policies on food safety. 

This study has some limitations. For example, the sample is collected using convenience 

sampling method. The study only surveyed consumers in Ho Chi Minh City area but does not 

expand to other areas so that it can be able to evaluate factors more fully. Risk perception in this 

study is measured in terms of two aspects, namely quality and health without mentioning other 

aspects such as time, finance, lifestyle (Yeung et al., 2010). Moreover, food purchase intention in 

general and pork purchase intention in particular are influenced by many factors that this study 

has not mentioned such as habits, past behavior, trust. Therefore, further research should expand 

the research scope, other sampling methods may also be applied and more variables could be 

added to the model. 
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Abstract: Traffic safety has been a persistently painful social issue in many developing 

countries and in Vietnam in particular. With the dominant of Facebook among Vietnamese 

youngster, social listening is the most cost effective and practical approach for policy makers to 

measure public attitudes towards traffic violations. The research findings from Facebook big 

data in Vietnam indicated that unintentional errors in traffic violation are the most common and 

violators tended to take objective causes for their behaviors. Marketing approach is useful and 

applicable for government agencies. Implications from public attitude analysis allows authorities 

to design effective social marketing strategies by means of setting up social norms and providing 

knowledge which help to decrease errors and change people attitude towards violations. 

Key words: traffic safety, big data, public attitude, social media listening 

 

1. Introduction 

Traffic safety is increasingly recognized as a serious, national public health concern by 

Vietnamese Government (roughly 15 thousand road traffic fatalities in Vietnam each year (Tuoi 

tre, 2017)). Traffic safety as well as its problems are of great interest to many researchers, from 

the management of motorcycle taxi services (Tuan & Mateo-Babiano, 2013), taxi services (La, et 

al., 2013) to public transportation like bus (Duong, et al., 2016) and traffic policing activities 

(Hoa, et al., 2009). Regardless of the population growth, urbanization, infrastructure or the 

growth in number of means of transport, it can be seen that Vietnam does not have a 

comprehensive agenda that could emphasize the communication and propaganda activities to 

change people's traffic perceptions, attitudes and behaviors. 

With the development of the Internet and Social Networks, all three successful prerequisite 

conditions of media (monopolization, canalization, supplementation) have ceased to exist 

(Lazarsfeld & Merton, 1957), leading to the likelihood of unattainable social objectives of the 

mass media. While traffic safety propaganda programs in Vietnam are based on few seemingly 
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out - of - date mass media channels (television, radio), marketing is considered to be one of the 

most applicable approach in changing public behavior (Kotler & Zaltman, 1971). However, there 

has been the absence of an active nationwide social marketing program to touch the core values 

of the public thoughts, perceptions and attitudes on this issue. 

Young consumers in Vietnam - the majority of traffic participation, have changed their 

attitude toward consumption in particular and themselves in general. They tend to treat 

consumption as a way of identifying themselves, eliminating government control and socializing 

themselves in such a way that they could gradually eliminating the identity of Vietnamese 

Communists, which are propagandizing by the Government (Nguyen, et al., 2017). Without 

better understanding the youth on social issues such as traffic safety, the authorities will find it 

difficult to get good ideas for communication programs. 

2. Theoretical framework 

Traffic psychology, a specific field of applied psychology studies “the behaviors of road 

users and the psychological processes underlying their behaviors” strives to identify the most 

important factors affecting road users’ behaviors in order to find effective solutions to prevent 

traffic accidents (Rothengatter, 1997). There are many different models that explain the behavior 

of road users: the driver's job analysis, control their functions and motives (Rothengatter, 1997). 

It is noteworthy to analyze the inter - relationship between error and violation in traffic behavior, 

in which, minor errors may also be considered as one of the reasons for much more serious 

violations of traffic safety regulations  (Rothengatter, 1997). Rothengatter (1997), through the 

synthesis of prior studies, also argued that Ajen and Fishbein's rational behavioral theory is more 

appropriate in studying traffic violations. However, clarifying the boundaries and analyzing the 

specific causes of these two potential aspects could help explain more specifically the 

psychological behavioral of the violation. 

As controversial as it may be, the relationship between behavior and attitude has been 

recognized as one of the most common psychological approaches to persuasion communication, 

found in advertising and communications. This approach also underlines the notion that positive 

emotions can help to reduce traffic errors and violations (Lawton & Parker, 1997). Attitude, a 

component of Ajen's and Fishbein's rational behavior model, is one of the key theoretical 

constructs for many researchers to understand the issue of traffic safety. Follow this trend, 

Vietnamese researchers have also exploited the notion of attitudes and came up with remarkable 

results, in which social norms are thought to be one of the causes of behavioral prediction. 

violate the traffic safety rules. Although the separation of errors/mistakes with traffic safety 

violations has certain psychological boundaries but not many researchers exploit and distinguish 

these two aspects. 

In the context of Vietnam, may researchers have studied about the relationship between 

attitudes and traffic violations. The findings show interesting points about Vietnamese 

attitudes.  Khuat & Le (2011) argued that road users in Vietnam tend to repeat their traffic 

violations. They even claim that traffic violations are common practices of Vietnamese "If you 

do not violate then others will do" which allow them to understand and forgive their behaviors. 
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Under the light of the theory of rational behavior, social norms are one of the factors that 

explaining the violation of traffic rules - the violator thinks that his behavior is "normal" as of 

the others (Duong, Brennan, Parker, & Florian, 2015). Alcohol consumption is one of the 

major causes of road accidents, however, it is tolerated in rural areas, due to the social and 

cultural characteristics of Vietnam (Bachani, et al., 2013). Attitude toward transportation 

methods is also an important factor influencing behavioral choice of vehicles and modes of 

transport (Van & Fuji, 2007). 

In the area of digital and social media marketing, with limited conditions for surveys or 

measuring attitude of consumers towards some issues, social listening has been a common 

and cost-effective approach for marketers. International Listening Association (1995) defined 

“listening is the process of receiving, constructing meaning from, and responding to spoken 

and/or nonverbal messages.” Social listening could be defined as “an active process of 

attending to, observing, interpreting, and responding to a variety of stimuli through mediated, 

electronic, and social channels” (Margaret & Christa, 2017). Listeners have a variety of 

listening purposes which leads to various approaches and techniques. In this article, we take 

the viewpoint of (Crawford, 2009) who said that “listening invokes the more dynamic 

process of online attention, and suggests that it is an embedded part of networked 

engagement – a necessary corollary to having a ‘voice’. We apply the kind of background 

listening in Crawford’s viewpoint, where comments and conversations play a role as a 

brackdrop to form a sense of intimacy and awareness about the patterns of speech, activity 

and thought across a group contacts.  

One potential problem with social media listening is interpreting results of the research. 

Technically, social media listening could provide the researchers with the amount of mentioned 

keywords with quotes, soures (URL) of a specific theme after extracting from data warehouse in 

a particular platform (Facebook, Twitter, LinkIn…), called word ranking. In this paper, we do 

not just report the general impression on traffic violations we strive to analyse unstructered data 

from Facebook big data to figure out the public attitude of Vietnamese Facebook users. Many 

authors tried to differentiated between Attitude, Opinion, Image. Based on measuring techinques, 

Quinn (1946) figured that the typical attitude study involved a scale of questions whilst the 

typical opinion study leaned on a single question for a given issue. In the realm of psychology,  

Katz (1960) pointed out that “opinion is the verbal expression of an attitude, but attitudes can 

also be expressed in nonverbal behavior”. Similarly, Gardner & Levy (1955) suggested to use 

qualitative approach instead of quanitative to have consumers’ attitudes. We admit the difference 

between these definitions but in the context of big data with the 5V characteristics (volume, 

velocity, variety, variability, value) there is no boundary between them. We suppose to use the 

term public atttitude with the insight from Facebook unstructured big data. With the high volume 

and large scale of (more than 40 million Vietnam Facebook users) data the results may ensure 

for the public aspect. Besides, Facebook posts/comments include users affective, behaviors or 

cognition – three components of attitude  (Katz, 1960). 

Public attitudes are considered as one of the factors contributing to policy development in 
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general, and in transport policy in particular (Chen, et al., 2002). Moreover, they have great value in 

creating communication strategies. Public attitudes can create a comprehensive social influence on 

the basis of establishing habits or social norms. While studies on people's attitudes toward traffic 

safety often require the large sample size, most studies Vietnam did not meet this requirement due to 

certain constraints on research conditions. Vietnam social networking sites are not highly 

fragmented, Facebook hase been a dominant social media networking site of Vietnamese youngsters 

which provide the validity for data collected including feedback, discussions and problems shared on 

the Internet. Although Facebook data had some privacy problems, it can help provide potential 

information relating to opinions, attitudes on some social issues. 

3. Research methodology  

Historically, online marketing research has been used as one of the most cost-effective 

solutions and could mine rich information on the psychological characteristics and attitudes of 

consumers. On the perspective of qualitative approach, Kozinets (2002) called this method 

Netnography (which can be understood as ethnographic research in online society). Accordingly, the 

online comments and discussions of the internet users on specific topics are treated as interview 

records, and the meanings, symbols are analyzed to give the insight. In this paper, we apply the 

approach of social media listening or social listening. Social listening is the most popular approach to 

social media research which means to monitor conversations and content in social media channels by 

“listening”. There are many different methods to listen including: background listening, reciprocal 

listening, delegated listening (Crawford, 2009) or discriminative listening, comprehensive listening, 

critical listening, therapeutic listening, appreciative listening (Margaret & Christa, 2017). 

The social listening service requires high capacity of storing data devices or data ware-

house. Not all Vietnam company can provide this service, except for SMCC, Buzzmetrics, 

Socialbeat. We used Facebook big data service of DataSection Vietnam – DSV 

(https://datasection.com.vn). The most general procedure for analyzing data from social listening 

is that: (1) Crawl – data are collected from the sources using web crawlers or bots; (2) Extract – 

data are filtered from filtered set of content which depends on listening purposes or interests; (3) 

Sentiment – analysts use sentiment indicator (from sentiment language dictionary which 

developed by natural language processing software) to extract sentiment; (4) Aggregate – raw 

sentiment data is aggregated into a summary report  (Tuten & Solomon, 2015) 

4. Results and Discussion  

DSV collected 551,442 posts on Facebook, 24,656 posts on online forums, 58,323 

articles of traffic safety which were available from July 1, 2016 to July 1, 2017. Data 

collected are labeled, content analysis was applied to extract the meaning. We randomly 

selected 3,000 posts/comments on Facebook to conduct the reading and give the following 

research results: 
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Table 1: The most commonly mentioned traffic violations on social networks 

Traffic violations Post/comment Percentage % 

Wrong lane 81 22.6% 

Speeding 75 20.9% 

No signal when turning 51 14.2% 

Red light crossing 45 12.6% 

Yellow light crossing 41 11.5% 

Line markers crossing 40 11.2% 

One-way street violation 17 4.7% 

Helmet violation 15 4.2% 

(**)   

Source: DataSection Viet Nam 

(**) On social media, there are other minor violations, including: no documentation (11 

posts), drinking driving (11posts), illegal parking (3 posts), no driving license (3 posts), no 

vehicle lights (3 posts), wearing headphones while driving(2 posts), vehicles without mirrors (2 

posts), insurance expired (1 post), underage driver(1 post),one horizontal line driving (1 post), 

unsuitable light (1 post),  green light stopping (1 post), fail to comply traffic safety of 3 people in 

one motorbike (1 post), using mobiles while driving (1 post), right side passing (1 post), fail to 

comply the traffic police (1 post). 

From 3000 randomly selected items, we found 358 posts containing valuable information. 

The findings show that errors / mistakes are common, including wrong lane, speeding, no signal 

when turning and line markers crossing, meanwhile intentional violations are less common such 

as red lights, yellow lights crossing, fail to comply the direction guide, no helmet. These errors 

appear with the description of the mistake that violators made: 

“I got caught at Kep (Bac Giang), right before the bridge. Just as I crossed the brigde, the 

snake stick (traffic police’s stick) had appeared. I thought the error is passing on the brigde, it 

turned out speeding.”  

Source: https://www.otofun.net/threads/canh-sat-giao-thong-ban-toc-do-o-dau-xe-hay-

duoi-xe-nhi.1126101/page-2#post-32257335 

“I drove a motorbike from Thinh Yen to Hue street. The needed address was on the left 

while my eye – sight was very bad and could not see the house number from the lane. So I drove 

close to the left sidewalk and turned the turning light to warn others. I finally got caught for 

wrong lane by 141”. 

Source: https://www.facebook.com/540079849426435/posts/1011607608940321 

“I drove motorbike and turned right without signaling. They (the policemen) asked 500 

thousand VND. I was so scared and bargaining to 100 thousand. Not until I got home did I realize to 

be cheated. But all other violators at that time were asked to pay 500 thousand VND fine.”  
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Source:https://www.facebook.com/permalink.php?story_fbid=10154385130961634&id=1

45788456633&comment_id=10154389610066634 

Among the traffic violations, we looked for the errors that the violators asked as well as 

commented the most. 

Table 2: Common traffic violations mentioned on social networks 

Traffic violations Posts/comments Percentage % 

Wrong lane 13 32.5% 

Line markers surpassing 9 22.5% 

Yellow lights crossing 7 17.5% 

Red lights crossing 7 17.5% 

No signal while turing 5 12.5% 

Speeding 3 7.5% 

Driving on banned or prohibited road 2 5.0% 

Right side passing 2 5.0% 

No indentity documents 1 2.5% 

Total  49 100% 

Source: DataSection Vietnam 

Among listing violations on the social network, wrong lane is one of the most common one 

(32.5%). Taking a closer look at the content of the comments of Facebook users, it can be seen 

that the main reason lies in the knowledge of the violators with traffic safety law: 

“I am a new commer asking for advice. I drove from nvl street to turn to  c. rao2 in the left 

lane. The xxx stopped me and filed for wrong lane. Is it right to do so?Am I able to reclaim the 

case, please help.  

Source: https://www.facebook.com/540079849426435/posts/906016056166144 

“Can anyone tell me that if the road division is made of 2 solid lines and I crossed them all 

to the other lane, so my error is line crossing or wrong lane?” 

Source: 

https://www.facebook.com/permalink.php?story_fbid=1113336782100736&id=5400798494264

35&comment_id=1113471272087287 

“Can anyone give me an answer. If I crossed the yellow light, what should I say to avoid 

being fine and what article says crossing the yellow light is legal? As I read on newspaper, 

yellow light crossing is traffic violation. Thank you very much.”  

Source: https://www.facebook.com/540079849426435/posts/947165998717816 

We continue to look for the manifestations of the causes of violations by reading and 

analyzing the content of the posts. The results were as below.  
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Table 3: Traffic safety violation causes 

Causes Post/comment Percentage % 

Law ignorance  61 48.0% 

Law non-compliance 31 24.4% 

Error 19 15.0% 

Mishaps 10 7.9% 

Prevented sight 3 2.4% 

Giving way for ambulances/other vehicles 3 2.4% 

Wrong traffic policing judgement  2 1.6% 

Overcrowded 2 1.6% 

(**)   

Source: DataSection Vietnam 

(**) In addition, there are other reasons as: Poor driving experience (1 post), bad 

weather (1 post), bad/ prevented traffic signals (1 post), bad/ poor lane markers (1 post), 

breakdown vehicles (1 post). 

As the research shows, people's knowledge of traffic safety regulations is believed to be 

the main cause of errors or violations. Violators say they are ignorant of the traffic law (48%), do 

not intentionally break the law (15%) and the violation is caused by objective factors such as 

visibility, giving way for other vehicles or over crowded roads etc., The proportion of people 

who admitted violating the traffic law intentionally was 24.4%. 

From the results of data analysis, some highlighted notes are as follows: 

- Errors / mistakes made up a high proportion of people's violations, most notably "wrong 

lane". These errors were mostly negligence that why violators felt puzzled when being fined. 

That led to their anger and complaints on the social networks. 

- Violators blame the traffic violence for objective causes rather than subjective ones. They 

even called it bad luck but not reconsidering their behavior. A clear and transparent fine system 

allowing violators to see their violations may help them change their behaviors. 

- Public attitude to traffic policeman and traffic conductors was negative, violators tend to 

use “negative slang” to comment and discuss. 

- Knowledge of traffic rules are also a major cause of traffic violations. Social network 

comments usually start with questions about violation situations. Violators may not be fully 

explained about the violations. Or, during the offense, they have not prepared the psychological 

mental to receive full information leading to their question and complaints. 

- Violators report the details of the traffic violation in a funny way like an experience or 

self-identification. Social listening is the appropriate approach in researching and investigating 

public attitudes towards traffic safety violations particular or social issues in general. The results 

show that knowledge of traffic safety regulations is the main reason for the violations. Traffic 

violators often blame the case for the objective causes and claim that they are negligence even if 

many of these errors are intentional. Due to practical constraints, this paper cannot provide a 

comprehensive review of sentiment analysis which is one of the most important steps of any 

social listening process. Another problem with the result is that the depth of qualitative approach 

applied to unstructured data did not meet our expectation under the time limit.  
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Traffic safety is a social issue that requires creative approaches in the new context. Social 

marketing is one of the appropriate approaches. Authorities should be aware of the behavior 

motivations and its barriers. To minor and unintentional errors, a social penalty mechanism with 

social norms might have the potential to curb the wrong behaviors. Building a traffic culture, a 

historically mentioned solutions may be the appropriate measure for this approach. 

The results of our study also show that road safety law enforcers are perceived by with 

negative images in the public eyes. The change of traffic police image has the potential to 

increase the level of respect for law enforcement. 

Social media, internet communications, and social networking which aim at attitudes and 

perceptions of traffic violators may be one of the best suggestions for solving problems. Social 

media activities should point out the mistakes and the causes so that the violator can see 

themselves in the examples. In addition to transparency and openness in traffic penalty, this 

approach helps to reduce violations.  

Communications activities should provide people with traffic safety knowledge and 

regulations in an appropriate, intuitive and user - friendly method for young people. Road users 

often consider acquiring traffic safety knowledge as a mandatory activity. Therefore, they pay 

little attention to improve their knowledge. Instead, communication activities should be 

presented regularly, in a variety of comfortable, interesting forms to attract public attention. 

In addition to the social marketing approach, the authorities should also consider 

approaches of changing behaviors and perceptions of young people. Young Vietnamese are 

denying the norms of “a communist". They embrace more Western lifestyle values. Behavior 

change communication activities should also emphasize law compliance as a global and civilized 

norm rather than local values. Although the study uses big data approach, we have not been able 

to fully analyze the results. This may result in missing out on valuable information. We suggest 

that authorities use social listening as a solution to assist in describing the situation and finding 

the cause of traffic safety violations. 
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Abstract: This paper tests the relevance of the theoretical models proposed in the 

literature to explain the links between economic growth and income inequality in the 

provincial level of Vietnam. The results show a weak direct link between initial inequality 

and subsequent economic growth. However, inequality affects growth through several 

channels. There is strong empirical support for the negative impact of inequality on growth 

via the education/fertility channel. Another channel that receives support by the data is the 

capital market imperfection. By contrast, there appears to be less empirical support for 

explanation based on the distribution channel. 

Keywords: growth, inequality, Vietnam. 

 

1. Introduction 

The links between growth and inequality have long been investigated1. Earlier researchers 

like Lewis (1954) and Kuznets (1955) were primarily interested in the distributional 

consequences of economic development. In recent years, the reinvigorated interest in the 

endogenous growth theory has fuelled substantial research into the exploration of the impact of 

inequality on growth. While the emerging dominant view is that inequality is harmful for growth 

(Castello and Domenech, 2002; Easterly, 2001; Aghion al et. 1999; Deininger and Squire, 1998; 

Perotti, 1996; Persson and Tabellini, 1994; Alesina and Rodrick, 1994), some researchers have 

provided evidence to the contrary (Forbes, 2000; Deininger and Olinto, 2000; Li and Zou, 1998; 

Partridge, 1997). One issue to explain this contrary is that there are many opposing mechanisms 

through which inequality can affect growth and that the net effects of inequality on growth are 

ambiguous. Theoretically, the channels through which this effect is transmitted differ in 

accordance with the model used. Chiou (1998), Aghion and Bolton (1997), Galor and Zeira 

(1993), and Saint-Paul and Verdier (1993) provide a model to show that the inequality-growth 

link is taken via the imperfection of capital market. Borck (2007), Bao and Guo (2004), Alesina 

and Rodrik (1994), Persson and Tabellini (1994), Bertola (1993) and Perotti (1992) build a 

                                                 
1 Enrhart (2009) provides a comprehensive survey of theoretical and empirical development in this field. 



2618 

model to explain that inequality harms growth through redistribution. The social-political 

instability model built by Alesina et al. (1996), Benhabib and Rustichini (1996), and Grossman 

and Kim (1996) emphasises the impact of inequality on growth via political instability and social 

unrest. The Perotti model (1996) suggests that inequality has a negative effect on growth through 

investments in human capital. Benabou (1996) provides an integrated model in which the effect 

of inequality on growth is not necessarily linear. The models of De la Croix and Doepke (2003), 

Kremer and Chen (2000), and Perotti (1996) suggest that inequality has a negative effect on 

growth through the distortion of household’s decisions on education and fertility. Another model 

of Knell (1998) shows that social comparisons coming from the society’s perception of 

inequality lead to low growth. Whatever the mechanism, the link between inequality and growth 

has been tested in different cross-country studies with somewhat contrasting results. This can be 

explained by that fact that the mechanisms through which inequality leads to higher growth may 

be offset by the opposing mechanisms through which inequality harms growth. 

Another issue is that reliable empirical testing of the growth-inequality link in the literature 

has been hampered by the lack of the quality and comparability of data. A number of empirical 

studies in this field is based primarily on cross-section country data, which suffer from a lack of 

uniformity. As the countries under consideration are at different stages of economic 

development, using the available cross-country data to test the various hypotheses of the link 

between growth and inequality does not yield conclusive results. In addition, most empirical 

studies in the literature do not measure income inequality in a consistent manner. Due to lack of 

comparable data, researchers have been forced to combine heterogeneous non-comparable 

inequality data based on gross income, net income, consumption, expenditure and concerning 

individuals and households. However, combining inequality data that are not consistently 

measured in the same sample is an inadequate procedure and this may affect the results in 

different ways2. Atkinson and Brandolini (1999) show that in the cases of OECD and Latin 

American countries, even though the data set assembled by Deininger and Squire (1996) greatly 

improved the quality of the available data on income inequality, this data is plagued by serious 

problems of data comparability and quality. 

This paper aims to address the above issues in the literature. Specifically, this paper 

explores how initial inequality is related to subsequent economic growth and examines the 

channels through which inequality affects growth in provinces of Vietnam. Unlike most other 

related studies in the literature, this paper uses a cross-section of provinces rather than countries. 

While provinces are socio-economic entities in their own right, they are particularly relevant for 

studying the relationship between growth and inequality since they are less arbitrary spatial-

economic units compared to cross-section of countries, and they represent economies that are at 

relatively similar stages of development. As pointed out by Partridge (1997), cross-countries data 

sets exhibit tremendous institutional and cultural differences, either between nations cross-

sectionally or within a given nation across time. Thus, it is less likely to expect that estimated 

                                                 
2 Inequality data may differ because of the type of survey they are derived from, whether it is an income, 

consumption or expenditure survey. Another problem is that the type of income and transfer payments varies from 
survey to survey and country to country. 
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coefficients are stable throughout the entire range of observations in the cross-countries data sets, 

but provinces are sufficiently similar such that it is reasonable to expect that one model holds for 

all provinces.  In addition, as most of the relevant data for provinces are only obtained from the 

General Statistic Office of Vietnam, the issue of non-uniform methodologies and definition does 

not pose a serious problem when dealing with provinces. In particular, the advantage of using 

provincial data is that the measures are collected using national surveys, making it more certain 

that the data is comparable across provinces. By contrast, the cross-country data used by many 

studies in the literature is constructed with very different instruments, making it uncertain how 

comparable their data is across countries. Hence, this study on the relationship between income 

inequality and growth is more reliable than many of the studies in the literature. 

The paper is organized as follows. Section 2 briefly reviews the various existing 

theoretical arguments on the mechanisms through which inequality affects economic growth. 

Section 3 presents the empirical framework used to test the linkages between growth and 

inequality. The empirical results are presented in section 4 and 5, and the final section 

provides concluding remarks.  

2. Theoretical effects of inequality on growth 

The work of Kuznets (1955) is perhaps the starting point for examining the links between 

inequality and growth. Kuznets hypothesizes that growth and inequality are related in an inverted 

U-shaped curve. In the early stages of economic development, inequality increase as a result of 

the shift of people from the large, relatively poor and egalitarian agricultural sector to the small, 

industrial sector that is richer but relatively unequal. In the latter stages, however, as a bulk of 

the population shifts to the urban sector, there is an increase in the relative wages of the poorer 

workers in both urban and rural sectors, and various policy measures are also implemented to 

reduce intra- and inter-sectoral inequality. Therefore, overall income inequality in the economy 

decreases in the latter stages of development. One implication of the Kuznets hypothesis is that 

if, in early stages, economic growth leads to more inequality, then poverty might take many 

years to decrease in the developing world. 

In recent years, a number of studies has tried to examine the links between inequality and 

growth. Rather than focusing on the Kuznets hypothesis, the interest in the endogenous growth 

theory has provided substantial theoretical models to explore the impact of inequality on growth. 

There are six main families of models which examine the link between growth and inequality and 

explore the channels through which this link is transmitted. They are the political economy model 

(PE in the remainder of this paper), the capital market imperfection model (CM), the integrated 

model (INT), the socio-political instability model (PI), the fertility/education issue model (FE), and 

the social comparisons model (SC). We now turn to briefly review these models. 

The PE model can be found in the works of Borck (2007), Bao and Guo (2004), Alesina 

and Rodrik (1994), Persson and Tabellini (1994), Bertola (1993) and Perotti (1992). This model 

tries to build a bridge between theories of endogenous growth and theories of endogenous 

political economy. In democratic societies, the level of taxation is decided by the median voter. 

Taxation is assumed to be proportional to income, and public expenditure progressive as tax 
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revenues are redistributed lump-sum to everyone. Hence, the benefit received by the poor is 

greater than the benefits received by the rich. Thus, the poor would prefer a high level of 

taxation-redistribution. Since in unequal societies the income of the median voter is slower than 

the mean income, majority rule would dictate a high level of redistribution which in turn 

discourages investment by depressing its net return and lowers growth. The negative impact of 

inequality would be attenuated by the degree of wealth bias of the system against the poor. The 

more a society moves away from the democratic archetype of “one man, one vote”, the less it is 

possible to reduce the level of inequality through redistribution. 

The CM model is provided by the works of Chiou (1998), Aghion and Bolton (1997), 

Galor and Zeira (1993), and Saint-Paul and Verdier (1993). This model is based on the role 

played by imperfections in the capital markets. Specifically, in societies where agents do not 

have free access to borrowing, inequality implies that a relatively large share of the population is 

below the threshold cost of education. Therefore, investment in capital human capital is low, and 

if growth is enhanced by investment in human capital, growth is low too. Redistribution 

increases total output and growth because it allows the poor to invest in human capital. If capital 

markets tend to improve as an economy develops, then the effects related to capital-market 

imperfections are more important in poor economies than in rich ones. Therefore, the predicted 

effects of inequality on economic growth would be larger in magnitude for poor economies than 

for rich ones. It is also noted that for a given degree of capital market imperfection, since the 

liquidity constraints prevents the poor agents from carrying out indivisible productive 

investments, the negative impact of inequality on growth will be higher as the initial income 

distribution is unequal. As a result, redistribution of income from the rich to the poor agents 

enhances the long term growth rate by increasing the relative proportion of agents that can 

undertake indivisible investment projects. 

The INT model is developed by Benabou (1996). This model provides an integrated 

framework in which the impact of redistribution on growth is not necessarily linear. There are 

two opposite effects. Redistribution is good if public expenditure goes to finance education in a 

world with imperfect capital markets, and bad if it only transfers income from the rich to the 

poor because it depresses the net return to investment of the rich. Therefore, growth is inverted-

U shaped with respect to redistribution and distribution is U-shaped with respect to inequality. 

The PI model is presented by Keefer and Knack (2000), Acemoglu and Robinson (1999), 

Alesina et al. (1996), Benhabib and Rustichini (1996), and Grossman and Kim (1996). This 

model emphasises the consequence of inequality on political instability and social unrest. 

According to the PI model, inequality is an important determinant of socio-political instability 

and this has negative effects on growth through lower expected returns to investment. 

Specifically, inequality exacerbates social conflict which in turn makes property rights less 

secure and reduces growth. Moreover, the participation of the poor in crime and other anti-social 

actions represents a direct waste of resources because the time and energy of the criminals are 

not devoted to productive efforts. Defensive efforts by potential victims represent a further loss 

of resources. Indeed, violence and crime have also negative effects on economic activity by 

discouraging private domestic, development of tourism activities and inflows of foreign 
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investments. Therefore, the redistribution of income and assets can stimulate economic growth 

by promoting a more stable and less uncertain socio-political environment and by reducing the 

participation of the poor to criminal and illegal activities. 

The FE model is designed by De la Croix and Doepke (2003), Kremer and Chen (2000), 

Galor and Zang (1997), and Perotti (1996). According to the PE model, inequality has a negative 

effect on economic growth through the distortion of the households’ decisions on education and 

fertility. Parents have to optimise the use of the household’s resources, alternatively through an 

improvement in quality (education) or in quantity (fertility) of their offspring. Since education 

has a cost equal to the income foregone while at school, while poor households do not invest in 

human capital but in the quantity of children, rich households can afford their children and 

reduce their fertility rate. However, growth is only enhanced by investment in human capital, 

therefore, ceteris paribus, a society in which there is high inequality presents a relatively large 

number of poor households which invest in quantity rather than education. Consequently, the 

high fertility rate of this society leads to low growth.  

Based on the Benabou model, Knell (1998) developed the SC model in which individuals 

make social comparisons. The model is based on the assumption that maximisation of individual 

utility does not depend solely on own consumption but also on the average consumption of some 

reference group. In an unequal society, poor households are tempted to conform to the norms and 

to fulfil social needs and expectations by involving in higher consumption activities and by 

lowering investment in human capital in order to reduce the gap with rich households. These 

activities maximise present welfare but go to the detriment of future welfare and growth. 

As the discussion above shows, inequality can affect growth through various mechanisms 

that often work in opposite directions. It is not possible to predict which mechanisms are 

dominant by using theory alone. Empirical investigation is therefore the key to understanding the 

relationship between inequality and growth. 

3. Empirical framework 

The first purpose of the paper is to explore the relationship between initial inequality and 

subsequent growth at the provincial level of Vietnam. As the previous empirical studies (Alesina 

and Rodrik, 1994; Persson and Tabellini, 1994; Perotti, 1996; Knowles, 2001), the following 

reduced form estimation is used: 

              iii XINEQGROWTH   21                         (1) 

Where GROWTH is the average growth rate of GDP in a province over the 1998 - 2008 

period and INEQ is a measure of inequality at the beginning of the period. X is a vector of 

control variables which includes initial income per capita level (GDPPC), human capital 

(HUMCAP), investment/GDP ratio (INVEST) and total trade/GDP ratio (OPENNESS).  

As the reduced form model cannot shed light on the underlying channel of the growth-

inequality link. We also test the proposed channels of transmission in order to evaluate their 

explanatory power in the growth-inequality link. The reduced form of the model (1) is now split 
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into the following structural models: 

iii XCHANNELGROWTH   21    (2) 

iii WINEQCHANNEL   21     (3) 

Where CHANNEL is one of the proposed channels of transmission, X and W are vectors 

of control variables. In this paper we test four channels through which inequality may affect 

growth: redistribution, investments in human capital, fertility and imperfect capital market. We 

do not examine the channel of political instability since political instability has not occurred in 

Vietnam in the period of consideration and political stability is similar across provinces. We do 

not test whether the relationship between growth and inequality is nonlinear or not because the 

period of consideration is short. 

The perception of inequality depends on the inequality index used. Indices are neither 

cardinally nor ordinally equivalent and some of them lack basic properties that good indices 

should have. We take this problem into consideration by running the econometric tests to 

alternative specifications of the variable INEQ. In this paper, we use two measures of inequality 

- the GINI coefficient and the ratio of income shares going to the top and bottom quintiles of the 

population (TOPBOTTOM).  

The GINI coefficient is the most widely used aggregate measure of inequality for the 

whole population in an economy. It is based on the Lorenz curve, which describes the 

cumulative distribution of income (or expenditure) as a function of cumulative distribution of 

households (Cowell, 1995). More specifically, the GINI coefficient is the area above the Lorenz 

curve and below the diagonal 45 degree line divided by the area under the diagonal line. The 

Vietnam living standard household survey data (VHLSS) include the number of households in 

different expenditure ranges and the expenditure of each individual household. Using 

information about the proportion of people below different levels of per capita expenditure and 

following Deaton (1997, p139), the GINI coefficient can be derived as follows: 

 

Where u is mean income of the population, Pi is the income rank P of person i, with 

income X, such that the richest person receives a rank of 1 and the poorest a rank of N. This 

effectively gives higher weight to poorer people in the income distribution, which allows the 

GINI to meet the Transfer Principle. 

In this paper, inequality of consumption expenditure rather than income is analysed 

because consumption is considered a better measure of human well-being. Also, relative to the 

income variable, consumption shows less volatility as it is not so vulnerable to idiosyncratic 

shocks. According to Deaton (1997), consumption data are less influenced by measurement 

errors, particularly for rural households. 

The main drawback of the GINI coefficient is that because it is a measure of aggregate 

inequality, it fails to completely capture certain changes in the underlying income distribution. 
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Deininger and Squire (1996) recommend reporting information on the income shares by quintiles 

to overcome this problem. Drawing from their suggestion, we supplement each GINI measure by 

TOPBOTTOM - the corresponding ratio of the total income going to the richest and the poorest 

20% (quintiles) of the population. This measure has been constantly used in the literature to 

proxy the gap between the poor and the rich. 

Measurement issues also exist with respect to the other variables: how can concepts such 

as human capital, redistribution, imperfection in the capital market, be measured? To address this 

question, we use those proxies that have been extensively used in the literature as well as using 

alternative measures constructed in different ways. 

Apart from INEQ variable, our vector of control variables follows a standard approach 

widely used in the literature and includes GDP per capita level (GDPPC) at the beginning of the 

period (to check for the convergence hypothesis), the average ratio of investment to GDP over 

the period (INVEST), a measure of human capital (HUMCAP), and the average ratio of total 

exports and imports to GDP (OPENNESS) over the period. The best proxy for the measure of 

human capital has been considered is the average schooling years in the adult population. The 

other variable taken into consideration such as the enrolment ratio in high school can instead be 

considered as proxies for human capital.  

We now turn to a description of the variables acting as the likely mechanisms through 

which inequality affects growth. Imperfection in the capital market (CAPMARK) is measured by 

the average ratio of credit to the economy to GDP over the period under consideration. This 

measure provides a proxy for the advancement of financial markets and should play an important 

role as a determinant of growth and inequality. Fertility (FERT) is measured by the average 

number of children under 5 year olds per woman. There are two measures of redistribution 

(REDISTR) which are widely used in the literature to proxy for the redistributive effort. They 

are the average ratio of the total government expenditure to GDP and the average ratio of the tax 

revenue to GDP.   

Observe that in the above framework, we are studying how the initial values of the 

independent variables INEQ and GDPPC are related to subsequent GDP growth rate. This 

framework avoids problems of endogeneity or simultaneity bias associated with these variables. 

While it is true that GDPPC can affect subsequent inequality, this is a recursive relation rather 

than a simultaneous equation relation and hence does not influence the estimation of equation 

(1). While several other variables have been suggested to be linked to growth, we decide to keep 

the vector of control variables relatively small, in the difficult exercise of balancing the risks of 

multicollinearity with the risks of omitted variable bias. Also, we test the model with several 

alternative configurations of the controls. To control for the possibility of different growth 

patterns in different regions of Vietnam, 8 regional dummies for the North East, North West, 

Red River Delta, North Central Coast, South Central Coast, Central Highlands, South East and 

Mekong River Delta, are included. The basic model only includes GDPPC, INVEST, HUMAN 

and OPENNESS. In fact, many of the other variables are found to be highly correlated to GDP, 

to HUMAN or to INEQ. In this case, they will be considered as channels of transmission in the 
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structural model including equations (2) and (3). 

The reduced form of model as in equation (1) is first estimated by OLS with White’s 

correction for heteroscedasticity. Next, I use a fixed effects estimation that allows controlling for 

unobserved time-invariant province characteristics. To do that, I break the data set into two 

periods: the 1998-2004 period and the 2004-2016 period3. The dependent variable now is the 

average growth rate of GDP in each period and independent variables are measured at the 

beginning of each period. It is worth noting that the coefficients of the fixed effects estimate 

have a different interpretation from that of the OLS estimate. While the latter measures the 

relationship between inequality and growth across provinces, the former should be interpreted as 

a measure of the correlation between inequality and growth within a given province. The 

structured form of model as in equations (2) and (3) is estimated by 2SLS. The instruments 

which are used in the literature include the percent of population that lives in an urban area, 

average family size, the percent of the population that is less than 18 years old and the percent of 

the population that is more than 60 years old. 

The data used in this paper come from the General Statistic Office of Vietnam. The data 

cover a total of 61 provinces of Vietnam. Data on GDP growth rate, investment, human capital, 

trade openness and GDP per capita at the provincial level are available from 1998 to 2016. Data 

on the GINI coefficient and the ratio of the income of the richest to that of the poorest are 

computed by using data from the Vietnam living standard household surveys which were 

implemented by GSO in 1998 and 2016. The basic statistics of the variables are provided in 

Table 1 in Appendix. Table 2 in Appendix provides the correlation matrix of variables used in 

this paper. As shown, the correlation of GDP growth rate with independent variables is weak; 

there is a weak possibility that the signs of these relationships may change when the regressions 

in equations (1), (2) and (3) are estimated. 

4. Empirical results and discussions  

4.1. The basic results  

The reduced form of the model as in equation (1) tests the relationship between initial 

inequality and subsequent growth rate of GDP. The results of OLS estimator in columns 1 

and 2 in Table 1 show that coefficients on both GINI and TOPBOTTOM are negative but 

not significant. One question is whether GINI and TOPBOTTOM coefficients are 

suggesting two separate routes for inequality to influence growth. To address this issue, I 

use GINI and TOPBOTTOM variables simultaneously in the model. The results in column 

3 suggest that the coefficients on both GINI and TOPBOTTOM are still negative, but not 

significant. 

 

 

                                                 
3 Unfortunately, the data set only includes inequality data in 1998, 2002 and 2006 and therefore precludes 

the possibility of studying the correlation between inequality and growth episodes annually. 
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Table 1: OLS estimation of the impact of inequality on growth  

Explanatory variable 1 2 3 

INEQ (GINI ) 

 

INEQ (TOPBOTTOM)  

 

GDPPC  

 

INVEST  

 

HUMCAP  

 

OPENNESS 

 

Constant 

 

Observations  

R squared 

-2.51 

(1.66) 

 

 

0.003 

(0.001)* 

0.042 

(0.02)** 

0.056 

(0.02)** 

0.56 

(0.35) 

1.34 

(4.17) 

61 

0.22 

 

 

-0.039 

(0.027) 

0.003 

(0.001)* 

0.045 

(0.02)** 

0.061 

(0.03)** 

0.58 

(0.39) 

0.29 

(3.92) 

61 

0.22 

-2.63 

(1.84) 

-0.034 

(0.027) 

0.003 

(0.001)* 

0.43 

(0.02)** 

0.059 

(0.02)** 

0.57 

(0.40) 

1.23 

(2.67) 

61 

0.24 

The dependent variable is the average growth rate of GDP between 1998 and 2008. 

Standard errors are in parentheses. *, **, and *** denote significance at 1%, 5% and 10% level 

respectively. 

The results of fixed effects estimator are presented in Table 2. The results in columns 1 and 

2 show that while there is no significant correlation between growth and the income ratio of the 

top quintile to the bottom quintile, inequality measured by GINI index has negative and 

significant effect on growth (at 10% level). GINI index is still negative and significant when 

both measures of income inequality are included in the same regression (column 3). The 

estimated relationship between inequality (measured as GINI index) and growth changes when I 

use different estimation techniques can be explained by the fact that within-province variability 

is more important than cross-province variability. The results may imply that while there is no 

relationship between growth and inequality across provinces, inequality affects negatively 

growth within provinces. 

Table 2: Fixed effects estimation of the impact of inequality on growth  

Explanatory variable 
FE FE FE 

1 2 3 

INEQ (GINI ) 

 

INEQ (TOPBOTTOM)  

 

GDPPC  

 

INVEST  

 

HUMCAP  

 

-3.13 

(1.64)*** 

 

 

0.002 

(0.001)** 

0.051 

(0.02)** 

0.046 

(0.02)** 

 

 

-0.042 

(0.029) 

0.003 

(0.001)* 

0.075 

(0.03)** 

0.054 

(0.03)** 

-3.66 

(1.88)*** 

-0.037 

(0.026) 

0.003 

(0.001)* 

0.48 

(0.02)** 

0.06 

(0.03)** 
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Explanatory variable 
FE FE FE 

1 2 3 

OPENNESS 

 

Constant 

 

Hausman test 

Observations  

R squared 

0.63 

(0.51) 

3.96 

(4.76) 

11.61* 

61 

0.26 

0.82 

(0.59) 

3.91 

(4.97) 

10.13* 

61 

0.25 

0.76 

(0.61) 

3.23 

(2.98) 

9.76** 

61 

0.27 

The dependent variable is the average growth rate of GDP between 1998 and 2008. 

Standard errors are in parentheses. *, **, and *** denote significance at 1%, 5% and 10% level 

respectively. 

These results of weak relationship between inequality and economic growth can be 

explained by another fact that there are many opposing mechanisms through which inequality 

can affect growth. The results presented here indicate that, on the whole, the mechanisms 

through which inequality leads to higher growth are offset by the opposing mechanisms through 

which inequality harms growth. Another possible explanation for these results as pointed out by 

Partridge (1997) is that the degree of income inequality is smaller within provinces than in the 

nation as a whole because of the independent role of the central government. Thus, we may not 

observe as strong a relationship between income inequality and growth across provinces as other 

authors observed across countries. 

In all the regressions, GDPPC is positively and significantly related to the subsequent 

growth rate of GDP. This indicates that on the average, provinces with high initial GDP per 

capita have a higher GDP growth rate. This result is surprising in that it does not support the 

theory of conditional convergence among economies (Barro, 1991; Mankiw et al., 1992; Sala-i- 

Martin, 1996). This can be explained by the fact in Vietnam that during the transition period 

from a centrally planning economy to a market economy, economic opportunities are embodied 

by rich provinces with high level of income per capita and resource advantages. As a result, 

these provinces often sustain higher GDP growth rate than the others. Similarly, the vital role of 

human capital and investment is shown in all the regressions as the coefficients on HUMCAP 

and INVEST are positive and statistically significant.  

4.2. Channels of growth-inequality link 

The previous section sheds light on how initial inequality is related to subsequent GDP 

growth rate. This section turns to examine the channels through which inequality affects growth 

in Vietnam. 

The redistribution channel  

The redistribution channel can be tested by two stages of the structural model: the first 

liking inequality to redistribution and the second is from redistribution to growth. In columns 2 

and 4, we test the first part of the structural model. Using the average ratio of tax revenues to 

GDP as a measure of redistribution in column 2, we find that the sign of INEQ is negative but 
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not significant. We get a similar result that inequality plays essentially no role when another 

alternative definition of redistribution (the average ratio of government expenditure to GDP in 

column 4) is enclosed into the equation. Therefore the PE model is not justified by empirical 

evidence in Vietnam. 

Table 3: The redistribution channel 

Explanatory variable GROWTH REDISTR GROWTH REDISTR 

1 2 3 4 

GDPPC 

 

HUMCAP 

 

INVEST 

 

OPENNESS 

 

INEQ (GINI) 

 

REDISTR 

 

Constant 

 

Observations 

R squared 

0.002 

(0.001)** 

0.05 

(0.02)** 

0.06 

(0.01)* 

0.64 

(0.48) 

 

 

0.18 

(0.08)** 

3.88 

(4.46) 

61 

0.42 

0.013 

(0.007)** 

 

 

 

 

 

 

-0.05 

(0.07) 

 

 

0.39 

(4.12) 

61 

0.33 

0.002 

(0.001)** 

0.06 

(0.03)** 

0.07 

(0.03)** 

0.55 

(0.44) 

 

 

0.11 

(0.05)** 

5.28 

(4.85) 

61 

0.42 

0.01 

(0.007)** 

 

 

 

 

 

 

-0.19 

(0.14) 

 

 

3.35 

(3.86) 

61 

0.31 

2SLS. Standard errors are in parentheses. *, **, and *** denote significance at 1%, 5% 

and 10% level respectively. 

With respect to the second part of the structural model, we would expect a negative sign of 

REDISTR. However, the results in columns 1 and 3 in Table 3 do not support this thesis. The 

coefficients of REDISTR (measured by the average ratio of tax revenues to GDP in column 1 

and by the average ratio of government expenditure to GDP in column 3) are positive and 

significant. This finding, already noted in reduced form regressions in Easterly and Rebelo 

(1993), emphasizes the distortionary effects of government expenditure and/or taxation.  

The imperfect capital market channel 

Another channel proposed in the literature which has often considered as an alternative to 

the redistribution channel because of the different role played by redistribution is the one based 

on capital market imperfections. In the first part of the model, we assume that for any given 

imperfection in capital markets, investment in human capital increases as inequality decreases. 

The results in column 2 in Table 4 show that INEQ has a negative and significant sign, and 

CAPMARK has a positive and significant sign. This implies that while high inequality leads to 

low investment in human capital, improvements in capital markets promote investment in human 

capital. In the second part of the model, results in column 1 indicate that investment in human 

capital enhances growth as the coefficient on HUMCAP is positive and significant. Therefore, 

the imperfect capital market model is supported by the data. 
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Table 4: The imperfect capital market channel 

Explanatory variable 
GROWTH HUMCAP HUMCAP 

1 2 3 

GDPPC 

 

HUMCAP 

 

INVEST 

 

OPENNESS 

 

INEQ (GINI) 

 

CAPMARK 

 

REDISTR 

 

Constant 

 

Observations  

R squared 

0.002 

(0.001)** 

0.051 

(0.02)* 

0.035 

(0.007)* 

0.09 

(0.24) 

 

 

 

 

 

 

1.34 

(3.87) 

61 

0.40 

0.002 

(0.001)** 

 

 

 

 

 

 

-0.15 

(0.04)* 

0.05 

(0.02)** 

 

 

5.20 

(4.75) 

61 

0.31 

0.002 

(0.001)** 

 

 

 

 

 

 

 

 

0.05 

(0.02)** 

0.04 

(0.01)** 

4.12 

(3.54) 

61 

0.28 

2SLS. Standard errors are in parentheses. *, **, and *** denote significance at 1%, 5% 

and 10% level respectively. 

Another way to test for the role of imperfect capital market is to examine the role of 

redistribution. High redistribution, if that means provision of public goods such as education, 

would enhance human capital and growth. The results of testing the impact of redistribution on 

human capital in column 3 show that REDISTR has a positive and significant sign. This 

reinforces the argument that redistribution increases growth because it allows the poor to invest 

in human capital 

The fertility channel  

In the first part of the structural model, the result in column 2 of Table 5 shows that INEQ 

has a positive and significant sign, implying that high inequality leads to high fertility. In the 

second part of the model, the result in column 1 indicates that fertility has a negative impact on 

economic growth. The result in column 3 tests further disaggregation of the model. We find that 

high fertility leads to low investment in human capital while human capital has a positive and 

significant effect on growth (column 1). These findings are supportive of the theoretical 

argument that fertility is the channel through which low growth stems from high inequality. 

Moreover, this channel can be considered complementary, rather than alternative to the 

imperfect capital market approach, suggesting that the fertility-education issue is the channel 

through which inequality affects economic growth. 
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Table 5: The fertility channel 

Explanatory variable 
GROWTH FERT HUMCAP 

1 2 3 

GDPPC 

 

HUMCAP 

 

INVEST 

 

OPENNESS 

 

INEQ (GINI) 

 

FERT 

 

Constant 

 

Observations 

R-square 

0.002 

(0.001)** 

0.06 

(0.01)* 

0.07 

(0.03)** 

0.55 

(0.44) 

 

 

-0.02 

(0.007)* 

5.28 

(4.85) 

61 

0.42 

- 0.01 

(0.007)** 

-0.17 

(0.05)* 

 

 

 

 

0.19 

(0.04)* 

 

 

3.35 

(3.86) 

61 

0.31 

0.05 

(0.01)* 

 

 

0.02 

(0.009)** 

0.06 

(0.04) 

 

 

-0.29 

(0.11)* 

2.51 

(2.65) 

61 

0.21 

2SLS. Standard errors are in parentheses. *, **, and *** denote significance at 1%, 5% 

and 10% level respectively.   

5. Concluding remarks 

This paper has analysed the impact of inequality on growth in Vietnam from 1998 to 2016 

by using the provincial data and data from the household living standard surveys. The empirical 

results show weak evidence of the direct relation between initial inequality and the growth rate 

of GDP in the reduced form model. As discussed in section 4 of the paper, there are a number of 

arguments we can make to explain the unobserved direct relationship. More specifically, there 

are many opposing channels through which inequality can affect growth. The results presented 

here indicate that, on the whole, the mechanisms through which inequality leads to higher 

growth are offset by the opposing mechanisms through which inequality harms growth.  

The next step in the paper in gaining a deeper understanding of the inequality-growth 

relationship involves isolating and testing various mechanisms to determine their relative 

importance to the growth process. First, we find that the fiscal mechanism is the least supported 

by data. High inequality does not lead to more redistribution, but redistribution has a positive 

impact on growth. Second, there is strong evidence to support the imperfect capital market 

mechanism. Financial development leads to more growth because it helps the poor invest in 

human capital. In addition, low inequality leads to a high level of human capital which has 

positive effect on growth. Third, the fertility mechanism is completely supported by data since 

high inequality is associated with high fertility which in turn leads to low economic growth.  

Given empirical findings in this paper, we can point out some policy implications. First, it 

is necessary to point out that no relationship between inequality and growth through 

redistribution channel does not mean that redistributive policies are undesirable. But it does 
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imply that when growth is major objective, we should pursue redistributive policies with caution 

and choose policies that are least distortionary in the economic sense. Second, to reduce the 

negative impact of inequality on growth, it is necessary to improve human capital and reduce 

fertility rate in provinces. Third, the different inequality-growth relationship between across 

provinces and within provinces implies that the government should target reducing the negative 

impact of inequality on growth at provinces with high inequality and low development level. 
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Appendix 

Table 1: Descriptive Statistics 

Variable Mean Minimum Maximum Std. Dev. 

GDP  

GDPPC 

GINI 

TOPBOTTOM 

INVEST 

HUMCAP 

OPENNESS 

CAPMARK 

FERT 

REDISTR (TAX) 

REDISTR (EXPENDITURE) 

9.596844 

246.8784 

0.2538702 

6.150791 

41.13556 

5.9284 

0.531826 

35.658 

3.654 

21.454 

35.788 

5.04625 

101.3485 

0.14957 

4.475003 

13.08344 

1.98849 

0.0246897 

9.7654 

1.875 

8.532 

19.645 

16.0675 

1729.893 

0.41761 

13.69604 

85.76501 

10.8378 

3.325852 

80.6548 

5.432 

56.743 

85.687 

2.167195 

221.7512 

0.0661534 

1.629425 

16.06586 

3.847959 

0.74416 

17.8769 

1.987 

10.864 

20.398 

Table 2: Correlation matrix for the variables 

 X1 X2 X3 X4 X5 X6 X7 X8 X9 X10 

X1: GDP 

X2: GDPPC 

X3: GINI 

X4: TOPBOTTOM  

X5: INVEST  

X6: HUMCAP 

X7: OPENNESS 

X8: CAPMARK 

X9: REDISTR 

X10: FERT 

1 

0.3080 

-0.45 

0.0872 

0.1626 

0.1933 

0.1470 

0.2937 

0.532 

-0.359 

 

1 

0.151 

0.310 

-0.252 

-0.020 

0.200 

0.467 

0.435 

0.127 

 

 

1 

0.216 

-0.156 

-0.106 

0.036 

0.367 

-0.546 

-0.391 

 

 

 

1 

0.488 

-0.011 

0.314 

0.412 

-0.432 

0.243 

 

 

 

 

1 

-0.174 

0.2353 

0.5436 

0.5764 

-0.463 

 

 

 

 

 

1 

0.026 

0.409 

0.321 

-0.343 

 

 

 

 

 

 

1 

0.3478 

0.469 

0.165 

 

 

 

 

 

 

 

1 

0.4764 

-0.359 

 

 

 

 

 

 

 

 

1 

0.229 

 

 

 

 

 

 

 

 

 

1 
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Abstract: Road transport is not only a critical factor of the economy but also a condition 

for social development. Investment capital for road traffic is always a challenging task for every 

country, in particular developing countries like Vietnam. 

The model of public-private partnership in this field has been considered as an optimal 

solution in the world as well as in Vietnam. However, recent concerns have been raised 

regarding this model in Vietnam as there are some challenges in applying this model. The paper 

aims at clarifying the theoretical basis for PPP in the field of road transport and analyzing the 

status quo of the PPP model in road traffic in Vietnam as well as offering some recommendations 

for the successful application of this model 

Keywords: Build-Operate-Transfer (BOT); Public-private partnership (PPP); Road 

transport; Trilateral benefit principle 

 

1. Introduction 

Road transport plays a very important role as a dominant means for the bulk of cargo and 

passengers accounting for over 90% of passengers and 70% of cargo during 2009 – 2012 (WB, 

2017). In a highly populated and rapidly developing country like Vietnam, the transport network 

in general or road traffic in particular is extremely important. 

Thus, infrastructure construction is generally emphasized in the document of the 12th 

National Congress of the Communist Party: "Promote the implementation of strategic 

breakthroughs in the construction of synchronous infrastructure... To mobilize resources on 

creating large, important and essential works, especially in areas featured with potentials for 

development... Ensure connectivity among major economic centers, traffic gateways, high-

demand transport routes". However, implementing that orientation will require an enormous 

amount of capital that the state-owned budget will not be able to provide. The investment 

mobilization from the private sector has been mentioned as an inevitable solution: “To improve 

the law, mechanism, and policies in order to create favorable conditions for all economic sectors, 

including foreign investment in infrastructure construction and trading in various forms, 

especially Public-Private Partnerships in line with international practices". 

In fact, public-private partnerships in road traffic have also been strongly developed in 

Vietnam. However, the inadequacies that have arisen in the implementation of this model have 
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prompted some questions about the PPP model in the field of road transport. The nature of PPPs 

is not suited to road traffic or there are mistakes in the implementation process. Those are two 

big research problems that the article wants to focus on investigating. 

2. The Content of PPP in Road Traffic 

2.1. The Concept and the Role of PPP 

According to the World Bank (2015), PPP are contracts between a private sector entity and 

a government entity that calls for the private partner to deliver a desired service and to assume 

the associated risks. Through PPP, a government is relieved of the financial and administrative 

burden of providing the service; however, it retains an important role in regulating and 

monitoring the performance of the private partner. 

Decree No. 63/2018/ND-CP on investment in the form of public-private partnerships 

(2018) confirms that PPP-based investment is the form of investment carried out based on the 

project contract between the governmental agencies and investors, enterprises for the 

construction, renovation, operation, business, management of infrastructure works, provision of 

public services.  

Thus, PPP is a form of partnerships between the public and private sectors in the provision 

of public services that previously belonged to the State. This is a very popular form of provision 

of public services, especially in developing countries. This will help the Government reduce a 

significant amount of budgetary burden in a context that governments do not have enough 

resources to cover all costs of public services provision. Some of the advantages the government 

will make good use of from the private sector in terms of providing services including: financial 

resources, expertise, the latest technology, and managerial skills. Citizen will be provided with 

better services at more reasonable prices  

In sum, PPP-based investment in the field of road transport is the form of investment based 

on the contracts between governmental agencies and private investors, and enterprises for the 

implementation, management, and operation of road traffic projects. 

2.2. PPP-based Forms in Road Traffic 

PPPs are defined in terms of the increasing degree of responsibilities and risks transfer 

from the government to the private sector. Basically, there are some types of PPP as follows: 

(i) Build-Operate-Transfer (BOT) contract is a contract signed between a state agency and 

an investor for the construction of an infrastructure. After the completion of the construction 

works, the investor is entitled to operate the works within a fixed certain period of time; When it 

ends, the investor will transfer the project to a State agency. 

(ii) Build-Transfer-Operate (BTO) contract is a contract signed between a State agency and 

an investor for the construction of infrastructural facility; After the completion of infrastructural 

facility, the investor shall transfer it to the State agency that shall have the right to take business 

activities related to that infrastructural facility. 

(iii) Build-Transfer (BT) contract is a contract signed between a competent state agency 
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and an investor for the construction of an infrastructure facility; Investors shall transfer such 

works to competent state agencies based on the exchange of amount of land for the execution of 

other projects. 

(iv) Build-Own-Operate (BOO) contract is a contract signed between a competent state 

agency and an investor for the construction of an infrastructural facility; After the completion of 

the works, the investor owns and is granted a right of business activities of the works within a 

specified duration. 

(v) Build-Transfer-Lease (BTL) contract: a contract signed between a competent state 

agency and an investor for the construction of an infrastructure facility; After the completion of 

the facility, the investor shall transfer to the competent state agency and be entitled to provide 

services on the basis of operating and exploiting such works within a certain period; competent 

state agencies hire services and offer payment to investors. 

(vi) Build-Lease-Transfer contract (BLT) is a contract signed between a competent state 

agency and an investor for the construction of an infrastructure facility; Upon the completion of 

the works, the investor is entitled to provide services on the basis of the operation and 

exploitation of such works within a certain period; The competent state agency shall hire the 

service and give payment to the investor; Upon the expiration of the service provision term, the 

investor shall transfer the project to a competent state agency. 

(vii) Operation and Maintenance (O & M) contract is signed between a competent state 

agency and an investor to conduct a part or whole of a project within a specified period. 

3. The Scientific and Practical Basis of the PPP in Road Transport  

- Road Transport is a non-pure public goods, which are basically capable of collecting 

fees and thus it can be provided in the form of PPP 

Public goods are often referred to two attributes: non-competitive (everyone can share 

without affecting others), non-excludable (difficult or impossible to charge anyone for services 

provided). Road traffic is said to own both attributes, but they are faint (at times). So, it is 

classified as non-pure public goods. Basically, road transport, such as bridges or roads, may 

impose fee on users and thus can be provided by the private sector (in the form of public-private 

partnerships). However, the options of private provision (fee imposition) or public provision 

(non-fee) will depend on the loss of social welfare in each case. While the loss of social welfare 

in each case depends on different factors, most of which depends on the slope of the demand 

curve, or in other words, depending on the traffic volume through the bridge or road. 

- Vietnam has a serious lack of investment for road transport projects 

Road traffic requires much investment. This is true for all countries and particularly for 

developing countries with complex terrains like Vietnam. The Government of Vietnam has 

continuously increased public spending on transportation, from US$ 1 billion in 2002 to over US$ 5 

billion in 2012. In the period 2009 - 2012, the transport sector accounted for 30% of total public 

investment expenditure equal to 8.5% of state budget expenditure, accounting for 3.1% of GDP. 

Roads invesment continues to account for about 88% of public expenditure in the transport industry. 
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Box 1 Estimated Infrastructure Funding Requirements in Select 
ADB Developing Member Countries 

 
India: Goldman Sachs estimates that India will require $1.7 trillion in financing during 2010–2020 to meet 
its infrastructure needs. 
Source: Goldman Sachs. 2009. India CAN Afford Its Massive Infrastructure Needs. Global Economics 
Paper. 187 (September). 
Malaysia: $20 billion for 52 proposed public-private partnership projects for 2011–2015, or $5 billion 
per year. 
Source: Government of Malaysia. 2011 Tenth Malaysian Plan, 2011–2015. Kuala Lumpur. 
Viet Nam: $167 billion in proposed infrastructure investment for 2011–2020, with 
$65 billion to be sourced from the private sector or approximately $6.5 billion per year. Source: 
Government of Viet Nam, Ministry of Planning and Investment estimates. 
Indonesia: $211 billion in proposed infrastructure investment for 2011–2025, with 
$105 billion to be sourced from the private sector or approximately $4.2 billion per year. 
Source: Government of Indonesia. 2011. Master Plan for Acceleration and Expansion of Economic 
Development, 2011–2025. Jakarta. 
Thailand: $48 billion for 2009–2012, with $4.9 billion to be sourced from the private sector or 
approximately $1.6 billion per year. 
Source: Government of Thailand. 2009 Stimulus Package No. 2 Program. Bangkok. 

The flows of foreign investment in transport has also increased from 2011 to present (VND 213 

trillion in 70 projects), accounting for 75% of state budget investment, mainly in the road sector. 

Despite a high level of investment expenditure, the density of Vietnam’s expressway 

system is still among the lowest in Southeast Asian region.  Ministry of Transport reports (2017): 

Total road length of Vietnam by the end of 2017 is 25,400 km, of which are only 815 km of 

highway, accounting for 3.2% of the total road length. The transport sector has identified the 

need for investment capital in the 2016-2020 period, an amount of nearly VND 1 million billion, 

of which is about 60% that will need to be financed from the state budget and ODA and 40% 

from non-state budget sources through PPPs. According to estimation by ADB, in the period 

2017-2030, Vietnam needs US$480 billion for infrastructure investment or US$ 36.9 billion per 

year (Ministry of Planning and Investment, 2018). 

- An international practice in fundraising activity for road projects through PPPs 

Like Vietnam, most countries in the world also need private capital for infrastructure 

development. In the box 1, if Vietnam needs US$ 6.5 billion per year from the private sector, the 

annual amount of investment expected by Malaysia and Indonesia is US$ 6 and US$ 4.2, 

respectively.  

  Source: ADB (2012).  

According to statistics of Australia, Brazil, China, France, Germany, India, Italy, Japan, 

Portugal, Russia, South Korea, Thailand, United Kingdom and the United States about Public-

private-partnership investments in public-transportation infrastructure during 2005- 2010 is 330 

billion, investment in road transport accounts for almost half (48.5%). 
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 US$ billion, Total = $330 billion 

 

Figure 1: Public-private-partnership investments in public-transportation infrastructure for 

selected countries in the period 2005–2010 

Source: Benjamin Cheatham and Walter Oblin, 2007 

4. PPP Principles in Road Transport  

The implementation of PPP in investment in general or investment in road transport, in 

particular, should ensure the following principles: 

(i) Trilateral benefit principle 

A PPP project involves three basic groups: the State, the investor and the beneficiary. It is 

necessary to ensure that the "tripartite benefits principle” should be done. In other words, the 

project should benefit all three groups. 

 

 

                                                                         

 

 

 

 

 

 

Figure 2: Trilateral Relationship in the PPP project (BOT) 

Source: Heather Skilling and Kathleen Booth, from ADB,2007 
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Basically, the three parties have the following interests: (i) Through the PPP projects, the 

state satifies the public service needs of the society without spending budget or borrowing 

foreign loans. The project will be done quickly and efficiently; (ii) The private sector has 

revenues and opportunities for capacity building, PR or building long-term relationships with the 

state and service users. Of which firm’s profit is the most important; (iii) A third party who 

wishes to have public service to use with guaranteed quality and proportionate to the amount of 

money they spend (Value for money). 

In such three parties, the benefits of the state and private sector are usually secured while 

interests of the user are sometimes overlooked. The most important thing is to balance the 

benefits of the investor and the user by defining the fee. Figure 10 illustrates the balance between 

service and cost. 

Figure 3. Balancing service standards, tariffs, and subsidies 

Source: World Bank and PPIAF,2006 

The identified fees should achieve the following objectives: (i) the prescribed service 

standard; (ii) the client's willingness to pay and affordability; (iii) cost recovery; (iv) the benefit 

for private operators and (v) the availability of grants. The optimal combination of these factors 

must be identified through an optimized closed-loop model using the project model (Heather 

Skilling and Nils Janson, from World Bank and PPIAF, 2006) 

(ii) Risk sharing principle 

The PPP project implementation often face many risks, especially road transport projects. 

The potentital risks are: 

  -Traffic volume risk: Traffic volume or traffic density on the highway is different from 

the forecasted results.  

- Construction risk: Costs and time arise due to failure to meet the required progress 

- Site clearance risk: Cost and time risks associated with land use after signing the contract.  

Set tariffs and 
subsidies 

Yes 
Satisfied? 

Implement 
 

Estimate cost  No 

Specify service 



2639 

Risks should be allocated to the most appropriate party to minimize costs, not to generate 

more violations. For example, legal risk, site clearance risk can best be managed by the State. 

The private sector will be responsible for the risk of demand (volume). Unforeseen risks need to 

be shared between the parties. However, the risk allocation mechanism is reflected in the PPP 

contract terms. 

  In addition to such two basic principles, the PPP project should adhere to other principles 

such as: (i) Equality-Cooperation Principle: The state should not issue administrative orders that 

intervenes the project or changes the terms of the contract. (ii) The principles of transparency 

and participation of users in the process of project construction and operation, especially in the 

user fee-related design of contracts. 

5. PPP Situation in Road Traffic in Vietnam 

5.1. The Status of PPP Investment in Road Traffic in Vietnam 

The first legal document on PPP was the Decree 108/2009 defining the institutional 

framework for BOT, BTO and BT projects. Up to now, there have been 84 PPP projects in the 

road traffic sector that are under preparation or under operation with private sector investment of 

VND 268,217 billion, accounting for 84% of total investment. This amount of investment has 

used to build and repair more than 3,000 km of roads, 10 bridges, 2 highway tunnels and 28 toll 

stations across the country. Of which are 78 BOT projects, 3 BT projects, and 1 BOO project. 

Table 1: Structure of PPP Projects in the Road Sector in Vietnam 

Items 
Number of 

projects 

Investment capital (billion VND) Private 
investment/total 

capital (%) 
Scale Total 

Investment 
Private 

investment 
State 

investment 

The project 
ready to 
launch 

8 118,934 75,779 35,388 63.7 948 km 

The project is 
in bidding 
process 

6 15,291 14,702 471 96 
46 km and 2 
bridges 

The 
implementing 
project  

10 33,489 31,917 1.572 95 

382 km, 2 
bridges, and 28 
toll stations. 

 

The project is 
in operation 

48 
152,677 

 

145,819 

 

4,668 

 
96 

1,690 km, 2 
road tunnels 
and 6 bridges 

 

Total 82 320,391 268,217 42,099 84 

3,066 km, 10 
bridges, 2 road 
tunnels, and toll 
stations and  

 28 toll stations. 

. 

Source: Synthesized from reports of The Department of Public-Private Partnerships-MOT 

Such amount of investment has contributed significantly to the renovation and upgrading 

of the obsolete transport system in Vietnam. However, a series of concerns have been raised 
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about the quality these works (PPIAF, 2014). Further, many projects encountered strong 

opposition from the community. 

5.2.  Disadvantages of PPP Projects and Causes 

In recent years, many BOT projects in the road sector have encountered a severe reaction 

of users, including such two typical cases as BOT bypass of Thanh Hoa city and BOT bypass of 

Cai Lay town. 

The two projects can be summarized as follows: 

Table 2: Two PPP projects: BOT bypass of Thanh Hoa city and BOT bypass of Cai Lay town. 

Content BOT bypass of Thanh Hoa city BOT bypass of Cai Lay town (Tien Giang) 

Implementing agencies Joint name of Bitexco Joint Stock Company, 
Traffic Construction Corporation No.1, 
Waterway Construction Corporation, Hong 
Ha Construction Equipment Co. Ltd, Binh 
Minh Building Materials and Construction 
Joint Stock Company 

Joint name of  

Bacai Construction Investment Consultation 
Joint Stock Company 

, E-commerce Investment and Construction 
Company 1 

Total investment (billion 
VND) 

822 (for bypass) 1,398.18 

Location 10 km bypass of Thanh Hoa city  Bypass of Cai Lay town (Tien Giang 
province) and a repairing of national highway 
1 through Cai Lay town in total of 38.52 km 

 

Payback period 

30 years 8 months 

(actual period of fee collection for 10 years 5 
months) 

 Not specified 

Fees  Twice as much as other toll stations  unable to charge the fee 

Location of the toll station On National Highway 1A (not on the bypass) Km 1999+300 on National Highway 1A (not 
on the bypass) 

Problem Wrong payer (those who do not use the 
bypass also have to pay fees 

too high compared to the average fee 

Wrong payer (those who do not use the bypass 
also have to pay fees too high compared to the 
average fee  

Consequences Reaction of local community and toll stations 
moved 

Objection from local community and drivers. 
There is no plan to resolve this problem 

 Source: Synthesized from reports of The Department of Public-Private Partnerships-MOT 

Causes of limitations of PPP projects include:  

(i) Inappropriate location for PPP projects 

Although bridges or roads are public goods that can impose a high fee on user, that does 

not mean that it should be provided with user fees. (private investment) 

Illustrated in the figure below is the case of using a bridge or a road that experiences a 

volume lower than the designed capacity. If the fee collection is taken, it will cause a loss of 

social welfare (the area of AQ*Qm). In particular, due to low volume of traffic, it is likely that 

the competent authority would have to approve a high fee or allow the private sector to charge 

the wrong users (the cases of Tao Xuyen or Cai Lay toll stations). 

In this respect, the goods should be provided free of charge. Their production cost can be 

covered through other sources such as taxes. 
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The private sector only can and should provide public service in the following cases: 

 

 

 

 

 

Figure 4. Welfare Loss When Using the Bridge 

Source: Vu Cuong and Pham Van Van, 2012 

In this case, the traffic volume is large (Qm) while the maximum allowable capacity is 

only Qc causing congestion. Provided by the private sector (for a fee) will allow to bring the 

consumption point back to Q* at which maximum social welfare is obtained. In addition, 

because of the large volume of traffic, acceptable fees will be enough for investors to get 

payback and make a profit. 

(ii) Violation of the principle of tripartite benefits in PPP investments 

 The wrong location of the toll stations: not on the bypass but on National Highway 1A 

leading to the situation in which fee is wrongly collected. Moreover, the fee is very high without 

the consent of the user during determining the fee sheet. Thus, the principle of tri-lateral interests 

is not guaranteed. It leads to the troubles of the Tao Xuyen station as well as the current 

unresolved troubles of Cai Lay station resulting from opposition of the user because users’ 

interests are overlooked and not guaranteed. 

6. Conclusions and Recommendations 

- The selection of PPPs for road transport entails a theoretical foundation. As road 

transport is not purely public goods, it is possible to require user to pay fee and the private sector 
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can participate in many forms. PPP in this area is consistent with international norms. This form 

is suitable given the context and conditions of Vietnam's limited budgetary resources and the 

increasing need for investment in roads. 

- However, it is important to consider case by case to decide whether the government 

allows a PPP-based investment. Investment in the form of PPPs can only be chosen if a triple 

benefit is guaranteed: the state can save budget expenditure while the investor make profit, and 

the user has benefits. 

- There should be three parties involved to ensure transparency and fairness when 

implementing the project. Attention should be paid to the involvement of users in the process of 

project development, determining the toll fee. Ensuring the interests of the parties will make the 

project feasible and sustainable. 

- Allocating risk for parties: Projects in the field of road transport have a long payback 

period and a large amount of investment volume while facing revenue risks related to traffic 

volume. Risks need to be identified in the first place and planned to be allocated to the parties to 

ensure the feasibility of the project throughout the development and operation process. 
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Abstract: In this paper, a perceived service quality index (PSQI) as efficiency based on 

data envelopment analysis method is proposed to measure service quality of supply potable 

water. This index is inspired on traditional SERVQUAL model and DEA method for calculating 

efficiency of overall service quality. PSQI is calculated as effective with constant inputs for each 

service quality indicator based on slack-based measure(SBM) of efficiency.  

Keywords: Data envelopment analysis, Perceived service quality index, SERVQUAL.  

 

1. Introduction 

Potable water is problem with high attention in many developing countries, included 

Vietnam. However, the supply of potable water does not meet the citizens’ demands and 

expectations. This failure not only resulted from the service quality of supply water provided by 

suppliers in cities but also comes from a poor infrastructure and poor quality of supply water 

service. For the purpose to provide a way to identify a standard service and improve the supply 

potable water service quality, this article uses service quality components and indicators based 

on the SERVQUAL model and the concept of Perceived Service Quality Index (PSQI). 

The effect of service quality on customer satisfaction and its influence on gaining 

competitive advantage is undeniable (Yang et al. 2011). Delivering service with a high level of 

perceived quality can enhance customer satisfaction, thus improving customer retention (Hu et 

al. 2009). Service quality evaluations are not only made solely on the outcome of a service; but 

also involve the assessment of service delivery process. Customers with a certain amount of 

expectations come to receive a certain service. The key factor which determines the level of 

perceived quality is the process of service delivery. Many studies have been conducted to 

identify the most important dimensions of service quality, the research on the evaluation of 

service quality based on service quality index has been limited. In this article, we use a method 

of calculating perceived service quality index (PSQI) based on data envelopment analysis (DEA) 

method for comprehensive evaluation of supply water service quality.  

DEA is a non-parametric mathematical modeling technique which requires very few 
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assumptions and can be used in performance evaluation problems with complex relations 

between multiple inputs and multiple outputs. DEA can be used to provide a holistic view of 

service quality which is composed of multiple-item constructs.  

The SERVQUAL instrument is one of the most popular research model used to measure 

service quality. SERVQUAL model is used by both academics and practitioners . SERVQUAL 

method for assessing service quality is used through comparing perceived value and expectation 

value. In this article, we apply the perceived service quality index (PSQI) as a single measure for 

evaluating the multiple-item service quality model and empirical study on assessing service 

quality of supply potable water in Vietnam. 

Many studies have used DEA for measuring and benchmarking efficiency as well as the 

advantage of using DEA for measuring service quality. Cheng et al. (2010) improved the SBM 

of efficiency in context-dependent DEA and applied and measured the performance of selected 

hotels in Taiwan. Monfared and Safi (2013) developed a two-stage network DEA model to 

evaluate the relative efficiency of teaching quality and research productivity in universities. 

Talluri et al. (2013) examined the compatibility of operating efficiency and service quality by 

utilizing a combination of DEA and survey-based empirical research methods in the service 

driving agencies based on the actual transaction data. These studies revealed important strategic 

decision-making implications for service operations managers and provided insights for 

academic research. DEA models have been used to measure service quality in these studies, but 

they do not provide a coherent performance evaluation construct and thus not to supply a 

guidelines for improving service quality 

In this article, the DEA models proposed are designed to evaluate and improve service 

quality within a comprehensive framework and without any dependency on external data. 

Subjective variables of SERVQUAL model have been widely used in mathematical models in 

different studies such as service quality evaluation (Soteriou et al. 1997), decision making 

(Hosseini and Tarokh 2013), market analysis (Nasrabadi et al. 2013). Hence, in this article, base 

on variables of SERVQUAL (which are adjusted for supply water service), the DEA method is 

used to calculate PSQI as effective with constant inputs for each service quality indicator based 

on slack-based measure (SBM) of efficiency.  

2. Literature review 

2.1. Service quality model of SERVQUAL 

The concept of service quality as a measure of perceived service quality was introduced 

in market research. In this field, many service quality models have been developed. The best 

known and most widely applied model is the SERVQUAL method, proposed by Parasuraman 

et al. (1985). The SERVQUAL method introduced the concept of service quality as a 

function of customer expectations (what customers expect from the service) and perceptions 

(what customers receive). In SERVQUAL model, 5 service quality dimensions and 22 items 

for measuring service quality are defined. Service quality dimensions are Tangibles; 

Reliability; Responsiveness; Assurance, and Empathy. The method is in the form of a 
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questionnaire that uses a Likert Scale on five  levels of agree or disagree (from 1 as “strongly 

disagree” to 5 as “strongly agree”). 

The service quality literature shows that SERVQUAL as a standard scale for assessing 

service quality has been used to a large extent by social experts. The most frequently used 

methods for SERVQUAL evaluation are statistical analysis, multi-criteria decision making, data 

envelopment analysis. These methods have been applied to compare customer’s expectations and 

perceptions of services in the hotel industry (Akbaba, 2006), private hospitals (Zarei et al. 2012), 

the banking industry (Kumar et al. 2009), the airline industry (Chau and Kao 2009), and the 

education industry (Bahadori et al. 2011). 

Based on the SERVQUAL model defined service quality as a function of customers’ 

perception and expectation, we introduce the model for assessing  quality of supply potable 

water services in Hanoi, include four dimensions: 

 (1) Responsiveness: Reflect the readiness to help customers, provide a fast and 

convenience service to customers.  

(2) Reliability: Talk about the ability to provide accurate service, commitment and 

credibility.  

(3) Tangible: The visual appearance of the facilities, equipments, machinery,  invoices of 

water suppliers/companies. 

 (4) Price: Reflect the cost that customers spent to use potable water services, cost of using 

water compare with the quality of services provided and with the income of the household.  

Each dimension of this model includes indicators. The concepts of these indicators are 

concerned on Table 1. 

Table 1: Indicators of supply potable water service 

(1) Responsiveness  

- The payment way of water invoice is convenient (SDU1) 

- Quick time trading (SDU2) 

- Employees help customer complete procedure enthusiastically (SDU3).  

- Hotline is easy to contact (SDU4).  

(2) Reliability  

-  Water suppliers/companies resolve troubles fast (STC1). 

- The quality of water is guaranteed as per the water suppliers/companies' commitment (STC2). 

- Water Suppliers/Companies does not make mistakes when resolving troubles(STC3). 

- Information from trusted vendor (STC4). 

- Reputable water suppliers/companies are trusted by customers (STC5). 

(3) Tangibles 
- Easy-to-see water meter (SHH1).  

- Good water pipe system (SHH2) ).  
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- Staff uniform is neat and easy to identify (SHH3) . 

- Payment bill is designed easily to understand (SHH4)  

(4) Price 

- The current water price corresponds with the water quality (GC1).  

- The current water price corresponds to the service quality of supply water (GC2).  

- The charge of potable water is appropriate with family income (GC3) . 

- The current price allocation with amount of water is appropriate (GC4). 

 (Source: Result of Student Science Research 1)  

2.2. Data envelopment analysis (DEA)  

DEA is a non-parametric mathematical programming method for measuring the relative 

efficiency of decision –making- units(DMUs) with multiple inputs and outputs that does not require 

any assumptions about a priori information on the importance of inputs and outputs. The advantage 

of non-parametric approaches is that they do not assume functional forms of the frontier. The 

definition of a DMU is generic and flexible and includes different consumable or non-consumable 

inputs and outputs. A set of weights are determined and the outputs and inputs are aggregated 

separately with regard to these weights to form a ratio as efficiency (Cooper et al. 2007).  

Consider n DMUs, each transforming varying amounts of m different inputs to produce s 

different outputs. DMUp uses “xip” of input (i = 1,…,m) and produces  “yrp” of output (r = 1,…,s). 

Assume that xij > 0 and yrj > 0 (j=1,…,p) and each DMU has at least one positive input and one 

positive output value. The standard input-oriented Charnes–Cooper–Rhodes (CCR) model is: 

       (1) 

Subject to:  

 

 

 

The original DEA model measures the efficiency of DMUs and it does not consider slack 

values while the SBM is a non-radial method that measures the efficiency based on the slack 

values. A SBM efficiency score is introduced to calculate  the efficiency and slack values 

together. The SBM efficiency index (SEI) is obtained, following (Tone 2001).  

                                                 
1 Faculty of Statistics, National Economic University 
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          (2) 

Subject to: 

  

 

 

The SEI has a value between 0 and 1. A DMU is efficient if and only if  SEI=1. In this 

case, all slacks of the respective DMU are zero and the DMU is located on the efficient frontier.  

The above formulation can be transformed into a linear program (LP) using the Charnes–

Cooper transformation (Tone, 2001) as follows:  

           (3) 

Subject to: 

 

 

 

 

Although DEA was originally developed for measuring efficiency of DMUs that consume 

several inputs to produce several outputs, DEA plays a broader role, as a tool for solving 

multiple criteria decision-making problems (Bouyssou 1999) and dealing with subjective 

variables. Some DEA models require consistent input and output data (either high or low) (Lee 

and Kim 2012, 2014).  

3. Perceived service quality index (PSQI) as a result of efficiency in DEA 

The PSQI was concerned by Seydvahid Najafi, Saber Saati and Madjid Tavana (2015). In 

this study, they apply PSQI to aggregate the service quality perception of service in a Taiwan 

hotel. This index is foundation for evaluating potable water service quality in Vietnam.   
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In the study of Seydvahid Najafi et. al (2015), a DEA model is proposed to deal with 

service quality evaluation using the SERVQUAL method. The SBM of efficiency with 

constant inputs is used to calculate the PSQI. The SBM of efficiency is selected in their 

study because it allows for considering the slacks in the model and dealing with input excess 

and output shortfall directly.  

In this method, two DMUs are defined as the expectation and perception DMUs. The 

expectation and perception DMUs are used to determine the quality of services. The expectations 

and perceptions means of service quality indicators are considered as outputs, and “1” is 

assigned as a constant value of input of the DMUs.  

To measure PSQI, the following linear form of the SBM is considered (Seydvahid Najafi 

et al, 2015):  

      (4) 

Subject to:  

 

 

 

 

 

Er and Pr (r = 1,…,k) : the expectations and perceptions means of k service quality items 

 The slack values.  

The PSQI is the efficiency of the perception DMU based on DEA method. There are two 

DMUs of service quality and only one of them is efficient at the same time.  

Perceived service quality index based on DEA method have advantages. DEA as a non-

parametric approach is used to measure the efficiency of DMUs, therefore, using DEA, the 

requirements of data distribution for conducting parametric statistical tests do not need satisfied. 

Furthermore, this method can be used in performance measurement problems with similar statistical 

limitations.  

4. Result of empirical study in supplying potable water service in Hanoi, Vietnam 

4.1. Preview of sample 

The proposed methodology was applied by considering an experimental case study 

regarding supply potable water service in two main company in Hanoi, Vietnam.  

This sample was taken by convenient method , the questionnaire was delivered directly to 

people who have used potable water service supplied by two companies in Hanoi. This is a 
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expanded survey which implemented by students of Statistical Faculty in National Economic 

University, Hanoi, Vietnam 

Samples of 400 customers were surveyed, 80 questionnaires were not usable due to 

incomplete information and the remaining 302 questionnaires were processed for the purpose of 

this study, resulting in a 75.5 % response rate. Time of survey was taken from January 12, 2018 

to February 10, 2018 with the following main features: 

Table 2: Details of sample 

 Frequency Percent (%) 

Income (bil dong) 

<20 68 22.52 

20-30 94 31.13 

30-40 79 26.16 

>40 61 20.20 

Average water cost per month (mil dong) 

<100 72 23.84 

100-200 105 34.77 

200-300 68 22.52 

>300 57 18.87 

Numbers of people in household 

1-2 61 20.20 

3-4 112 37.09 

5-6 73 24.17 

>6 56 18.54 

Years of using service 

<1 16 5.30 

1-3 54 17.88 

3-5 63 20.86 

>5 169 55.96 

 302 100.00 

(Source: Author’s synthesis from Science Research of students) 

4.2. Evaluation quality of supply potable water service 

Evaluation quality of supplying potable water service is presented as follow: 

+ The adjusted SERVQUAL model (for potable water service) was used to assess 

customer perceptions and expectations regard to the four service quality dimensions and 

corresponding indicators. Then the service quality is evaluated by analyzing the gap between 

perceptions and expectation mean for each indicator.  

+ DEA was used on the collected data regard to the SERVQUAL model. The expectation 

and perception means of 18 service quality indicators were considered as the outputs of DMUs 
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(expectation and perception is assigned as  two DMUs in DEA), respectively, and the constant 

values (= 1) of continued virtual input were assigned as the inputs in the DEA model.  

+ Prior order of service quality dimension was adapted PSQI of each dimension. The 

PSQIs of service dimensions indicate the quantitative value of customers’ perceptions for the 

service dimensions. 

The sample for this study was implemented by student of Statistical Faculty in Vietnam 

National Economic University‘s Science Research. A questionnaire with four dimensions and 18 

indicators was designed based on the SERVQUAL method. The questionnaires uses a five-point 

Likert ranging from ‘‘very low’’ to ‘‘very high’’of satisfaction for 2 contents: Expectation and 

Perception. Table 3 presents the mean of expectations, perceptions, and gaps of  18 service 

quality indicators. 

Table 3: Means of customers’ expectation and perception of supply potable water service 

Indicators Mean Perception Quality (P) Mean Expectation Quality (E) P-E 

GC1 3.480 4.570 -1.09 

GC2 3.387 4.457 -1.07 

GC3 3.616 4.716 -1.10 

GC4 3.424 4.504 -1.08 

SDU1 3.487 4.547 -1.06 

SDU2 3.507 4.617 -1.11 

SDU3 3.381 4.441 -1.06 

SDU4 3.275 4.535 -1.26 

SDU5 3.384 4.564 -1.18 

SHH1 3.781 4.941 -1.16 

SHH2 3.424 4.554 -1.13 

SHH3 3.334 4.414 -1.08 

SHH4 3.795 4.965 -1.17 

STC1 3.136 4.266 -1.13 

STC2 3.437 4.657 -1.22 

STC3 3.258 4.458 -1.20 

STC4 3.440 4.660 -1.22 

STC5 3.434 4.584 -1.15 

(Source- Author’s calculation by SPSS) 

Equation (4) was solved by VDEA version 4.0. Result of PSQI as a SBM-efficiency level 

is presented in table 4 
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Table 4: The overall PSQI as SBM efficiency of supply potable water service 

DMUs E P 

Calculated results according to model DEA SBM-I-V SBM TE 1.000 0.752 

Slack values 

IS1- 0.000 1.090 

IS2- 0.000 1.070 

IS3- 0.000 1.100 

IS4- 0.000 1.080 

IS5- 0.000 1.060 

IS6- 0.000 1.110 

IS7- 0.000 1.060 

IS8- 0.000 1.260 

IS9- 0.000 1.180 

IS10- 0.000 1.160 

IS11- 0.000 1.130 

IS12- 0.000 1.080 

IS13- 0.000 1.170 

IS14- 0.000 1.130 

IS15- 0.000 1.220 

IS16- 0.000 1.200 

IS17- 0.000 1.220 

IS18- 0.000 1.150 

OS1+ 0.000 0.000 

Peers PEER1 P(1) P(1) 

(Source: Author’s calculation by VDEA version 4.0) 

 The efficiency level represent PSQI (= 0.752) was determined following equation (3) by 

VDEA version 4.0.  In addition, the proposed model was used to evaluate the service quality in 

terms of quality dimensions. To accomplish this evaluation, the perceptions and expectations 

means of each dimension were considered as the outputs of the DMUs.  

Table 4: Result of PSQI of potable water service dimensions 

Dimensions Indicators P E 
SBM TE 

(PSQI) 
Slacks values Peers 

Price 

GC1 3.480 4.570 

0.762 

IS1- 1.090 

1 
GC2 3.387 4.457 IS2- 1.070 

GC3 3.616 4.716 IS3- 1.100 

GC4 3.424 4.504 IS4- 1.080 

Responsiveness 

SDU1 3.487 4.547 

0.750 

IS5- 1.060 

1 SDU2 3.507 4.617 IS6- 1.110 

SDU3 3.381 4.441 IS7- 1.060 
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Dimensions Indicators P E 
SBM TE 

(PSQI) 
Slacks values Peers 

SDU4 3.275 4.535 IS8- 1.260 

SDU5 3.384 4.564 IS9- 1.180 

Tangibles 

SHH1 3.781 4.941 

0.759 

IS10- 1.160 

1 
SHH2 3.424 4.554 IS11- 1.130 

SHH3 3.334 4.414 IS12- 1.080 

SHH4 3.795 4.965 IS13- 1.170 

Reliability 

STC1 3.136 4.266 

0.738 

IS14- 1.130 

1 

STC2 3.437 4.657 IS15- 1.220 

STC3 3.258 4.458 IS16- 1.200 

STC4 3.440 4.660 IS17- 1.220 

STC5 3.434 4.584 IS18- 1.150 

(Source: Author’ calculation by VDEA version 4.0) 

The prior order of improving service quality dimensions is that the least PSQI is 

‘‘Reliability’’ and followed order by ‘‘Responsiveness’’, ‘‘Tangibles’’, ‘‘Price’’. 

The efficiency levels of expectations and perceptions for the overall service quality are 1 

and 0.752. It shows that the customers’ perception did not reach to the overall expectations of 

customers in the supply potable water services.  

5. Conclusion  

There are many different methods for calculating service quality index. However, previous 

methods only quantify the service quality in relationship with customer satisfaction. These 

regression models require a high level of data distribution (which it does not have the standard 

distribution data in fact). DEA is a non-parametric approach, therefore, using DEA, the 

requirements of data distribution for conducting parametric statistical tests do not need satisfied. 

Furthermore, this method can be used in performance measurement problems with similar 

statistical limitations. 

DEA is also applicable to qualitative variables, so it is suitable for analyzing service 

quality. In addition, DEA is based on observed data so it can be applied to small sample sizes, 

while regression analysis requires large sample sizes. DEA is used to compare the quality of 

service and expectation. This comparison is consistent with the content and meaning of the 

servqual. The approach proposed in this study addresses this limitation by producing a single 

measure (PSQI) as the efficiency of the perceptions.  

By calculating the PSQI for the potable water supply service in Hanoi, this article would 

like to demonstrate the applicability of this index to various industries when assessing service 

quality. Service quality should be measured periodically to make continuous improvement as a 

vital part of service management planning. Hence, the ability of assessing service quality as a 

single and accurate measure is necessary. 
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Abstract: This paper addresses return migration choice of graduates, which taking place 

after the transition from higher education to the labor market. Graduate students, after short 

time temporary migrations to city for studying, have to make a decision of returning back home 

or staying migration in urban areas for working. Drawing on the mechanism identified in the 

literature on internal migration, I propose to conceptualize a return migration choice model as a 

combination of factors: place attractiveness, social norm and family support. The analysis of the 

motives reported by graduates indicates that migration decisions cannot be reduced to a single 

dimension, are diverse. Social norms, job opportunities, quality of living in hometown, family 

support are positively related to decision to return hometown after graduation.  

Keywords: return hometown to work, migration, environment quality, hometown love, 

family support, graduates 

 

1. Introduction 

Many rural communities continue to experience an undersupply of talent and high 

educated labor. University graduates are a valuable source of such a labor supply.  Return 

migration after a time of studying in city can contribute to economic growth and development in 

the areas surrounding hometown regions; it also speeds up economic and social restructuring 

processes in rural areas, elevates the skill levels and adaptabilities of rural labors and may help to 

ease the continuing pressure of the urbanization process in developing country (Huang, 2009).  

While key factors relating to domestic return migration in western countries are widely 

identified, only a few studies have investigated this issue in developing countries. Some 

scholars argue that less attention has been given to the role of community and place aspects 

on working place choice decision (Morathop, 2010). Location decisions likely relate to 

professional development opportunities and income interests, as well as non-professional 

attributes like place-location attractiveness and individual social affective. This empirical 

study of 196 graduates from NEU investigates the impact of various factors in choice of 

hometown as working place.  

2. Theoretical foundations and hypotheses 

Return migration (Circular migration) is a concept capturing a migrant flows from intended 

destinations back to places of origin; return migrants “are broadly referred to as those who 
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suspend their migration by returning to an initial residence” (Vanderkamp, 1971; Lee 1974- 

cited in Carmen & Bernardo, 2001).  

What are the determinants of return migrants’ decision to their places of origin? There are 

several theoretical perspectives explaining the causes of voluntary return migration, one of which 

is an individualistic approach. 

In individualistic approach, the neo-classical model of migration (Todaro, 1969) identified 

key determinants of skilled migration decision is the expected wage differential between the host 

and source cities; cost of living difference, changes in economic conditions between urban and 

rural areas. Recent researches nowadays have pointed out that, the individual return migration 

decision is believed not only impacted by expected income but also to be motivated by a number 

of “pull” factors from the individual subjectively defined attractiveness of place of origin. 

(Bjarnasona & Thorlindssonb (2006); McAndrew (1998); Dustmann & Weiss (2007).  

Base on literature review, the theriotical model and hypothesises of students' return 

decision has been developed: 

Place atractiveness 

There is no single definition of place attractiveness (considered also as territorial 

attractiveness or regional attractiveness or city attractiveness). Place attractiveness is 

conceptualized as something positive or as something that exerts a physical or emotional pulling 

power in a place (Carmen and Bernardo, 2001) 

The ability of places to attract migrants is of fundamental importance to local and regional 

development. Places’ ability to attract the right kind of work force to enhance the 

competitiveness of trade, service and industry has frequently been emphasized in return 

migration studies (Williams & Vaske, 2003).  

Yigitcanlar et.al. (2007) examined place attractiveness from a migration perspective, 

developed place attractiveness on the basis of a subjectively defined attractiveness based on 

stated preferences. The authors argued that attractiveness of places in migrants’ point of view 

involves three main aspects: (1) job opportunities (2) place attachment (3) quality of living. 

Job opportunities in hometown 

Job opportunities, isolation from professional and non-professional support and services, 

remains a key element of working and living in rural (Rérat, 2014). Good perceptions of job 

finding opportunities in hometown also have large and significant impact on a student expressing 

either a not return or a probably return intention (Huỳnh and La, 2011; Soon, 2008). Favorable 

perceptions of job opportunities at home may still induce students to return although its effects 

are considerably less than those of the perceptions of skill development opportunities and job 

promotion prospects at home. Previous researches of Huang and Zang (2013), Soon (2006), 

Rérat (2004) pointed out that students who have good perceptions of the working environment at 

home are more likely to return. 
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Hypothesis 1: Job opportunity is positively related to students’ decision to work in 

hometown. 

Quality of living 

Quality of living condition refers to the set of characteristics of a place that define a place, 

making it attractive and livable. D'agostini & Luiz (2008), argues that city attractiveness is 

strongly relating to the quality of life of inhabitants.  The economic and sociodemographic 

profile of a community influences its attractiveness. 

Quality of living environment, the ‘‘livability’’ of a region, is commonly expressed in an 

index that includes such factors as the standard and variety of amenities, education and 

community facilities, climate, environmental quality, housing affordability, crime level, and 

transportation access. Quality of living environment may assume a meaning for each individual 

when making migration choice. 

Traditionally, research has shown that factors related to the living environment dominate in 

the relocation of households between central areas and suburbs. The importance of quality of life 

and residential amenities in migration has been highlighted in the case of some rural areas by 

research on amenity-led or lifestyle migration (Jan, 2008). Immigrants arrive with complex 

needs and varied motivations. Migrants, when making decisions to return to rural areas, consider 

factors like security, wellbeing and future prospects for their children, employment, housing 

facilities, safe, clean and friendly communities, low cost of living, educational, cultural and 

recreational opportunities (D'agostini, Luiz R, 2008), 

Hypothesis 2: Quality of living environment is positively related to students’ decision to 

work in hometown. 

Place attachment 

Place attachment according to Shumaker and Taylor (1983) is ‘a positive affective bond or 

association between individuals and their residential environment’; Hummon (1992) considers it 

as ‘emotional involvement with places’; and Low (1992) defines it as ‘an individual’s cognitive 

or emotional connection to a particular setting or milieu’ (McAndrew, 1998). These definitions 

are appropriate to describe a special feeling toward certain places.  

Our physical surrounding play important role in our lives. Individuals usually develop very 

strong sentimental and emotional attachments to the places in which they live, that create 

feelings of comfort and security (Williams & Vaske, 2003). Lalli (1992) has noted that it is 

important to take the strong emotional attachments between people and place into account when 

attempting to understand variety of human experiences. Place attachment makes people become 

dependent upon regions or on a certain kinds of environment. An individual with a strong place 

attachment can be only satisfied with another different location as long as those places have the 

similar right characteristics. Feeling of place attachment makes people homesick in involuntary 

relocation (as in case of going to city for higher education) and grows the desire to restore the 

past experiences of being at home or return to the original place. Philip Kotler (1993) metioned 
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in his research that provinces can take advantanges over big cities in atracting labour by the 

proud, the love of their citizens on the city (Jorgensen & Stedman, 2001) 

Hypothesis 3: Place attachment is positively related to students’ decision to work in 

hometown. 

Family support 

Family support is students' perception of family members' attitudes, encouragement toward 

return decision and also the family supports for students to settle in hometown if they come back 

home to work (Yue et. al., 2010).  

The family is considered a central place in Easten style society of Vietnam (Nguyen, 

2015), any Vietnamese individuals can be able to require some form of family supports but at the 

same time be subject to moral obligations towards his family. Rérat (2014) has mentioned in his 

research the role of family and extanded family members’  support relating to the return 

migartion. Several studies, such as Gungo (2006) showed that family support is another 

important determinant of return intentions. Greater family support for settling at home results in 

greater probability of returning. When the respondent’s family is not supportive of the decision 

to find a job in big city, the probability of return intentions are higher. Yue et.al. (2010), suggests 

that "redirection from larger to smaller cities may be feasible if wage incentives are 

supplemented by advance information and assistance in moving from family and communities’ 

Hypothesis 4: Family support is positively related to students’ decision to work in 

hometown. 

Subjective norms: 

Subjective norms or the subject's perception of other people's opinion of the proposed 

behavior (Ajzen, 1991).  

Vietnam is a collectivistic country, individuals decision still heavily relies on social norm. 

The family members, friends, reference group norm can impact to return migration decision . 

Yue et.al. (2010) confirmed the importance of the family and reference group in an individual’s 

migration intention. Morathop et. al. (2010), Huang and Zang (2013) have indicated that greater 

family encouragement to students to settle in big city results in a greater tendency to indicate non 

return intentions.  

Hypothesis 5: Subjective norms is positively related to students’ intention to work in 

hometown. 

3. Research methodology  

This study used both qualitative and quantitative methods: 

 + Qualitative study: I interviewed 5 students to revise the theoretical model and to make 

necessary adjustments to the research measures.  

+ Quantitative study: The first exploratory study had been used to confirm the appropriate 
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of the research model. Then, all the measures which were borrowed from previous research had 

been assessed to confirm to be properly used for the study.  

The research questionnaire was borrowed from previous researches with adaptation for 

Vietnamese context (table 1). Five points Likert scale questions were used ranging from 1 

“Strongly disagree” to 5 “strongly agree”. Measurements are coded as: family support - FS, 

Place attachment - PA, job opportuniites - JO, Quality of living - QL, Social norm - SN. Control 

variables are coded with dummy variables (0 and 1). Ddependent factor: Decision to work in 

hometown – DE (0: stay in Hanoi, 1: return hometown) 

The subjects for this study are graduate students from National Economics University. 

The official study were conducted from September to October 2018 by sending soft 

electronic copies survey questionnaire online via Google docs to about 800 email addresses We 

received 205 answers (response rate of 25%). After collecting the questionnaires, 10 responses 

were eliminated due to missing important information or inconsistent or bias answers. The final 

sample size is of 195 responses. I analyzed data via SPSS software version 21 to test the 

measures and research hypotheses. 

4.  Research findings 

4.1. Sample descriptions 

Total 205 questionnaires were collected. After cleaning data, 195 questionnaires have been 

used for analyses. 

Gender: Out of 195 respondents, 125 (64,1%) are men, 70(35,9%) are women.  

The respondents place of birth: 78,3% rural areas, 21,7%  other cities 

93,5% of the respondent’ parents still live in their hometown.  

62,8% of the respondents stay in Hanoi for working after graduate, 29,2% return to 

hometown and 8% to other cities for working.  

4.2. Measures assessment 

EFA analysis at the same time for 22 items of 5 independent variables with varimax 

rotation method loaded in 6 factors. Almost  items loaded in its original factor with factor 

loading in all cases above 0.5. The “quality of living” items  divided into 2 group . After 

Cronbach’s Alpha analysis and consider the variable content, 2 items QL1 and QL2 of the 

"quality of living" measure have been eliminated step by step. After the reduction of these two 

variables, EFA was conducted again, the result support the validity of the measurement 

instruments.    

Cronbach’s Alpha analysis for  independent variables in this research assume that all 

variables mearsurements are internally consistent scales and are reliability.  
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Table 1: Variables' measurements 

Variables No of items Research Cronbach’s alpha 

Place attachment 5 items Jorgensen & Stedman, 2001 0.848 

Quality of living 5 items Lalli (1992) 0.827 

Family support 4 items Jan (2008) 0.863 

Job opportunities 3 items Nguyen (2015) 0.839 

Social norm 3 items Ajzen, (1991) 0.80 

(Source: author' research) 

4.3. Result of  hypothesis testing 

We tested the relationship between factors with dependent factor - Decision to work in 

hometown by using binary logistic regression analysis since the research dependent factor is a 

categorical (dichotomous) variable (coded: 0 (work in Hanoi), 1 (return hometown). 

 In the first binary logistic regression model (control model), the dependent variable is 

decision to work in hometown with 3 control variables, the model is significant (Adjusted R2 = 

0.234, -2 Log likelihood = 180.206, p < .00). parents' stay in hometown have significant and 

positive relation with decision to return working in hometown (β = 1.881, p < . 01) but it is not 

the case of gender, and graduates’ university results (table 2). 

The 2nd model with the dependent variable is decision to work in hometown 5 independent 

variables, 3 control variables, the model is significant (Adjusted R2 = 0.395, -2 Log likelihood = 

145.967, p < .001). 2/3 control variables (gender and graduates’ university results) have not got 

significant relationship with decision to return working in hometown. Parents staying in 

hometown still have significant relationship with decision to return working in hometown. Only 

4/5 independent variables tested have significant and positive relations with decision to return 

working in hometown. In descendent level, they are: (1) Social norm: standardized β = .870, p < 

0.005 ; (2)Job oppotunities standardized β = .855, p < 0.005  ; (3)  Perceived quality of living in 

hometown: standardized β = .695, p < 0.01 (4) family support Standardized β = .493, p < .05;: 

Standardized β = .297, p < .05. Place attachment does not significant relating with decision to 

return working in hometown (P > .1).  

Hypothesis H1, H3, H4, and H5 are supported by the research data.Hypothesis H2 is not 

supported by the research data. 

Table 2: Binary logistic regression model: Variables in the Equation 

 B S.E. Wald df Sig. Exp(B) 

Step 1a 

Gender .021 .481 .002 1 .965 1.021 

University result .433 .311 1.934 1 .164 1.542 

Parents stay in 
hometown 

1.989 .476 17.461 1 .000 .137 

Social norm .870 .257 11.468 1 .001 2.386 

Family support .493 .243 4.120 1 .042 1.637 
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 B S.E. Wald df Sig. Exp(B) 

Place attachment .297 .290 1.053 1 .305 1.346 

Quality of living in 
hometown 

695 .325 7.602 1 .006 .408 

Job opportunities in 
hometown 

.855 .269 10.067 1 .002 2.351 

Constant -5.301 1.641 10.430 1 .001 .005 

 (Source: author' research) 

The Classification Table shows us that this model allows us to correctly classify 136/147 

(92,5%) of the subjects occurrences deciding to stay in Hanoi are correctly predicted. We also 

see that this rule allows us to correctly classify 23 / 58 = 47,9% of the subjects deciding to return 

migration to hometown. Overall our predictions were correct 159 out of 195 observes, for an 

overall success rate of 81,5% (table 3).  

Table 3: Binary logistic classification table 

Observed 

Predicted 

Return hometown 
Percentage Correct 

0 1 

Step 1 
Return hometown 

0 136 11 92.5 

1 25 23 47.9 

Overall Percentage   81.5 

 a. The cut value is .500 

(Source: author' research) 

5. Conclusion 

This research provides empirical evidence about the impact of perceived hometown quality 

of living, job opportunities in hometown, family support and social norm to student’ decision to 

return their hometown after graduation. The research result confirmed the fact that in 

Vietnamese social context, students’ choice of future career is strongly influenced by their 

family. Social norm, family support, not surprisingly, has considerable weight in the return 

migration decisions of the survey participants. The results imply that choosing a place to work is 

not simply a matter of earning a higher salary or enjoying better work conditions but also family 

related and place attractiveness issues. Greater family support for returning results in greater 

probability of having return migration.  

The research has several limitations. It relied on the self-reported subjective measures of 

graduates. It is only limited to graduates from National Economics University. The cross-

sectional study design was limited to determining causal associations between the study factors 

and decision to return to work in longer time  . In addition, email survey method resulting in a 

limited number of responses may lead to an unrepresentative sample. Future research should 

examine more variables, such as motivation, institutional and macro environments to see how 

they influence the decision of graduates to return.  
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Abstract: WTO accession can be seen as a milestone marking the beginning of Vietnam's 

first step of integration. Vietnam is now trying to negotiate a number of free trade agreements 

called “new generation FTAs”, especially the Comprehensive and Progressive Agreement for 

Trans-Pacific Partnership - CPTPP (or TPP-11) which is expected to create the second step of 

stronger integration for Vietnam. The CPTPP in particular and the new generation FTAs in 

general are more comprehensive, including trading in goods, services, electronics; trade 

defense; investment; rules of origin; food hygiene and safety measures and animal and plant 

quarantine; customs facilitation; technical barriers to trade; Intellectual Property; competition; 

public procurement; Sustainable Development; Institution and legalization. In addition to 

analyzing the characteristics of the CPTPP as a "new generation FTA" with Vietnam's export of 

goods, the paper uses quantitative methods to forecast the impact of Vietnam’s participation in 

the CPTPP on the increase in the export of goods, thereby suggesting some solutions to promote 

the export of goods of Vietnam in that context. 

Keywords: the new generation FTA, CPTPP, merchandise export.  

 

1. An overview of the CPTPP – An emerging "New Generation FTA" Agreement 

Regional integration plays an extremely important role in Vietnam's foreign policy. 

Participation in the "New Generation FTA" Agreements is a decisive factor in Vietnam's 

international integration, in order to enhance the country's position, especially in a dynamic and 

sensitive region such as the Asia-Pacific region where there is a strategic competition in 

economic and trade among major countries. WTO accession can be seen as a milestone marking 

the beginning of Vietnam's first step of integration. Vietnam is now trying to negotiate a number 

of free trade agreements called “the new generation FTAs”, especially the Comprehensive and 

Progressive Agreement for Trans-Pacific Partnership - CPTPP (or TPP-11) which is expected to 

create the second step of stronger integration for Vietnam. A "new generation FTA" is 

considered to have the strongest impact on the economies and trade in the Asia-Pacific region 

and the world, which is CPTPP Agreement officially signed in March, 2018 in Chile with 11 

member countries (Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, 

Peru, Singapore and Vietnam). The CPTPP or TPP-11 Agreement has been superseded for Trans 

– Pacific Partnership Agreement (TPP or TPP-12) after the United States withdrew from this 
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Agreement. The CPTPP will create one of the world's largest free trade areas with a market of 

about 499 million people and a gross domestic product (GDP) of about $ 10.1 trillion, 

accounting for 13.5% of the world’s GDP.  

Some free trade agreements have been recently conceived as the new generation free trade 

agreements - "new generation FTAs" but it has only relative meaning. However, compared to the 

"traditional FTAs", the "new generation FTA" has three following outstanding points (Nguyen 

Thanh Tam, 2016): 

Firstly, the "new generation FTAs" includes those that are considered "non-commercial" 

such as: labor, environment, commitment to sustainable development and good governance. 

Secondly, compared to the "traditional FTAs" and WTO agreements, "new generation 

FTAs" has more new content, such as investment, competition, public procurement, e-

commerce, promoting the development of small and medium enterprises, providing technical 

assistance for developing countries as well as to spend reasonable transferring time so that the 

latter countries can adjust the policy in line with the level of development.  

Thirdly, in addition to the contents of previous FTAs and WTO agreements, in "new 

generation FTAs", new contents are better prepared such as goods trading, protecting animal and 

plant health in international trade, service trading, intellectual property rights (IPR) (also known 

as "TRIPS plus" and "TRIPS super plus"), trade defense, rules of origin, transparency and anti-

corruption, dispute resolution between the government of the recipient country and the foreign 

investor (ISDS). 

Thus, in comparison with the WTO agreements, "new generation FTAs" are "WTO plus" 

agreements with previously rejected contents, but nowadays it is necessary to accept them 

because the international trade context has changed. 

For the CPTPP, it is expected to be a paradigm for regional cooperation, to create 

favorable conditions for trading and investment and to have the ability to address some of the 

new challenges in international trade relations in the early of 21st century. With that purpose, the 

CPTPP has five main characteristics that make CPTPP become not only a "new generation FTA" 

but also a landmark agreement of the 21st century, creating a new standard for global trade, 

specifically: 

Comprehensive Market Access: The CPTPP will eliminate or reduce tariffs and non-tariff 

barriers in both goods and service trading. In this respect, if the other FTAs just cut tariffs in line 

with the roadmap, the CPTPP's general rule is to bring zero export tariffs on all tariff lines. With 

a few of the most sensitive tariff lines, the form of tax reduction (at negligible level) or the form 

of tariff quota (allowing for the duty – free importation of certain goods) may be applied 

provided that all other countries accept it. The CPTPP not only focuses on liberalization in the 

area of goods trading but also promotes liberalization in the areas of service trading and 

investment. The commitments to market opening and transparency in the area of services and 

goods, along with an investment protection mechanism, to ensure the full benefits of investors, 
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the policies for the implementation of prudent management measures aimed at building a stable 

macroeconomic environment ... will create new opportunities and benefits for businesses, 

workers and consumers of CPTPP member countries. 

A regional approach to making commitments: The CPTPP facilitates the development of 

production and supply chains, as well as uninterrupted regional trade networks, enhances 

efficiency and supports the achievement of employment creation goals, improves living standard 

and competitiveness, promotes conservation efforts and creates favorable conditions for cross-

border integration and the opening up of the domestic market. 

Helping to cope with new challenges in the trade: The CPTPP also contributes to solving 

new challenges posed by commercial development practices. Actualizing goals through CPTPP 

commitments will contribute to enhancing innovation, productivity and competitiveness by 

addressing new issues, including: the Internet and the development of the digital economy, 

increased participation and role of State Owned Enterprises (SOEs) in the global economy via 

international trade and investment, the ability of small enterprises to take advantage of the trade 

agreements and other issues. 

The comprehensive commercial feature of the Agreement: Commitments in the CPTPP are 

not limited to traditional trade issues but also extend to non-commercial ones such as Intellectual 

Property, SPS measures, TBT, competition and public procurement, labor issues, environment, 

government procurement, state-owned enterprises, etc. Therefore, CPTPP has added new elements 

to ensure that economies at all levels of development and businesses of all sizes can benefit from 

trade, including: Commitments to help small and medium enterprises (SMEs) understand 

agreements, take advantage of opportunities to draw the CPTPP government’s attention to their 

unique challenges, specific commitments on development and enhancement of trade ability, 

ensuring that both sides can meet the commitments in the Agreement and make use of its benefits. 

The foundation for closeness and regional integration: The signing of the CPTPP will 

provide a solid foundation for regional economic integration and open the door to other 

economies in the Asia-Pacific region. The CPTPP itself is a form of uniting a group of different 

countries in the region which are diverse in term of geography, languages and history as well as 

in terms of scale and level of development. As a result, all CPTPP member countries recognize 

that diversity is a unique asset, but it is also essential to have close cooperation and build trade 

ability for underdeveloped CPTPP countries. In some cases, special transferring time and the 

mechanism of supplying additional time for some CPTPP partners, if warranted, will help to 

develop the ability to perform new obligations. 

2. An Overview of the status of Vietnam’s merchandise export and its participation in 

the CPTPP Agreement. 

Since Vietnam officially became a member of ASEAN (1996), Vietnam's merchandise 

exports have attained some important achievements, manifested by the rapid growth and high 

growth rate of goods export turnover over the years. Up to now, Vietnam's exports have reached 

a turnover of $ 214.1 billion (2017), nearly 30 times higher than 20 years ago. (In 1996, the total 

export turnover reached only 7.2 billion USD) (Ministry of Industry and Trade, 2018). 
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Regarding the structure of export goods: The group of goods with the highest proportion 

of total export turnover of Vietnam is now the one of industrial goods - accounting for 81.3%, 

followed by agricultural and aquatic products - representing 12.1%, and fuel and minerals 

accounts for only 2%. Vietnam has 29 items with export turnover of over $ 1 billion, of which 

eight items have turnover of over $ 6 billion. Leading exporters are still the groups of phones and 

components; textile; Footwear; machinery, equipment, tools, spare parts ... (Ministry of Industry 

and Trade, 2018). However, until now, the localization rate of industries for key export products 

of Vietnam is still limited. Textile and footwear industry is the sector with the highest 

localization rate but they only account for 51% and 45%, respectively. Meanwhile, the 

localization rate of industries such as automobiles and electronics is only 10% and 20%. 

Regarding the export market structure: In addition to traditional markets such as ASEAN 

and Northeast Asia (Japan, China, Korea), Vietnam's exports have tended to increase strongly to 

other markets like the EU, the US and especially the markets where Vietnam signed the FTA. 

Specifically, in 2017: Vietnam's exports to the US reached 41,61 billion USD (accounting for 

19.43% of total export turnover); Similarly: Exports to Europe reached 41 billion USD 

(19,15%), China - 35,46 billion USD (16,56%), ASEAN - 21,7 billion USD (10,14%), Japan - $ 

16.8 billion (7.85%), South Korea - $ 14.8 billion (6.91%). Thus, the US and the EU are still the 

two largest export markets of Vietnam in recent years (in 2017, turnover reached over 80 billion 

USD - accounting for 38.58% of export value and these are also the two markets where 

Vietnam's exports reached trade surplus of nearly 60 billion USD) (Ministry of Industry and 

Trade, 2018). 

With strong export growth in recent years, Vietnam is expected to create a stronger second 

step of integration by participating into “new generation FTAs”, especially CPTPP Agreement. 

Because compared to traditional FTAs, the CPTPP offers Vietnam many opportunities and 

challenges with its emerging and unique characteristics. Examples of these are: 

First, the level of liberalization (openness) is deep: With the high standard FTA, the 

CPTPP has the degree of openness (of Vietnam as well as its partners in this Agreement) is very 

deep (eliminate the vast majority of tariff lines, the strong opening of the service sector ...) and of 

course much wider than the WTO, as well as the former FTAs of Vietnam (except for the 

ASEAN Trade in Goods Agreement - ATIGA). Specifically, countries committed to eliminate 

import tariffs on Vietnamese goods from 78% to 95% of tariff lines as soon as the Agreement 

takes effect and completely remove them from 97-100% in the latter years. 

The remaining goods will have a roadmap for tax elimination within 5-10 years, 

except for some sensitive commodities with a roadmap of more than 10 years or the tariff 

quota may be applied for them. Many of Vietnam's key export items to the CPTPP market 

enjoy a tax rate of 0% right after the Agreement takes effect or after 3-5 years such as 

agricultural and aquatic products, textile, Footwear, furniture, electrical goods, electronics, 

rubber etc. However, the technical barriers (TBT) and sanitary and phyto-sanitary system 

(SPS) imposed by the CPTTP Agreement are extremely strict. This could be a major barrier 

to Vietnam's exports. 
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Second, the wide range of commitments: while the former FTAs mainly focus on the trade 

of goods, the CPTPP contains the commitments on many new areas that Vietnam has never 

committed / opened before, for example: state-owned enterprises, government procurement, 

labor-union, environment etc. 

Third, institutional commitment: unlike previous FTAs which mainly affect tariff policy at 

the border, the CPTTP has many other commitments directly affecting the institutions and 

domestic law policies (issues after the borders). 

Fourth, in terms of partnerships: The CPTPP which Vietnam has negotiated to participate 

in has big and special trading partners and is also a leading trading partner of Vietnam at present, 

such as the United States (if the United States returns to TPP), Japan, Singapore, Malaysia etc. 

3. Research overview and description of methodology to determine the impact of 

Vietnam’s participation in the CPTPP Agreement on its goods exports. 

Research overview and the model to determine the impact of Vietnam’s participation in 

the CPTPP Agreement on its goods exports 

Assessing the impact of regional and global integration on the Vietnamese economy, 

especially in trade liberalization, the Gravity model is used quite effectively and properly in the 

context of limited data tables I/O of Viet Nam which is not updated frequently so that the CGE 

model can be applied. In addition, based on the methodology of the econometric model, the 

flexible Gravity model is applicable to studies of various degrees and scale. 

Gravity model was first used by Tinbergen in 1962 based on the Newtonian law of physics. 

Since the late 1970s, gravitational equations have been refined to use for different purposes. And 

the gravity model in international trade looks like this: 

Fij = φ (Mi * Mj / Dij) 

In the gravity model: 

Fij: export, import or volumes of trade from country i to country j, depending on the 

purpose of the researcher. 

Mi and Mj are the economic weights of each country (for example: gross domestic product 

(GDP) or GDP / capital). 

Dij measures the distance between country i and country j; and φ is the rate constant. 

Inheriting previous studies on the selection of commercial impact factors, according to 

the studies by Thai (2006) and Tien (2008), the factors affecting Vietnam's trade supply and 

demand in trade liberalization include income, population of the partner countries, representing 

the size of the economies. Accordingly, trade is expected to increase for larger-sized economy 

partners than smaller-sized ones. Similar to per capita income variable, trade increases for 

richer countries than for poorer ones. The relationship between these variables and import and 

export is positive. 
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The study of Clarete, Emonds, Wallack (2003) used a bilateral trade-weighted Gravity 

model involving 11 trade blocks from the Asia-Pacific region, covering 83 countries during the 

1980s and 2000s. The independent variables included in the study are GDP, the distance 

between the capitals of trade partners, the population, and the physical and geographic features 

that account for transnational trade. The results show that trade between the two countries is 

positively correlated with the size of the economy and income. As incomes rise, people will 

buy more expensive products and make imports increase. Therefore, the study uses per capita 

GDP to describe the impact of economic size and income on trade and is expected to have 

positive impact. 

The distance and boundaries between trading partners have a great impact on the cost of 

trading commodities. The distance between countries increases correspondingly to the shipping 

cost, the transaction cost will increase accordingly and for cross-border partners, commercial 

transaction costs will be reduced to the lowest level. Studies by MaCallum (1995), Bougheas 

(1999), Clarete (2003), Martinez-Zarzoso (2003) all show that distance factors affect commercial 

transaction costs and have a negative impact on delivery commercial transactions. However, 

Thai’s study (2006) using the gravity model with the table data and the 12-year estimated period 

from 1993 to 2004 shows that the bilateral trade between Vietnam and EC23 was not affected by 

the factors of distance and history. The study by Heo and Doanh (2009) using the Gravity model 

to assess the effects of AFTA on trade flows in Vietnam and Singapore shows that physical 

distance plays a very important role in trade between the two countries.  

Exchange rate has a very strong impact on import and export. The study by Krugman and 

Obstfeld (2008) shows that devaluation of the domestic currency against foreign currencies will 

lead to increased domestic exports and reduced imports. Micco, Stein and Ordoñez (2003) 

assessed the impact of the common currency and exchange rate by using the gravity model for 

the 22 EU industrialized nations with the sample from 1992 to 2002. The results show that 

monetary union is an important factor, not only for existing EMU members, but also for the rest 

of the EU. In addition, the exchange rate has a significant impact on bilateral trade. The study of 

Thai (2006) also showed that exchange rate fluctuations had an effect on bilateral trade but it 

was not significant. 

The objective of this study is to indicate the impact of the CPTPP on Vietnam's exports 

after this Agreement officially takes effect in comparison with the normal scenario of non-

implementation of the Agreement. Therefore, the demand for forecasting the impact of export 

dependent variables is considered as the most important factor and this depends on the ability to 

predict independent variables. This study assumes the recognition of the impact of the factors of 

economic size, income and distance between partner countries, and affects the trade turnover of 

Vietnam with that partner country which is the member of CPTPP. The model for estimating 

goods export turnover of Vietnam depends on export turnover of CPTPP member countries. 

Simultaneously, the study also considers the factors of exchange rates. The important factor is 

that the tariff component of the trade liberalization commitment is the focus in this study to 

assess the extent to which tariff adjustment impact of the implementation of the CPTPP 

agreement on the export turnover of Vietnam. 
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The simulation regression equation has the following form: 

Ln (EXPORT) t = β0 + β1lnEXRATEit + β2lnGDPt + β3EXt + β4TARIFFSt 

EXPORTt: Vietnam export year t; 

EXIT: Vietnam’s exports to country i, a member of CPTPP, year t; 

GDPt: GDP of Vietnam in year t; 

EXRATEt: USD / VND exchange rate in year t; 

TARIFF St: average tariff for Vietnamese goods and services year t. 

Data. The study uses the data collected from the following sources: 

(1) Vietnam's indicators for the period from1995 to 2016 were collected from the General 

Statistics Office (GSO); 

(2) Tariff data collected from the World Bank database (WB). 

Tariff (%): Tariff in the model is the applicable tax, the simple average (no weight of the 

applied level) is valid for all taxable products for all business goods. This indicator is calculated 

by the World Bank through the use of the World Trade Integration Solution System (WITS) with 

the data of Trade and Development's Trade Analysis and Information System (TRAINS) and the 

Integrated Data Base (IDB) and Consolidated Tariff Schedules (CTS) of The Word Trade 

Organization (WTO). 

Description of variables used in the analysis is shown in Table 1. 

Table 1: Statistical description of variables 

Variable Explanation of variables Mean Maximum Minimum Std. Dev. 

EX$_V Vietnam's export turnover (billion USD) 69.4183 176.5808 11.5414 55.6013 

EXRATE Exchange Rate (USD / VND) 17587.8579 22155.0000 13943.1667 2844.7278 

EXTOBRN$_V Vietnam's export turnover to Brunei 0.0101 0.0496 0.0000 0.0128 

EXTOAUS$_V Vietnam's export turnover to Australia 2.5851 4.3516 0.8146 1.0857 

EXTOCAN$_V Vietnam's export turnover to Canada 0.8406 2.6525 0.0911 0.8181 

EXTOCHL$_V Vietnam's export turnover to Chile 0.1645 0.8052 0.0000 0.2403 

EXTOJPN$_V Vietnam's export turnover to Japan 7.5060 14.6749 1.7862 4.7926 

EXTOMEX$_V Vietnam's export turnover to Mexico 0.5062 1.8884 0.0201 0.5347 

EXTONZL$_V Vietnam's export turnover to New Zealand 0.1220 0.3599 0.0177 0.1185 

EXTOPER$_V Vietnam's export turnover to Peru 0.0632 0.2775 0.0000 0.0870 

EXTOSGP$_V Vietnam's export turnover to Singapore 1.9388 3.1777 0.8764 0.7420 

EXTTOMYS$_V Vietnam's export turnover to Malaysia 1.9595 4.9845 0.2565 1.5495 

TARIFFS Tariffs 10.1169 15.5700 6.1800 3.3051 

Model results 

Model of dependent variable estimation 
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The results of the estimation model of the impact factor from CPTPP partners on export 

turnover of Vietnam are relatively positive with the R coefficient of 0.999. This suggests that the 

selected variables in the export function are reasonable when explaining more than 99.99% 

effect of factors on the flow of Vietnam’s goods exports. The main impact factors include tariffs, 

exchange rates, export turnover of some major partners who are CPTPP members and GDP of 

Vietnam are statistically significant with over 95% reliability. 

Table 2: The results of the estimation model of the impact factor  

from CPTPP partners on export turnover of Vietnam 

Variable Coefficient Std. Error t-Statistic 

TARIFFS(1) -0.015657*** 0.002980 -5.254299 

EXRATE 0.0000323*** 0.000003 10.007420 

LOG(EXTOCAN$_V) 0.326615*** 0.013759 23.738400 

LOG(EXTOJPN$_V) 0.428345*** 0.036957 11.590380 

LOG(EXTTOMYS$_V) 0.042335*** 0.016784 2.522358 

LOG(GDPVNM(-1)) 0.202804*** 0.005315 38.156100 

Observations: 18 after adjustments S.E. of regression 0.011249 

R-squared 0.999897 Sum squared resid 0.001519 

Adjusted R-squared 0.999855 Durbin-Watson stat 2.289383 

Among partner countries which are CPTPP members, Japan, Canada and Malaysia were 

partners that had a strong impact on Vietnam's exports. Specifically, when the growth in export 

turnover to Japan, Canada or Malaysia was 1%, the growth of export turnover of Vietnam 

increased by 0.428%, 0.327% and 0.042% respectively.  

The exchange rate had a relative impact on Vietnam's export turnover. Estimates were 

perfectly consistent with economic theory and hypotheses. The devaluation of the domestic 

currency had a positive impact on exports, as the price of goods sold internationally was cheaper. 

The estimates were also consistent with findings in Thai’s study (2006), which also showed that 

exchange rate fluctuations had an insignificant bilateral trade effect.  

GDP growth in Vietnam in the previous year had a positive impact on export turnover of 

the following year. The previous year’s production generated goods for export in the following 

year in Vietnam. The estimated results show that when Vietnam's GDP growth rate in the 

previous year increased by 1%, then the export growth in the next year would increase by 

0.203%.  

The key element of trade policy is tariffs. The increase or decrease in tariffs is the response 

of the Government to restrict or facilitate import or export activities. The model tests show that 

the tariff rate of the next year had a stronger impact on the current year's export turnover than the 

tariff rate of that year, with the next year's tariff increase of 1% accordingly, and decrease of 

0.016% in growth of export turnover.  
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The evaluation results of impact of CPTPP on Vietnam's goods export  

To assess the impact of CPTPP on the export of goods, the article was based on tariff 

reductions as the reference value for constructing two scenarios:  

1) The first scenario (base scenario) - is a scenario in which the economy operates 

normally when CPTPP commitment has not been implemented in tariff reduction:  

Scenario Hypotheses:  

In the period 1999-2016, tariffs of Vietnam tended to decrease by about 3% per year on 

average, specifically, in 2008, according to the committed roadmap of WTO, tariffs of Vietnam 

declined significantly compared to previous years. The hypotheses state that in normal 

conditions when the CPTPP commitments are not effective, tariffs will continue to follow the 

trend of the period 2008 -2016 to 2035. To determine tariffs to the year 2035, the research team 

used the trend function to forecast tariffs.  

Figure 1: Trend forecast in tariff adjustment for Vietnamese goods 
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Similarly, the research team used the trend function to forecast the export turnover to 

Canada, Japan and Malaysia.  

- Based on the objectives of the socio-economic development plan for the 2016-2020 

period and the assessment of the Vietnam 2016 report, the assumptions of average GDP growth 

in each five-year period are as follows: the average GDP growth will be 6.6%, 6.08%, 5.16% and 

4.92% in the periods 2016-2020, 2021-2025, 2026 – 2030 and 2031-2035, respectively. 

- The USD / VND exchange rate in the period 1995 - 2017, excluding crises in the 

exchange rate fluctuations (in 1998 and 2019-2011), showed that the USD / VND exchange rate 

remained stable, in the range of 1% -3%, based on the policy orientation of operating the current 
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USD/ VND exchange rate according to the central rate, flexible management, sticking to market 

movements, ensuring macro-economic stability are needed; In addition, with the current strong 

foreign currency reserves, it is assumed that the USD / VND  exchange rate will fluctuate 

between 1% -2% in the forecast period.  

Results of Vietnam’s export growth forecast - base scenario  

Figure 2: Growth in Vietnam's export turnover - base scenario 
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Figure 3: Comparative balance of simulation results with the actual value of export variables 
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2) The second scenario (the scenario of impact of tariff reduction as CPTPP commitments 

are implemented)  
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As CPTTP commitments officially come into effect, tariffs will be adjusted in line with the 

committed schedule, specifically 65.8%, 86,5% and 97,8% of the tariff lines bear the tariff rate 

of 0% as soon as the Agreement enters into force; in the fourth year and in the eleventh year 

since the entry into force of the Agreement, respectively; and commitments are also made to 

abolishing import duties with a schedule of maximum tax eradication in the 16th year or 

according to tariff quotas for the remaining goods. The study employed assumptions and results 

of calculating tariffs of Vietnam and CPTPP member countries in existing studies of Peter A. 

Petri, Michael G. Plummer (2016) and World Bank (2018) to adjust the applicable tariffs when 

implementing the CPTPP commitments. The forecast scenario of growth in Vietnam's export 

turnover with the implementation of the CPTPP commitments is as follows:  

Figure 4: Vietnam's export turnover growth rate - scenario with CPTPP 
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Figure 5: Comparative balance of simulated results with the actual value of export variables  
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With the assumption that the CPTPP commitments will be implemented immediately in 

2018, the difference in proportion of export turnover in the scenario of implementation of 

CPTPP commitments and the normal export turnover without the implementation of the CPTPP 

commitments is as follows:  

Table 3: Export growth rate in the scenario with CTTPP compared to the base scenario 

Year 
Export Growth 

(%) 
Year 

Export Growth 

(%) 

2018 1.43 2027 2.19 

2019 1.66 2028 2.17 

2020 1.84 2029 2.13 

2021 1.98 2030 1.94 

2022 2.07 2031 1.77 

2023 2.14 2032 1.61 

2024 2.19 2033 1.46 

2025 2.21 2034 1.32 

2026 2.21   

The result shows that with the participation of CPTPP, the growth of Vietnam’s export 

turnover will increase by 1.9% compared to the non-CPTPP scenario on average.  

Some assessments on advantages and disadvantages of the model used in the study:  

In terms of advantages of the used model: i) The model has achieved good results in 

estimating the relationship between Vietnam and its partner countries which are CPTPP 

members in exports of goods without US involvement and impact of export partners of Vietnam 

such as China, Korea. ii) The model has adopted tariff elements to take into account their impact 

on Vietnam's export turnover and has used a main policy instrument in its bilateral and 

multilateral commitments to trade liberalization. This instrument is the tariff used to simulate 

different forecasts of the normal base scenario and the CPTPP implementation scenario. iii) The 

model has updated the latest data on growth, exports, tariffs and exchange rates; and the latest 

developments of the negotiating and signing situation of the CPTPP Agreement for assessment 

in the model. 

However, the model also has the following limitations: i) The model estimated factors 

affecting the export of goods relatively separately and only considered the factor affecting the 

tariff adjustment with the implementation of the CPTPP commitments. The model has not 

taken into account other current and potential tariff adjustments in line with commitments of 

bilateral and multilateral agreements in Vietnam. The tariff adjustment factor under WTO 

commitments has been taken into account in the base scenario with the tendency of tariff 

adjustment according to World Bank data on WTO. ii) The new model only simulates the tariff 

adjustment policy in the implementation of the CPTPP, non-tariff barrier policies have not 

been addressed in this model. iii) The assumptions and forecasts of the independent variable in 

the model are calculated mainly according to the trend function and with reference to forecast 
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results and growth scenarios of published reports and studies. Therefore, the accuracy of the 

forecast results of the growth scenario depends greatly on the accuracy and fluctuation of 

independent variables in reality. 

4. Some measures to promote and improve the efficiency of Vietnam's export of goods 

after joining the CPTPP Agreement 

According to the expected opportunities to increase the export turnover and market 

structure as indicated in the simulation model, as well as challenges for Vietnamese goods to 

enter markets of the CPTPP member countries, in order to promote the export of goods to take 

advantage of opportunities of increasing the export turnover and the quality and efficiency of 

exports, Vietnam should focus on implementing a number of measures as follows: 

Firstly, it is necessary to perfect the legal system and economic management institutions in 

order to meet the requirements of the modern market economy and international integration, 

including the commitments set out in the CPTPP Agreement. In particular, the country should 

review, supplement and perfect the legal system related to international economic integration, 

fully and properly abide by the laws of the market economy and the commitments to 

international economic integration, including laws of trade, investment, intellectual property and 

technology transfer, labor – union, etc. to take advantage of opportunities, overcome challenges 

in the participation and implementation of Agreement commitments.  

Secondly, it is advisable to intensify and effectively carry out market information and trade 

promotion activities in order to promptly provide information about market conditions, trade 

policies and measures of goods import markets, especially, those of partner countries of the 

CPTPP. Assisting businesses in market access and brand promotion to the markets in the fastest 

and most efficient ways is also very important. 

Thirdly, Vietnam should attach importance to attracting FDI inflows for the development 

of processing, manufacturing, raw material production industries, especially for the promotion of 

supporting industries. This solution not only contributes to improving the quality, standards and 

competitiveness of export goods, but also enhances the rate of localization of products to meet 

the requirement of origin rate enjoying the tariff rate offered by partner countries of the CPTPP.  

Fourthly, Vietnam should make the most of and exploit its current advantages to enhance the 

competitiveness of businesses and products. In particular, the country should focus on exploiting 

"dynamic comparative advantages" on the basis of investing in the development of products and 

industries based on technology, skills and gray matter to increase added value and step by step 

controlling stages of export goods chain (Gereffi, 2001 and Ha Van Su, 2010). This first requires 

Vietnam to attach much importance to training and development of human resources; orientation of 

economic restructuring and export structure; increasing the proportion of importing technologies, 

especially source technologies as well as attracting FDI capital to facilitate strong development of 

manufacturing industries, supporting industries and high technologies for export. 

Fifthly, it is a good idea to implement policies to promote and support Vietnamese 

enterprises, especially small and medium enterprises to take advantage of the opportunities 
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provided by the CPTPP Agreement, in conformity with WTO rules and international 

commitments. The country should focus on disseminating information on the integration 

commitments, such as tariff commitments, rules of origin, quality standards, technical measures 

and safeguards, etc. to the business community. It also needs to support businesses to implement 

environmental management systems, such as ISO 14000, HACCP, good management practices 

(GMP), good aquaculture practices (GAP), etc. This is the basis and orientation for enterprises to 

take into account production restructure, transforming from upstream positions to higher rungs in 

the value chain, enhancing competitiveness and having strategies to penetrate effectively into 

markets of Vietnam’s FTA partners in general and CPTPP partners in particular. 
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Abstract: Monetary policy is developed and operated by the State Bank of Vietnam in 

coordination with other macroeconomic policies, especially fiscal policy, with the highest 

objective of supporting economic growth, controlling inflation, contributing to job creation and 

ensuring social security issues. Looking back to the 2016 period, it can be said that the State 

Bank of Vietnam has achieved some success in managing monetary policy, contributing to the 

country's macroeconomic objectives. However, many challenges remain unsolved. To clarify the 

research problem, the paper focuses on the current state of monetary policy management of the 

State Bank of Vietnam from 2016 till now, and propose some recommendations for the State 

Bank of Vietnam in managing monetary policy to develop the economy in the context of 

Vietnam's deep international economic integration. 

Key words: monetary policy, international economic integration, central bank, interest 

rate, 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, economic 

and monetary transactions are becoming more complex. At the same time, monetary policy 

in Vietnam has been gradually transformed in order to determine the monetary policy 

objectives, the management and operation of the money supply mechanism, monetary 

regulation through the use of synchronized monetary policy instruments, thereby, promoting 

the to curb inflation at a one-digit level, contributing to macroeconomic stability. In order to 

manage the monetary policy effectively, it is necessarily for the State Bank of Vietnam 

(SBV) to ensure the policy suitability and high support for the operation of the economy in 

the context of international economic integration. As a result, issues in the monetary policy 

management of the SBV for the period of 2016 till present will be discussed in this article to 

make necessaryrecommendations to strengthen the monetary policy implementation in order 

to meet the demand for economic development in the context of international economic 

integration in the coming time. 
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2. Theoretical background 

Monetary policy is considered a macroeconomic management tool by the central bank. 

Monetary policy plays an important role and is regarded as "backbone" activity of the central 

bank. By using the tools of monetary policy (required reserve, discount policy, open market 

operations, etc.), the central bank can influence the supply and demand of money; ensure 

stability goals (stabilizing value of currency, price, interest rate, financial market) and growth 

(ensuring employment and economic growth). In each country, the monetary policy’s target of 

each period is different and depends on the state of the economy. In general and in the long run, 

monetary policy objectives have close relationships, support and promote the effectiveness of 

each other. This shows that, in the course of implementing monetary policy, it is impossible to 

absolve a single objective and to solve the objectives independently. Specifically, in order to 

stabilize the currency and socio-economic development, the government must take measures to 

stabilize prices of goods and services in the country and stabilize the exchange rate. In the short 

run, there may be conflict, even mutual exclusion between goals. The most common and obvious 

conflict is the inconsistency between the above objectives. It is shown in developing countries in 

the market economy that monetary policy operations need to coordinate with other 

macroeconomic policiesto achieve its objectives. First of all, it must be coordinated with fiscal 

policy in the implementation of monetary policy. The goal of fiscal policy is to regulate 

government revenues and expenditures, drive the economy to the desired level of output and 

employ potential human resources. However, it depends on the situation of revenue and 

expenditure of the government budget. The stable government budget is the most important basis 

for stabilizing the value of the currency. In contrast, the fact thatthe government budget deficit is 

offsetregardless of the source (borrowing from the central bank, from the public, organizations or 

foreign loans) will directly or indirectly impact the value of the currency. For poor and 

developing countries, government budget deficit is often large and persistent, balance of 

payments also shows deficit, economic growth is low, etc. They require close coordinationwith 

foreign economic policy in the process of implementing monetary policy. There must be an open 

economic policy, export orientation, maximizing the level of technology, utilizing science and all 

sources of capital from outside. In particular, it is important to maintain relationships with 

international economics and financial organizations such as the World Bank, International 

Monetary Fund, Asian Development Bank, etc. 

3. Research methodology  

The article uses the method of data synthesis and analysis. Based on the data collection, 

statistics and synthesis regarding the monetary policy management of the central banks 

worldwide and the SBV, which are found in reputable articles, scientific journals, archives and 

mass publications of central banks as well as other financial organizations, the authors then 

analyze the monetary policy management of the SBV in the context of international 

integration. 
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4. Results and Discussion 

4.1. Monetary policy of the State Bank of Vietnam in the context of international integration 

Monetary policy is made flexible to ensure stability and economic growth. In 2016, in the 

context of a volatile world economy, the Vietnamese economy showed signs of vulnerability to 

shocks. Economic growth was 6.21%, lower than the 6.68% in 2015 and the target of 6.30% 

set by the government in the regular meeting in September, 2016. In 2017, Vietnamese 

economy showed a more positive sign with the growth rate of 6.81%, exceeding the target set 

by the National Assembly. In particular, the growth rate in the third quarter and the fourth 

quarter of 2017 reached an impressive "high" of 7.46% and 7.65% respectively, the highest in 

seven years and much higher than the same period in previous years. The agriculture, forestry 

and fishery sector showed the most significant recovery with 2.90% annual growth rate.The 

service sector also contributes to the overall growth of the economy, and grew 7.44% from 

2015 to 2017. 

Unit: % 

 

Chart 1: Inflation and Economic Growth in Vietnam 

Note: * Expected 

Source: General Statistics Office, VERP 

On the other hand, the financial sector, banking, insurance and real estate business in 2017 

reached the highest growth rate in many years, which were 8.14% and 4.07%respectively. By 

2018, Vietnam's GDP is expected to be 6.80% for the first six months of this year, growing 

7.08% over the same period last year. In the first two quarters alone, Vietnam's economic growth 

rate was 7.45% and 6.79%, respectively, compared to Q1/2011. Growth in the two sectors that 

contributed the most to the economy, which are industry, construction and services, hit a record 
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high in the first half of this year. The industry has the highest growth rate in the last three years. 

In particular, the manufacturing industry grew 13% over the same period last year; agriculture is 

recovering with a growth rate of 3.28% after the first six months of 2018. This achievement is 

illustrated by the implementation of monetary policy in the following key aspects: 

Regarding the administration of interest rate policy and credit quality control: from the 

beginning of 2016, the SBV issued Directive No. 01/CT-NHNN1 to carry out flexible 

management of monetary policy, exchange rate, ensuring market stability and credit growth. 

Accordingly, the SBV has set a target of "outstanding credit growth of about 18-20%, 

adjusting in line with the actual situation", "organizing the implementation of monetary 

policies”, “to further create favorable conditions for enterprise sand households to access credit 

capital for efficient production and business, and create conditions for credit institutions to 

expand credit in accordance with safety standard, improve credit quality, ensure the supply of 

capital for the economy ... "Accordingly, the SBV has maintained stable interest rates (basic 

interest rate, refinancing interest rate, rediscount interest rate) to support the production and 

business of enterprises and contribute to stabilize the monetary market and banking operations. 

Through a reasonable money supply, flexible open market operations; refinancing with 

reasonable terms and volume to support the liquidity of credit institutions; purchases of foreign 

currency when necessarily, the SBV has ensured the liquidity of the system, bringing the low 

level of interbank interest rates, creating favorable conditions for credit institutions to maintain 

deposit rates and lowering lending rates in permitting conditions. The interbank interest rate in 

2016 has fallen sharply since April 2016 (from 4.13%) and only in November has tended to 

rise again, from 1.18% to 3.42% in December, since demand for loans in the economy often 

increased at the end of the year. The mobilizing rates had slight increase from small banks in 

September, a slight decline from major banks in October, and slightly rising again in 

December. However, in general, the mobilizing interest rate was kept stable at 6.5% for 1-year 

term and 7.2% for over 1-year term. For the commercial banks' lending activities, the Circular 

No. 06/2016/TT-NHNN3 regulates the ratio of short-term funds to medium and long-term 

loans to be gradually reduced in line with schedule 4 to limit liquidity risk, which helped banks 

and real estate bus inesses have nearly one year to adjust, and reducing interest rate pressure 

for credit institutions.In general, the lending rate has fallen from 8.15% (May 2016) to 8.02% 

per year for short-term loans, and down from 10.2% to 10.1% per year for medium and long-

term loans, and maintained until the end of 2016. With the close guidance of the SBV, credit 

institutions reduced lending interest rates, increasing credit availability for businesses. In 

particular, the SBV focuses on promoting credit availability for priority areas and credit 

control for real estate investing business. In 2017, the SBV adjusted down the base rates in line 

with the current state of the monetary market. In Directive No. 01/CT-NHNN dated October 1, 

2017 on the implementation of monetary policy and ensuring safe and effective banking 

                                                 
1Directive No. 01/CT-NHNN is effective from February 23, 2016 on the implementation of monetary policy 

and ensuring safe and effective banking operations. 
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operations in 2017, the SBV has guided "to manage interest rates in line with the inflation and 

monetary market in order to stabilize interest rates; Based on the ability to control inflation, 

stabilize the foreign exchange market, strive to reduce the lending interest rate”. Accordingly, 

to support the reduction of operating expenses for enterprises, contributing to economic growth 

under the Government's policy and on the basis of prudent assessment, in which the inflation 

rate tends to increase slowly, on October 7, 2017, the SBV decided to reduce the base rate by 

0.25% per annum, and reduce short term interest rates by 0.5% per annum on priority areas. At 

the same time, directing financial institution to actively implement cost-saving measures and 

improving their operation efficiency in order to facilitate the reduction of lending interest rates. 

By the end of 2017, for priority areas, the short-term rate on priority areas ranged from 6.0% to 

6.5% per annum; medium to long term rate ranged from 8.0% to 10.5%. For normal 

production, the interest rate was about 6.8% to 9% for short term and 9.3% to 11% for medium 

and long term. Credit outstanding focuses on business production, specifically, with priority 

areas set by the government. In 2018, the SBV maintains strict control over the quality and 

growth of credit. The SBV pays attention to assisting financial credit to priority areas, 

promoting the improvement of the business environment, raising the competitiveness, 

supporting the development of enterprises, maintaining the interest rate stability, and strive to 

reduce the lending interest rate to control inflation according to the set objectives. 

To manage exchange rate policies, the SBV implements anti-dollarization policies, stabilizes 

the foreign exchange market and increases foreign currency reserves. In 2016, the SBV continued to 

apply flexible daily adjusted exchange rates in combination with scheduled trade transactions made 

with commercial banks. Circular No. 07/2016/TT-NHNN amended that the groups of consumers 

wishing to borrow short-term foreign currency (to implement the production and export plans) will 

be allowed to borrow at an amount relatively equal to the amount of foreign currencies they could 

generate. However, foreign currencies must be sold back to the lender in the form of spot exchange, 

which takes effect from June 1, 2016 to December 31, 2016. Despite fluctuations due to the impact 

of the international financial market, domestic demand and supply of foreign currency have no 

mutation factor. The liquidity was still well maintained, the customers' legitimate foreign currency 

demand was still timely and sufficiently fulfilled by financial institutions. The recent appreciation of 

the dollar against the Vietnam dong has been driven by international markets, particularly the United 

States and China - the two largest trading partners of Vietnam. In the last months of 2016, the 

VND/USD exchange rate increased by 1.1-1.2%; the market liquidity was good and the demand for 

legal foreign currency was fully and promptly met. Foreigners have been buying up large amounts of 

foreign currency from the economy, so the SBV has bought a large amount of foreign currency in 

addition to the government's foreign exchange reserves. From 2017 to present, the amount of foreign 

exchange reserves of the SBV posing strong uptrend also shows a strong commitment of 

management agencies throughout 2017 on the possibility of direct intervention in the foreign 

currency market to keep stabilizing exchange rates, eliminating the psychological wait for the sharp 

increase in exchange rates, reducing speculation on foreign currencies. The SBV also closely 
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cooperated with relevant units to strengthen the inspection, examination and handling of violations of 

foreign currency business activities, ensuring that financial institutions and economic entities strictly 

follow regulations on exchange rates and foreign exchange transactions. The fundamental changes in 

the management of the exchange rate and the foreign currency market have initially created 

anexchange rate stability. It can be said that 2017 is considered a successful year for the SBV in 

managing the exchange rate and stabilizing the foreign exchange market (bringing the exchange rate 

in the informal market closer to the exchange rate in the main market). As of December 31, 2017, the 

exchange rate between VND and USD was announced by the SBVat 22.425 VND/USD, an increase 

of 1.2% compared to that at the end of 2016. In Bloomberg's assessment of currency stability of 

some currencies in Asia, the Vietnam dong is considered to be among the most stable currency 

groups, which contributes to the credit availability of businesses in Vietnam. In 2018, the SBV will 

continue to flexibly control central exchange rates on the basis of closely observing the 

macroeconomic and monetary developments, domestic and foreign monetary policies; stabilizing the 

foreign exchange market; thereby, creating opportunities to increase the foreign exchange reserves of 

the government when the market is favorable. The SBV maintains synchronization and flexibility of 

the monetary policy toolsto keep the VND/USD exchange rate at a reasonable level, stabilize the 

foreign currency market, enhance the position and the value of the VND. In addition, the State Bank 

has succeeded when the government's foreign exchange reserves has increased at a record high of 

over $53billionby the end of 2017. Along with that, with the synchronous solutions, flexible 

management of gold business activities in accordance with Decree No. 24/2012/ND-CP of the 

government, until now, the gold market continued to evolve relatively steady. From early 2017 until 

now, gold prices in the country are relatively stable and fluctuate in narrow margin even when the 

international gold price fluctuates. The demand for gold bars in the economy has been decreasing, 

the sales of gold bars in the system remained low. The market does not appear huge demand for gold. 

There is no price speculation that causes price instability, or affects foreign exchange market and 

macroeconomic stability. Part of gold capital was initially transformed to serve socio-economic 

development. 

However, the effectiveness of the monetary policy is shown when: (i) monetary policy and 

fiscal policy disclose limited coordination. According to economists, monetary policy and fiscal 

policy have not found the mutual relationshipin the process of implementation, resulting in 

negative impact on the economy. This is because monetary policy always has to carry on the 

back of the fiscal policy, and at a certain time this pressure is very heavy. 
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Diagram 1: Dependent Relationship between Monetary Policy and Fiscal Policy 

 

Although, the monetary policy and fiscal policy are contradictory, they have qualitative 

and subjective elements. At present, it is very difficult to establish the correct scientific basis for 

the decision making to implement and adjust the monetary policy and the fiscal policy; or to 

create the coordination between the two policies and how much is reasonable under the 

conditions in which the economy is constantly changing. This is not only due to the complexity 

of the policy, but also due to the relative independence of agencies that directly fabricate the 

decision-making process, namely the SBV, the Ministry of Finance, the Ministry of Finance 

Investment plan; (ii) Other issues such as the ability to regulate market conditions such as money 

supply and interest rates is limited. The administration of monetary policy instruments of the 

SBV is short-term and ineffective. 

4.2. Recommendations 

In the report "World Economic Outlook" the IMF said that in 2018 and 2019, the global 

economy will grow to 3.9% from 3.8% last year - the highest level in six years. However, 

from 2020, the situation will deteriorate. This is due to a number of reasons including 

increased protectionism, increased political tensions, decreasing support for global economic 

integration. This affects the economy in many countries. In Vietnam, the economy has many 

challenges: the macro economy shows positive signs but still carry many limitations; is weak 

and unstable. Economic growth is mainly based on foreign demand, while domestic 
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consumptions are weak. Although inflation has been controlled but there are potential risks 

of it rising again. Against this backdrop, monetary policy management has been effectively 

implemented to assist the government in maintaining macroeconomic stability, control 

inflation, promote growth in the context of international economic integration. The above 

result is based on solving the following fundamental problems: 

Recommendation 1: Enhance the proactive role of the SBV inmonetary 

policymanagement. Monetary policy results are highly dependent on the organizational 

model of the central bank in relation to the government (independent or independent). The 

Law on the SBV stipulates that "the SBV is a ministerial-level agency of the government and 

the central bank of the Socialist Republic of Vietnam". That means the SBV is a dependent 

central bank and the government has the right to decide on all activities of the SBV. In 

addition, the SBV, although similar to other ministries within the government, is different in 

terms of state management, especially in the monetary and banking sectors, which monitors 

by less administrative measures but mainly by economic policies and financial 

instruments.Therefore, this model somewhat limits the independence of the SBV in ensuring 

the functions and tasks of a central bank. Although the National Assembly and the 

government determine the goals of monetary policy, the SBV actively uses the tools of 

monetary policy to achieve its stated objectives. Monetary policy implementation is very 

limited in efficiency from the model of the SBV. Therefore, in order to strengthen the 

independence and autonomy of the SBV, the SBV Governors need to be given more power to 

manage the internal organization of the SBV and order timing exercise of monetary policy. 

Recommendation 2: Strengthen the monetary policy management capacity of the SBV. 

Monetary policy is both art and science, thus requiring monetary policy makers and 

practitioners to have certain knowledge and skills. So, first and foremost, it is necessary to 

intensify the training of staff with basic macroeconomic knowledge of the market economy, 

capable of analyzing forecasts of macroeconomic indicators. In addition, it is necessary to 

develop policies to attract talented people who impose high skill-level in the process of 

planning and implementing monetary policy. On the other hand, the SBV should increase the 

transparency of policy mechanisms, clear information on market orientations, and increase 

accountability for its decisions. 

Develop a mechanism for the transmission of monetary policy through channels, 

determining the extent of the impact of monetary policy through channels and selecting the most 

sensitive channel for managing monetary policy in an appropriate framework. This is an 

important issue for the SBV to actively implement monetary policy. 

Monetary market development is a decisive measure in improving the monetary policy 

impact mechanism. Monetary market plays an extremely important role in the transmission 

of monetary policy impacts; is considered as the infrastructure for monetary circulation. 

Good infrastructure will allow smooth currency circulation and lower the risk. The 

movements of the monetary market in recent years have revealed the inadequacies in the 
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development of the market, which directly affect the mechanism of impact and effectiveness 

of monetary policy. In developing the monetary market, it is necessarily to emphasize on the 

development of the interbank market (domestic, foreign currency), the secondary market for 

valuable papers, creating good liquidity for the market.However, the fundamental issue for 

developing this infrastructure is to consolidate market participants. In addition to improving 

the financial capacity and risk management of financial intermediaries, there is a need to 

raise awareness and ability to analyze market information of market participants so that they 

respond in a consistent manner in order for the SBV to decide to tighten or loosen monetary 

policy. In addition, the SBV should increase its initiative in directing and creating good 

liquidity for the interbank market, creating good psychology for financial intermediaries, 

mainly commercial banks. It is necessary to reserve a lot of liquidity, especially in times of 

large withdrawal demand. With liquidity reserves in line with the daily demand of the 

economy, the impact of money supply and interest rates on the SBV makes financial 

intermediaries respond quickly to these changes. In addition, the SBV needs to study the 

impact of monetary policy through the channels and focus on the impact of the interest rate 

channel, because in accordance with the trend and factors affecting the integration 

conditions, the interest rate channel will develope and become more sensitive than other 

channels, thereby forming the mechanism of operating interest rates, along with open market 

operations in the direction of encouraging commercial banks to borrow each other in the 

market before accessing funds from the SBV. Developing an inter-bank payment system to 

ensure that the SBV accurately identifies excess capital in order to connect the capital to the 

fund shortage before deciding to intervene. 

Recommendation 3: Completing the information system to support the forecasting and 

analysis of econometric models and quantitative analysis. At present, the information system is 

still inadequate, macroeconomic indicators disaggregated between the years. The General 

Statistics Office (GSO) is in the process of correcting the disaggregation of macroeconomic 

indicators with international practice. Many indicators are not available for the administration of 

monetary policy, for example, there are no indicator of basic inflation, price indexes for 

elimination of tax effects, oil prices, employment status, level of slow update, etc. Therefore, in 

order to have an analysis to determine the mechanism of monetary policy transfer, the 

improvement of the market information system of the country is required. It is necessary to 

establish a communication system between ministries and sectors. The General Statistics Office 

must become the National Data Warehousing and the Ministries and branches should be 

connected to this data warehouse. The SBV and the Ministry of Finance, in particular, need to 

establish a more regular and close relationship in exchanging information, creating a coordinated 

relationship between monetary policy and fiscal policy. 

Recommendation 4: Ensure the appropriate objectives and measures of macroeconomic 

policies. The appropriate objectives and measures of macroeconomic are important condition for 

ensuring stability when opening the financial market. This condition arises from the key factors 

for a stable financial system. The core factor is the stability of the economy in general, which is 
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sustainable only when the objectives and solutions of macroeconomic policies are homogeneous 

and supportive. Under these conditions, monetary policy and fiscal policy need to be built in a 

coordinated and mutually supportive manner, ensuring clear, consistent and feasible objectives. 

At the same time, policies should be framed in a transparent and accountable framework that 

enhances the SBV’s ability to plan and implement quality economic and financial policies, 

minimize risks ininvestment decision. 

5. Conclusions 

Vietnam's socio-economic development in the upcoming time will require the feasible 

solutions of monetary policy to boost the economy of the state and private sectors (individuals, 

households, domestic and foreig nenterprises). On the basis of identifying the major role of 

monetary policy in the monetary policy management process, a number of basic 

recommendations are made to strengthen the effectiveness of the SBV’s monetary policy 

implementation for the development of the Vietnamese economy in the context of international 

integration. Accordingly, the recommendations are as follows: First, it is necessary to enhance 

the proactive role of the SBV inmonetary policy management; The next is to strengthen the 

monetary policy management capacity of the SBV; Third is to complete the information system 

to support the forecasting and analysis of econometric models and quantitative analysis. Last but 

not least is to ensure the appropriate objectives and measures of macroeconomic policies.  
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